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AN ECONOMIST'S CONFESSIONS* 
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.I 


One advantage of a presidential address is that one can appear on our 
program: with a topic of his own choosing: It is however a dubious ad- ' 
vantage. As I have proceeded with the job of program making (and I 
am sure my, predecessors will testify to what an arduous job it is), I 
have been asked what topic I was reserving for myself. But programs 
are not made in that way, and as one works on a program so extensive 
as ours, he is apt to find that he has assigned about all the-topics that 
interest him, and that, far from having reserved anything, his question 
becomes what can’ he Pa find to say, that does not trespass too 
much on others. 

I have decided to make mine a kind of personal scalestivn, I came 
into economics at a later age than most, with virtually_no undergradu- 
ate training in it and after several years of college teaching in a dif- 
| ferent field. Yet I had had for some time a genuine, if quite untutored, 
interest in some of the economic problems of the times, and. before 
entering the Graduate School I carefully scanned the catalogue. I think 
I have: never fully recovered from the shock of having practically all 
‘my choices crossed out, partly on the ground that some of the things 
that had seemed important to me. were by then thoroughly understood 
and agreed upon by professional economists—-I could read about them 
later—and even more on the ground that one must have a thorough in- 
.doctrination in “theory” before doing anything with -appues nae or | 
special “problems.” l 

I am not criticizing my advisers d now that I am EE in- 
doctrinated, I would probably give similar advice.’ This experience, ; 
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however, not only gave me a feeling of strangeness that I spent ‘most r z 


‘my first year. trying to overcome, but also set in motion a process of 


wondering about the content, purposes, and methods of economic in- 


quiry that has remained with me ever since. One result was.that ( though ' 


I have taught it and worked in it ever since) I never did have a course’. 
_ in money and banking. This was one of the fields, according to my ad- . 
visers, in. which the theory and the problems had been pretty well — 
worked out and agreed upon. Looking back. (it was Just after the Fed- . 


eral Reserve System had been established, and before wartime monetary 
problems—not to speak of postwar problems—had emerged), it does 


|” appear tejhave been a time when old controversies had grown sterile 


and.most men thought they knew where they stood and found little 


‘worth debating about. Yet we were on the threshold of a period of re- 


. vival of interest which has outstripped all preceding periods, and which 
has I think had mote effect upon economic theory and policy, including 
` the Keynesian “revolution” and a vast literature on the monetary aé- 
- pects of the business cycle, than any other:development of recent times. 


In international trade, which has been my other main interest, I did - - 
Ba have a course. I was singularly fortunate to have Professor Taussig as 
o: a.teacher and guide i in research, and to have as friends and fellow stu- ' - 
dents sich men’as Jacob: Winer and Frank Graham. But in this field 

. also it was a relatively quiet time, and I heard frequently the com- ` 
‘ment: that international trade theory was the part of classical econom- ` 


ics, more than any other, that had withstood the buffetings of time and 
change and, along with its handmaiden, the gold standard, had come 
down to us virtually: intact and unscathed, 


II | i : 
` One strong impression from those’ days, which has remained ever 
since, is the relativity. of economic principles and policies to changing 
‘conditions. Keynes remarked on the “Ricardian victory” as “due to a 
~ complex of suitabilities in the doctrine to the environment.”* This was 


___.surely no less true of the Keynesian victory; and since then time has 
‘moved on again, and even the Keynesians are becoming changed men. 


A fair question is how much does our thinking lead and direct, and 
how much does it merely follow, .the changes in environment. Very 
‘much i in the literature of economics strikes me as rationalization after 
-the event. This is not, however, necessarily a belittling comment, pro- 
vided we know what we are doing and recognize the limitations. _ 


The alternation of periods of comparative quiet with periods of in- | 
tense intellectual ferment has been. characteristic of the development i 


iy, M.. Keynes, The Genéral Theory of Employment, Interest, oa Money ee York, 


Harcourt, Brace & Co., 10; pP. 32-33. 
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of economic thought: Eighteenth-century English economic thinking 
had been relatively sterile before Adam Smith, the founder of classical 
economics, produced his Wealth of Nations in 1776. That book, to 
which I find an increasing inclination to return in the discussion of 
Some of our current problems, particularly those of international eco- 
nomic growth, came after a long period of decay of mercantilistic doc- 
trines. The question is not whether mercantilist theory was wrong in 
some absolute sense. Indeed, in our time there has been a considerable 
revival of some of its ideas. But it clearly lacked a “complex of suit- 
abilities” for the environment of the eighteenth century, and before 
Adam Smith there had been a long period of chipping it agay. Smith 
had had a succession of forerunners in such men as Hume, Locke, 
North, Steuart, Petty, and Cantillon; he wove together the separate 
strands of thought which he had found and in.the process revealed for 
the first time their full significance for the modern age. 

The Wealth of Nations was, preéminently, the product not only 
_ of the man ‘but of the times. It was the product of the great economic . 
changes, which through their successive phases of geographical dis- 
covery, colonization, and commercial and industrial revolution, were 
sweeping away. old doctrines, laws, and institutions—themselves the 
products of their times—and creating the modern world. This close; 
relation of ideas and events is of course understandable and desirable. 
There appears to be a fairly well defined pattern. Times change, old 
ideas are undermined, the time span depending upon the importance 
and the rapidity. of economic change; and on occasion, when the time 
is ripe, new leaders come forward to produce their “revolutions.” Such 
a process is not confined to economics but has characterized every . 
field of human inquiry. This is not the source of my unrest. In eco- 
nomics; however, there have been some features of the process which 
have left with me, since graduate student days, the abiding sense of 
_ wonder, to which I referred earlier, about the progress of our thinking, 
and particularly whether we are making some progress toward doing 
the leading, or are merely being led on by events which, after the fact, 
we seek to rationalize into some plausible pattern. | , 

Adam Smith has been described as a great observer, and even asa 
great thinker, but not as a great theorist. Baumol’s very interesting re- - 
cent book on Economic Dynamics? begins with a chapter on “classical 
dynamics.” It makes not a single reference to-Adam Smith, but gives 
an excellent analysis of Ricardian economics. Yet surely Smith de- 
serves a high place, and perhaps the highest, in any historical account 
of dynamic economics. The point evidently is that, while Smith pro- 


l a Wiliam J.. Baumol, Economic Dynamics (New York, Macmillan, isti: l 
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vided the rationale of the new expanding economy, which had already 
broken its mercantilist fetters, he did not produce a consistent theory 
of value and distribution. This Ricardo did, writing forty years later. 
And so’it has come about that Ricardo is known, not only as the 
greatest exponent of classical economics, but as the real founder of 
the classical “system.” By the time the theory had passed through the 
hands of his followers, particularly J. S. Mill, it had indeed achieved 
` a triumph. By the middle of the nineteenth century, most economists, 


l 


at least in Britain, undoubtedly were convinced that the basic prin- 


` ciples of economics had been fully worked out, though doubtless much 
work wayld aes remain for lesser minds to do in the “applied 
fields.” 

III 


It is interesting to reflect on the nature of this triumph. Ricardo ‘ 


carried over intact Smith’s philosophy of freedom. I think there can be 
little doubt that this fact, together with Ricardo’s attack on the land- 
lords, was primarily the reason for the triumph. ‘The policy implica- 
tions were thoroughly in accord with that particular phase of British 
economic development. Statesmen, industrialists, and merchants could 
readily understand and heartily: endorse them: Indeed, they had by 
then long been living by these rules, and were doubtless delighted to 
find that they had all along been right, and even scientific. 


But few laymen could have known much about Ricardo’s theory of © 


value and distribution, any more than most laymen today (who like 
to divide us all into Keynesians and anti-Keynesians) have any un- 

derstanding of the Keynesian system, but base their bias, for or against, 
' solely on what they conceive to be the policy implications. For me the 
great paradox of classical economics is that, whereas it began with dy- 
‘namics, providing the rationale for revolutionary economic changes, it 
wound up inva tight system of static equilibrium theory, which in striv- 


ing for logical consistency became increasingly remote from reality. 


_ This I think we can ascribe mainly to Ricardo’s theory: of value and 
distribution. Economics had taken a major turn in the road—a turn 
away from Smith’s causes of wealth, and a turn which I think has 
mainly characterized economic theorizing ever since. 

Immediately following his striking single-page first chapter, in which 
he promises to reduce classical economics to the status of a special 
case under his own general theory, Keynes begins his Chapter IT, on 
“The Postulates of’ Classical Economics,” with’ the statement: “Most 
treatises on the theory of Value and Production are primarily concerned 
with the distribution of a given volume of employed resources between 
different uses and with the conditions which, assuming the employ- 
ment of this quantity of resources, determine their relative rewards 
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and the relative values of their products.” In the accompanying foot- 
note, he adds: “This is in-the Ricardian tradition. For Ricardo ex- ` 
pressly repudiated any interest in the amount of the national dividend, 
as distinct from its distribution. In this he was assessing correctly the 
character of his own theory.” Keynes then quotes from Ricardo’s letter 
to Malthus: “Political Economy you think is an enquiry into the nature 
and causes of wealth—lI think it should be called an enquiry into the 
laws which determine the division of the produce of industry amongst 
the classes who concur in its formation. No law can be laid down re- 
specting the quantity, but a tolerably correct one can be laid down 
respecting proportions. Every day I am more satisfied that he former 
enquiry is vain and delusive, and the latter only the true object of the 
science.””® 

In earlier papers, covering a span now of over twenty years, I have 
criticized the Ricardian assumptions, with special reference to the the- 
ory of international trade—the given amounts of resources already 
known and in use, the constant costs—and the conclusions which so 
readily follow as to inherent equilibrating tendencies, mutually bene- 


ficial to the trading countries. In view of the origins of classical eco- - | 


nomics as an intellectual response to an expanding world, a world ex- 
panding on a revolutionary scale, I have never been able to understand . 
_ how our thinking could have come to such a pass, and-why as a gradu- 
ate student my teachers should have sought to impress upon me that 
this was the one part of classical economics which we could still ac- 
cept as adequate, undamaged by time and change. To my mind, it was 
never realistic, even for its own times, and certainly not for ours. 


. But as the quotations from Keynes indicate, and as Allyn Young ` 


showed in his brilliant British presidential address in 1928 on ‘“‘Increas- 
ing Returns and Economic Progress,” the limitations of the Ricardian 
kind of theorizing applied not only to international trade but to the 
whole field of economic inquiry. It had ceased to be a study of growth 
and had become static equilibrium analysis. 


IV $ 

Now I must make a second confession. In embarking upon Keynes’ 
General Theory, I was again for a few pages mystified and misled. In 
view of the passages quoted above, I thought it was going to be a book 
about the causes of wealth, based not on the given resources, already 


known and in use, but on the forces and incentives which increase 
them, and provide the growing real-income and increased: voluntary 


* Keynes, of. cit., pp. 4-5. 
ane Economic Journal, Vol. XXXVIII, S 1928. 
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_leisure which in our kind of society should be the primary aims of 


economic inquiry. But this book too turned out to be static economics, 
with the difference—and this is what explains classical economics’ 
being a “special case”—that static equilibrium. has now given way to 
“comparative statics,’ and partial equilibrium. analysis has now be- 
comè total equilibrium analysis. This latter, as it turned out, was what 


‘Keynes meant by the quantity of resources employed, as distinct from 


their distribution among uses and their relative rewards. 

But surely the basic method is precisely on all fours with the classi- 
cal analysis. It is again a purely logical contrivance which proceeds 
from certain assumed relationships to conclusions which inexorably 
follow so long as-the assumptions are maintained inviolate and “other 
things” remain unchanged. In its essentials, the Keynesian system, 
like almost any consistent theory, is simple. Several times in the course 
of the book, Keynes sums it up- very well in a few sentences. To my 
mind, it is a recast version of the quantity theory of-money, which he 
seeks to “push back toward becoming a theory of output asa whole.” 
He does this by converting the quantity equation into an income equa- 
tion and applying concepts mainly derived from refinements on the 


-. Marshallian k. (demand for money), including: as the really unique 
_ feature of his theory, on which its whole validity depends, his “law” 


of the propensity to consume. The core of the theory is his conclusion 
that an advanced capitalistic society suffers from a combination of a 


. declining marginal propensity to consume and declining opportunities 


for investment, This and other parts of the theory, such as the assump-. 


‘ tion that costs and prices will remain constant or neutral as effective 


-demand rises to a full-employment level of income, represent the ef- 
‘fect on Keynes of the Great Depression of the thirties; and it is not 


` to be wondered at that his American disciples, in particular, elaborated . 
- his theory (though I think without adding anything not already there) 


into the. stagnation thesis. Once again, as with Ricardo, we have the 


~ “complex of suitabilities to the environment.” 


One interesting point in common, as between Keynes and Ricardo, 


- is their attitude toward “laws.” Ricardo had rejected an inquiry into 
. the quantity of wealth because no “law” could be laid down. Keynes’ 


y 


analysis of the level of employment turns primarily on his assumed. 
“law” of the propensity to consume. Herein lies a real dilemma for 
economic theorizing. We are constantly searching for “laws” or “regu- 
larities” or “normal” or “stable” relationships. Without them we are 
reduced to what Bagehot called the “All Case” method of the German 
historical school. But at the other extreme lies what he called the “One 
Case” method'of the-British classical school. We are all too apt, seizing. 
upon the-conditions of a particular period of time and applying the 


t 
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simplifying processes of selection-and emphasis to which economic the- 
orizing seems all too prone, to, come forth with a system of universal- 
ized “laws,” a system which is perhaps not implausible at its time of 
origin, but which, as it becomes increasingly concerned about the con- 
sistency of its iriternal logic, turns in upon itself, and grows more and 
more remote from reality. This is precisely the sense in which Adam 
Smith ‘has come to be referred-to as not a great economist, whereas 
Ricardo was. And it was because Keynes presented a logical system, 


based on a “law” which seemed not implausible in the conditions of ` 


the ’thirties, that he was greeted as the founder of the “new” economics. 

No one was better aware than Keynes of the need of qualifying 
general principles to accord with the realities of particular situations. 
His work, including also his earlier books, and particularly the Treattse 


_on Money, is full of passages in which he recognizes complicating cir- 


cumstances which do not fit his theories. In the General Theory, 
one of the best examples i is his passage on mathematical economics, in 


' which he recognizes how much farther formal logic (and the unreali- 


pes 


‘ties inherent in it) can be carried in symbols than in words.” Or, again, 


his chapter on prices, in which he gives five excellent reasons why costs 
and prices will rise, and inflation emerge, well before his full-employ- 
ment level of effective demand has been reached. No better analysis 
could be desired as to why we experienced the inflationary conditions” 
of 1936-37 on a comparatively low level of employment; and nothing 
further would be needed to explain the much more serious inflation of 
the postwar period. But.it was characteristic of Keynes—and this may 
be inherent in the nature of economic theorizing—that after stating his 
qualifications he always swept them: aside as “not affecting the rigour” 
of his conclusions. As he said of his qualifications about prices and 
wages: “They have ...a good deal of historical importance. But they 
do not readily lend themselves to theoretical generalizations.”® So, 
like Ricardo in his particular context, he swept them from his mind, 
and proceeded with his theory. 

But we have been living in a period of very rapid change. Since the 


* Keynes, op. cit.; pp. 297-98, 

I have never been sure how much he really meant this passage (though surely he did 
when he wrote it) and how much, perhaps unconsciously, he felt the need of taking the 
curse off his own-essentially similar kind of presentation. He, probably more than anyone 
else, provided the impetus for the mathematical model-building which has become a 
kind of economists’ refuge since the General Theory appeared. As one of my younger 
mathematical friends once said to me: “I don’t know whether Keynes’ system is right 
or not, but it is a beautiful thing to play with.” 

It was, I think, in connection with this sort of interest and ee that the word 

“elegance” came into economics. : j 


_*Ibid., p. 302. 
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war, we have been faced with a condition of inflation, seemingly as 
intractable as the deflationary conditions which found expression in 
Keynes’ theory. We may still argue, as many Keynesians do, that the 
income equation is still as applicable as it appeared to be in the begin- 
‘ning. But to my mind this is either-mysticism or the familiar confusion 
between an. identity equation and a law. It was over this same sort 
of confusion that the long controversies about the quantity-of-money 
equation became so sterile. Certainly, in recent years, Keynesian eco- 
nomics has been undergoing fundamental changes. We have become . 
dissatisfied with the “law,” as Keynes gave it to us. One form that this 
has taken has been the further analysis of the consumption function. 
It seems now agreed among econometricians that the “simple relation” 
between income and consumption, as Keynes stated it, is unstable, and | 
‘in searching for a more complex relation which may have some prom- 
-ise of greater stability various hypotheses have been introduced which 
contradict Keynes’ own theory. For example, liquidity is now com- 
monly accepted as a factor influencing consumption, whereas in. 
Keynes’ theory it affected only investment. We have been working with 
various hypotheses, including saving out of past income, liquid assets, 
capital gains, the last highest incomé reached during a boom, expecta- 
tions of future income, and other possible factors affecting the income- 
‘consumption relation. The broad fact seems to be that we have nothing 
left of this basic concept of the Keynesian theory other than that con- 
= sumption is an important component of income and deserves all the 
study we can give it." 

One over-all criticism of Keynesian ¢ economics that seems ‘to me 
justified is that Keynes’ emphasis on the demand side—his principle 
of effective demand-——sins quite as much in its ‘taking for granted the 
adaptability of supply as the classical economists did in their reverse 
emphasis. This has interested me particularly in connection with prob- 
lems of international trade adjustment, and how to effect the grand rec- 
onciliation between internal full-employment policies and a country’s 
balance-of-payments position, by some method other than mere grants 
of aid. But its applicability is general and the place to begin the correc- 
tion would be in the internal economy, even: if we were considering, as 
- Keynes mostly did, a closed economic system. Assuming, as Keynes did, 


' . constant technique, and confining himself to short-period analysis, 


with no analysis at all of economic processes—how we get from one. 
state of static equilibrium to another—Keynes’ theory has always 


TI have taken part of this paragraph, and some scattered comments elsewhere, from 
my paper presented at our Annual Meeting in 1947, “An Appraisal of Keynesian Eco- 
nomics,” Proceedings of the American Economic Association, Am, Econ, Rev., Vol, 
XXXVII, No. 2 (May, 1948), pp. 273-90. 
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seemed to me peculiarly inapt as a starting point for an analysis of 
growth and change, and in this ee inferior to the classical theory it 
was intended to supplant. 

It is not surprising therefore that one major feature of contemporary 
economic thinking is the attempt to dynamize the Keynesian statics. 
We now have, for example, from ardent Keynesians, books with such 
titles as “Towards a Dynamic Economics,” which on inspection turn 
out to be business-cycle theory. Here again, I must make a confession. 
I had thought that while comparatively few theorists, notably Schumpe- 
ter and Marx, had tried to do anything with long-run theories of 
change—long-run change has been left mainly to the historians and the 
statisticians—the business-cycle theorists-had for half a century and 
more been concerned with the dynamics of short-run change. I had not 
thought it unfortunate that, as business-cycle theory developed, its 
relation to classical equilibrium theory had become increasingly tenu- 
ous. This seemed to me one of the major ways in which economic 
thinking had been seeking to come once again in touch with the reali- 
ties of economic life; and one of my main questions about Keynes had. 
been whether he had done economics a service or a disservice in at- 
tempting to push the analysis of economic fluctuations back into an 
abstract framework of equilibrium theory. As I said in my paper four 
years ago, I hoped and believed that we would find ourselves bringing 
back the things he temporarily submerged, the study of the processes 
of short- and long-run change, the emphasis on growth and productivity, 
and on price- -cost-profit relationships. / 

Now this process is in full swing, and classes in the colleges that 
earlier had dealt mainly with Keynes’ General Theory are wrestling 
with the business-cycle theories of Hicks, Harrod, and other leading 
Keynesians. In the process, Keynesian thinking has undergone further 
pronounced changes. It comes with rather a start to find men, who 
probably still regard themselves as Keynesians, or as having drawn — 
their main inspiration from him, writing books about the economic 
characteristics of an expanding economy, and to find, as is true of both 
the Hicks and the Harrod versions of the cycle, an assumption of a 
rising floor of autonomous investment. Surely this is a far cry from 
the ’thirties. It is true that the language remains, and the income equa- 
tion still stands, as it always must as an identity equation, but I am 
not able to reconcile the assumption of a rising level of autonomous 
investment, providing ever higher bottoms: for depressions, and spring- 
boards for bigger booms. To explain the booms, induced investment. 

"See J. R. Hicks, A Contribution to the Theory of the Trade Cycle (London, Oxford 


University Press, 1950); and: R. F. Harrod, Towards a Dynamic Economics (London, 
Macmillan, 1948). 
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and thé acceleration principle are assigned the major rôle.” To make ` 
the transformation complete (but still ‘presumably in the name of 
Keynesian economics), Hicks leaves out money entirely, except for a 
couple of supplementary chapters which he clearly regards as of very 
secondary . importance. What’ now has become of Keynes’ effort “to. 
push back” the theory of money toward becoming a “theory of output 
‘as a whole”? Clearly, the new environment of the postwar period has 
sent us upon a new search for an acceptable “complex of suitabilities”’; 
and Keynes’ theory, as theory, is becoming rapidly submerged. ~ 

-= One of the most interesting aspects is the treatment of investment. 
What, some of the critics are now asking, is autonomous investment? 
Is there any-such thing really? How distinguish between autonomous 
investment and induced investment? Is there not a continuous inter- . : 
play?” It there any such thing as a rising rock-bottom consisting purely 
of autonomous investment? And does it not seem ironic that in dynamiz-- — 
ing. Keynesian theory we find it necessary to transform his whole treat- 
ment_of investment, and turn it round and make it walk in the opposite > 
direction from that which he had assumed? In Keynes’ own theory, 
there was no place for induced investment. Investment was the inde- . 
pendent. factor, tending to decline, and consumption was the induced 
factor, dependent upon income, in accordance with the fundamental 
law of the propensity to consume. 

‘Economic theorizing seems to me pointless unless it is aimed at what 
to do. All the great theorists, I think, have had policy as their central 
interest, even if their policy were merely laissez faire. Keynes’ greatest 
' virtue, I have always felt, was his interest in economic policy; and it’ 

= has been said, despite the paucity of discussion of specific policies in 
the General Theory, that he started with what he regarded as the policy 
requirements of the time and built his theory around them. I find this 
quite understandable, and my main objection, as outlined above, is to.- 
the. pretension to universality which seems to be the inescapable bane 

of theorizing. | 

We do not escape this bane when we turn from ‘ ‘general theory” to 


? Probably, along with the rising botou. of autonomous investment, Hicks would 
regard as the most unique feature of his theory the concept of a full-employment ceiling 
which provides the downward turning point in induced investment. The autonomous in- 
- yestment floor remains throughout as an unexamined assumption, and the full-employment 
ceiling is purely formal logic, which (as in the case of Keynes’ full-employment “equi- 
librium”). would probably rarely conform to reality, except under direct controls and in, 
special circumstances, such as war or defense. It is interesting to note, too, how the 
full-employment “equilibrium” has now become merely a “turning point.” 

” And a continuous interplay between investment and consumption? 
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some mòre limited field. I have long since ceased to be interested in tke 
, theory of international trade; and I have long thought it naive.to speak — 
of tke theory of the business cycle. I strongly sympathize with Trevor 
Swan, the Australian economist, in his recent review of Hicks’ book.” - 
Hicks begins his book in his characteristically disarming way, describ- 


ing it as a “progress report,” with “weak links”; but it soon becomes . ` 


apparent that his hope is that this may be the theory of the trade cycle, 
the next stage (after the theorists have approved) being “the concern 
of the statisticians, econometrists, and ecoriomic historians” to do the . 
detailed verifying. This is a not unfamiliar division of labor suggested 
by the theorists. Swan, in concluding one of ‘the best criticisms of the 
book I have seen, says: “I suspect that the search for the theory of the 
trade cycle... is the economist’s equivalent of the search for the elixir 
of life or the philosopher’s stone.” But “each hopeless effort adds its 
quota of knowledge and understanding.” If the truth of the trade cycle 
is many, policy directed against the trade cycle must reckon not with 
one, but with all its theories. Is it not time .. . to forget the glittering 
‘prize of achieving the theory of the trade cycle, and concentrate upon 
the systematic and pedestrian attempt to discover how the economy 
works and grows in its parts and as a whole?”™® 

We do not escape the limitations of the systematizing process when 
we embark on theories of long-run growth and change, as Schumpeter 
and Marx have done. This, however, does seem to me the kind of 
theorizing we stand most in need of, and I regret that it would go far 
beyond the limits of my paper to discuss it. 
_ I come back then to the question with which I TEN my paper. Are 
we, through our economic policies, making headway toward doing the 


aT, W. Swan, “Progress Report on the Trade Cycle,” Econ. Record, Vol. XXVI (Dec., 
1950), pp. 186-200, 


2I pause over this sentence: Possibly it is true, but i in business~cycle horae so much 
depends upon selection and emphasis that theories can even be misleading. Recognition of 
such defects then induces some other theorist to present a counter-theory, and so the 
game goes on endlessly. I have long preferred J. M. Clark’s “strategic factors” approach, 
based on the data rather than on any system of internal logic. 

_ As the:theories pile up one on another, we find ourselves forced to classify (and also 

to sift and discard), to the point where this process of classification becomes itself a 
` form of business-cycle theorizing; the results are almost certain to have stamped upon 
them the selection and emphasis which seem most acceptable to the classifier and inter- 
' preter. Such work performs an invaluable service for the graduate students, whose success 
in their doctoral’ examinations turns so much upon the compendiousness of their knowl- 
edge of the literature. (I had wanted to say “compendiosity,” but cannot find it in the 
dictionary.) 

There is, at the opposite extreme, the all-inclusive type of ‘business-cycle theory (for 
which Swan, nominates Kaldor’s theory) into which almost any particular theory can be 
fitted; but this sort of theory is apt to be so eras as to be merely truistic. 


mayan ent p. 200. j 
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leading, or are we merely the victims of our changing environment, des- 
perately hanging on and seeking, after the event, to rationalize as best 
we can? I have spent a good part of my life, half inside and half out- 
side the university, but trying in both places to deal with questions 
of economic policy. My difficulties may be due in part to an innate atti- 
tude of mind, which seems always to have included a vein of skepticism, 
and a desire to try to look all round a problem rather than to plunge 
forthwith for the bold solution. But the real point of my paper is that, 
as I think, the difficulties are largely due to the kinds of: reservations 
I have been making about the dependability of theory as a guide to 
policy. < 

In any event, I cannot remember when policy questions did not pre- 
sent themselves to me as dilemmas, which I would have to go outside 
formal theory to try to get my bearings on, and even then would ‘find 
very heavy going. About the practical usefulness of theory, I have often 


felt like the man who stammered and finally learned to say, “Peter - ° 


Piper picked a peck of pickled peppers,” but found it hard to work 
into conversation. I will not discuss whether this attitude of mind makes 
for good or bad policy making. Probably we need a mixture of minds 
and temperaments and biases to function effectively. But I will say that 
I think the most dangerous policy maker is the man who knows the 
answer, because he feels he can take it literally from his theory. 


VI 


J had not meant in this paper to deal primarily with specific ques- 
tions of policy, bút some comments may have illustrative significance. - 
We are again living in a period of revolutionary economic change. In 
the domestic field, I have been mainly interested in monetary and fiscal 
- policy. I am hopeful that the sessions on these subjects in our present 
program will add to our understanding, and I hope too ‘that the forth- 
coming Patman sub-committee hearings, following on those of the 
Douglas sub-committee two years ago, will throw further light on the 
interrelated postwar problems of monetary control and debt manage- 

ment, 

But I must confess that, despite all the discussion and he accumu- 
lated experience here and abroad since the First. World War, this range ~ 
of problems still impresses me as being one of the great dilemmas, po- 
litical as well as economic. There are few economists. today who favor 
unadulterated laissez faire. But about the kind and degree of interven- 
tion there is endless debate. In our kind of economy-——apart from war 
or defense—the main emphasis has been on general monetary and fiscal 
controls. But central banking in its heyday did not prevent the booms ’ 
of the ’twenties or the Great Depression of the early ’thirties. The re- 
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sult was a shift in emphasis toward fiscal controls. I still believe that 
the first phase of this shift, which we called pump-priming, and which 
involved a combination of monetary control and a cyclically unbal- 
anced budget, represented, if we could have held to it, the most promis- 
ing approach. But this seems to me to-have been a case, par excellence, 
of theory’s being carried along by its own internal momentum to the 
point where fiscal policy threatened to submerge monetary policy, 
without having proved its.own effectiveness. Deficits, instead of being 
merely cyclical, became continuous; monetary policy became burdened 
with the dual and conflicting rôles of stabilizing the debt as well as 
stabilizing the economy, and the emphasis on the former rôle increas- 
ingly overshadowed the latter. This was the kind of problem that I 
felt some economists overlooked when they belittled the significance ` 
of an internal debt on the ground that “we owe it to ourselves.” 

We can only speculate as to what the further developments might 
have been-but for the war. My own view was that we had had one of 
the longest and greatest recoveries on record from the Great Depres-~ 
sion, and that, though we had let it get out of hand in 1936-37 on a 
still low level of employment, the new recovery from the steep but 
short depression of 1937-38 might well have carried us to a more normal. 
level of output and employment, and have provided the setting for a 
’ more effective coordination of monetary and fiscal policies. . 

But the war greatly changed the dimensions and even the character 
of the problem. By attempting to freeze the pattern of interest rates and 
by allowing automatic access by banks to central- bank reserves, we 
found that it is not possible to freeze interest rates except in one direc- 
tion, and that longer term rates fall toward the shortest and the debt 
is freely monetized, as bankers and others “play the pattern.” Since 
the war, the great problem has been how to restore some effective de- 
gree of freedom to the monetary authority to perform its rôle as an 
economic stabilizer, with due regard also for maintaining a properly 
functioning government securities market. This is the problem of mone- 
tary policy and debt management. I shall not attempt to discuss it 
here—it is being dealt with in two of our sessions**—except to say that 
after slow progress earlier we may now be witnessing something like a 
monetary renaissance, with the Treasury-Federal Reserve accord of 
March 1951 unpegging the long-term rate, and with a demonstration of 

‘4 See J. H. Williams, “The Implications of Fiscal Policy for Monetary Policy and the 
Banking System,” Proceedings of the American Economic Association, Am. Econ, Rev., 
Vol. XXXI, No. 1, Pt. 2 (March, 1942), pp. 234-49. 

“See Woodlief Thomas, “Recent Experience with Monetary- Fiscal Measures,” and 
-R, V. Rosa, “Integrating Debt Management and Open Market Operations,” which will be 


published in the Proceedings of the American Economic Association, Vol. XLII May, 
1952. 
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the secs tatak ability to stand pretty. much en its own feet in, 


December 1951—with a minimum of support through open-market . 
_ operations—and to stage a revival of rediscouriting up to nearly.a bil- 
‘lion dollars,. for the first time in eighteen years, and with no visible. 
signs' of panic. These seem long steps. toward a revival of a flexible in- ` 
-terest-rate policy, iwithout which no general coe. control :seems . 
- to: me possible. 


_. One source of doau still “i in our ‘thinking is the distinction be- ` 
tweén the flexibility of-interest rates and the level of rates. Many a 


red herring has been drawn across this trail. When the emphasis was 
greatest on fiscal policy and deficit financing in the late ’thirties, some | 


- economists emphasized. most the level of rates, and this emphasis has ` 


persisted. One can! trace it all the way from Keynes’ “euthanasia of - 


the rentier” to.some of the recent statements by the Council.of Eco- | 
_ nomic Advisers. Keynes changed. his:mind, and almost the last time’ I 


_saw him was complaining that the easy money policy had been greatly 
overdone’ and interest rates were too low both in England and here.. 
When I suggested that this was being done in his name, and that he 
ought.to -write another book, he was much amused, and said he did 


think he ought to.keep one jump ahead. What most interests me is not . 


“ the level of rates—the present level may well be the long-run average .- 


_ —but the flexibility of rates. I cannot sympathize with the view that we 
had better not alter rates because, any upward shift might be perma- 
nent, and that to avoid such a shift we should fight. inflation enenely 
by other means.” ~ i 

Despite; however, some recent steps in the right direction, the arene 
lem of coordinating debt management and ‘monetary control still re-. 
mains a dilemma. We shall be at best for some time in the pioneering ` 
stage, working under conditions for which earlier monetary theory and 
~ policy provide little guidance..To pose the problem as merely one of 


defining spheres. of eee (ihonga t that is not OT is to - 


` t 


on One of "Keynes great virtues was that, despite Hi propensity to ioia, and, to 
project each’ new theory into universal time and space (which suggests the analogy of 
the , detective story writer, who ‘becomes absorbed in the internal ‘consistency’ of his plot, . 
until he. becomes absdrbed in another plot), Keynes was ever sensitive to thé changing 
conditions of his time and-country. Some of his postwar utterances in particular suggest , 
_ that in some fundamental respects he had come almost a full circle in his thinking. See, 
.for example, in addition to his changed views about the interest rate, his article on ` 
“National Self-Sufficiency,” Yale Review, Vol. XXII, Summer 1933, as contrasted, with. 


the posthumous article on “The Balance of me of ae United : States,” Economic 


Journal, Vol. LVI, June 1946. . ~ 
x Including ‘fiscal policy, direct monetary controls, and apie. possibly other direct con-. 


_ trols. There is. not space to deal with direct monetary controls, but I do’ favor their 


permanent’ retention, as probably the most acceptable form of direct controls, and among . 
the most effective provided reasonable discretion is given to the monetary, ‘authority. 
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miss the true nature, of the dimma It can be solved,.if at all, only 
through coordination of policies, covering a range that goes even be- 
yond the Treasury and the Federal Reserve System. We have, I think, 
' made important progress from the ‘thinking of the ’twenties, which 
ran mainly in terms of controlling investment through the effects of 
. Interest rates on borrowers, and which assumed that banks would al- 
ways be “loaned up.” While we should not swing to the other extreme 
-—the borrower will always be important—the conditions of the ’thirties, 
_ characterized by large excess reserves and a mounting public debt, ` 
shifted the emphasis toward the lender; and, as I said earlier, it was 
under these conditions (the pump-priming phase) that we began to 
appreciate the possibilities of the combination of deficits and easy 
money as instruments of recovery. | : 

‘A debt, however, of the present size presents new problems—prob- 
lems of debt structure and of debt holding, as between bank and 
non-bank investors, problems of how to control the: great. institutional 
investors, such as the insurance companies, while at the same time 
making efficient use of them for Treasury financing, problems as be-’ 
tween marketable and non-marketable debt, of finding proper instru- 
ments of debt for small savers, problems of achieving a correct pattern | 
of maturities, so that the debt will not pile up. unduly in the short or . 
long. or intermediate sectors.’ All of these questions in the sphere of 
debt management have a bearing on the effectiveness of monetary . 
control, for the less the debt is capable of self-management, the greater 
becomes the need for central bank support of it, and the more mone- 
tary control as an economic stabilizer becomes submerged by the con- 
flicting need of supporting the government security market. Thus in- 
evitably it is a dual problem rather than a problem of jurisdiction. , 

My mind for a long time'has run chiefly on the thought that with 
a large debt, widely held, small changes in interest rates could be ef- 
fective in creating uncertainty, preventing the monetization of -the 
debt and “playing the pattern”; and that, combined with a proper fiscal 
policy, such a policy of flexible interest rates could be’ developed into _ 
an effective instrument of economic control. But without adequate 
fiscal cooperation, the task, to say the least, would be most discourag- 
ing. As experience since the war has taught us, even when the budget 
is balanced, monetary control has to step aside temporarily when the 


ř 


” As an example of what happens when there is an undue proportion of short-term debt, 
we may observe the experience of England; where short-term rates, even after the war, 
had to be frozen completely. It is significant that in its recent measures attempting to 
regain some control over the money supply, Britain’ has had to unfreeze its short-term’ 
rates, and at the same time to make efforts toward reducing the amount of such debt 
relative to ee debt. ca 
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Treasury is engaged in refunding operations, and the main emphasis 
. has to be placed on providing an adequate security market. It needs to 
be emphasized therefore that, though we may have been making some 
progress recently, we shall be facing quite a different set of circum- 
stances when, as now seems most probable, the Treasury begins again to 
incur substantial deficits. Shall we then be forced back into the frozen 
pattern of rates, and shall we find ourselves again providing automatic 
access by the banks (and others) to central bank reserves? Though we 
did last year unpeg the long-term rate by the Treasury-Federal Reserve 
accord, we did it largely by converting the long-term marketable debt 
into non-marketable debt.’® It remains to be seen what we shall find 
ourselves doing once we get into substantial deficit financing. This is 
what I meant earlier by the need for a wider coordination of policies. 
The size of the budget and of the deficits depends upon Executive and 
Congressional action. | 


VII 


What seems certain is that we need a more. rounded monetary-fiscal 
' policy, in which each part plays its proper rôle. The experience of other: 
countries as well as our own has indicated that fiscal policy by itself is - 
by no means the cure-all that in the first flush of enthusiasm it was 
thought to be. For one thing it seems highly improbable that the Con- 
gress, in any.country, would ever accord as great a degree of discretion 
and flexibility—or could possibly—as in the monetary field. Through 
the use òf an increasingly progressive individual income tax and the 
corporate income tax, we have achieved a substantial degree of built-in 
flexibility on the revenue side of the budget; perhaps what we most | 
need now is a broader and more flexible use of regressive taxes (in the 
form of indirect taxation) if we really want to use taxation contra- 
` cyclically. Since the war, we have, up to now, avoided deficits, and in 
the earlier years have even had surpluses. We have moderately reduced 
_ the federal debt, though this was partly due to the fact that we had » 
préviously overborrowed for war purposes. But these achievements, 
noteworthy though they are in the circumstances, have been due 
mainly to the retention of taxation at virtually its wartime level and, 
since. Korea, to an increase in the tax burden by some fifteen billion 
dollars. The ‘level of expenditures has remained high and intractable, 


3 Or rather, into convertible debt, giving an option of converting the 234 per cent non-. 
marketable bond into a marketable 114 per cent five-year note; a policy which I feel | 
may cause us added difficulties, if this should become the chief new technique for tapping 
long-term funds. In my view, to get true sensitivity through moderate’ changes in interest’ 
rates, we shall need particularly to increase our intermediate and long-term marketable 

debt. relative to the short-term debt. 
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despite vigorous efforts by some Congressmen in both parties to reduce : 


less essential.or. wasteful expenditure; and now, since Korea, it is 
climbing back toward a level not much below that of the war period. 
There is no real indication in this postwar experience that we are mak- 


ing progress toward a truly contra-cyclical use of fiscal policy; though’ 


perhaps, in view of the extraordinary circumstances of the cold war and 
now rearmament, such an achievement was hardly to be expected.’ 


One aspect of fiscal policy that I -felt was underemphasized in the 
discussions of the ’thirties was the dangers that may be inherent in `` 


the growing size of the budget as distinct from its variability. Keynes, 


for example, said in 1940: “It appears to be politically impossible for. 


a capitalistic democracy to organize expenditure on the scale necessary 


to make the grand experiment which would prove my case... except | 


in war conditions.”®° This point of view was widely. prevalent among © 


American economists, who laid our failure to achieve full employment 


_ in the ’thirties to the fact that. the yearly deficits were only three or _ 


four billion dollars instead of ten or fifteen billions. As the war drew 
to a close, there was much misgiving among government economists, as 
` well as academic, that the reduction of expenditures from the wartime 
level would recreate large-scale unemployment. Predictions to this 
effect-were freely made and postwar policies were based upon them, 


reinforcing the inflationary tendencies that have since proved so in- . 


tractable. This whole experience in prediction—one of the most strik- 
ing failures in the history, of economics**—was clearly due to the 


Keynesian bias in favor of large’ public expenditure. It was accom- . 
panied by such a show of “scientific” technique, with much making of - 


mathematical models, projections, and regression lines (and much scoff- 
ing at business men as “armchair economists”) that the plain man, 


though he might distrust the conclusions, could scarcely be blamed for. 


being bewildered and misled. 
As I have indicated, the bias toward high public cpedu tends to 


load the task of contra-cyclical variation onto the revenue side of the `: 
budget. Instead of the diamond-shaped pattern of change which the | 


budget should have, with the two sides moving in opposite directions, 


- we tend to have a rising burden of taxation to counter the persistent , 
upward tendency of expenditures. Such a process, if long’ continued, ` 


. would be likely not only to undermine any true contra-cyclical budg- 


etary policy but to change the character of the ‘economy. The sheer size _ 


* The New Republic, July 29,1940. : = 
* A good parallel was the joint, meeting of the American Economic Association and the 
American Statistical Association in December 1929, when the most optimistic forecaster 
said the “recession” resulting from the stock market crash of.1929: was already over, but 


the public would not realize it until February, 1930; and the most pessimistic said it would a 


end about Labor Day, aR 


y 
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of the budget raises serious questions about the viability of the economy - 


i —its vitality, its productivity, its flexibility and adaptability—to. a. 
. far greater extent than was appreciated in the ’thirties. We tend to ` 


accept maladjustments as a sort of' force majeure which can be over- 


come only by increasing doses of public intervention. The economy — 


_-» becomes harder to stabilize, and: budgetary policy becomes a less oo 
‘tive stabilizing instrument. : 


i: 


~ 


I have long sympathized with, the thesis of Colin Clark, the. Aus- 


-tralian economist, that.a burden of taxation beyond:some percentage 


“ 


_ of the gross national. product (he puts it at 25. per cent) turns upon 


itself and, instead of having the deflationary effects-intended, becomes 
an engine of inflation, partly through pushing up wages and other 
costs and thus pushing up prices to the- point where. the ‘tax burden, 


in real terms, has been brought back within the limits of tolerance, and’ 
~ even. More through undermining incentives to produce and to save. The 


Cripps budget of 1948, which created a substantial surplus, was re- 


garded as a miracle of ‘austerity and self-discipline in the harsh con- - 


. ditions confronting Britain. But, there are now many British. econo- 


. mists who question whether the losses in incentives to workers, business 


men, and investors have not more than offset-the deflationary effects i in- 
. tended. There are now suggestions in Britain that the way to get more | 


“work ‘is to tax-exempt wages for specific kinds of work or beyond some 
- standard schedule of work-time. In countries like Britain and Sweden,. . 


‘and even here, rising corporate taxation is accompanied by rising. de- 


preciation allowances which. also tend to undermine the intended effect. 
: Even we discuss various forms of tax‘ exemption, and make proposals -- 
‘for legislation, in order to get more work; or more output of particular 


kinds, or more saving (and more’ investment of savings in government 


; securities). It seems generally agreed that the British tax burden has. 


reached and probably passed the limits- of tolerance; and it seems 
more than a-coincidence that the disillusionment about the big budget — 


` is being ‘accompanied by a return to general. monetary control i in Britain © 


and many other European countries. © = : 
As I said earlier, we clearly need a better- ‘rounded nionitary-fiscal. 


| policy; and failing this, we should recognize that the next turn of the. 
, road would be toward- direct controls, the alternative, in the present 


context of events, being more careful scrutiny as to the amount of infla- 


-tionary pressure. the. economy can tolerate. One of the. main. fears in ` 
Britain today, for example, is that the rearmament program, if it 
_ overtaxes British capacity, may. result in permanently fastening upon 


Britain the direct ‘controls which since the war they: have been seeking 


S 


.to relax, at least internally. The American answer traditionally has `` .. 
been to seek relief ira increased ouput; In the war, we got a ` 


i 


“” 


` 
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wholly new vision of the expansibility of our economy. But we must 
not forget that the extraordinary expansion of output in the war, though 
it was an important factor in postponing inflation, did not prevent our 
getting it later on. Perhaps equally impressive has been the expansion 
of output since. Korea, even though the defense program seems to be | 
lagging in some important respects. Industrial production in 1951 was . 


10 per cent above 1950, and 25 per cent above 1949; it surpassed 
` every other year except the two peak war years. Total output of goods | 


and’ services, in real terms, was larger than even in the peak war year: 
1944. This is all.the more noteworthy, in that we embarked upon the 
rearmament program from an already very high level of employment 
and production, whereas at the outset of the war there was still: ee 
unutilized capacity. 

Since recovering from the initial Fod of Korea, and the later Chi- 
nese intervention, we have managed to maintain a precarious balance 
between inflationary and deflationary forces. How long this balance 
may continue will depend largely upon two factors, the size and speed 
of the rearmament program, and the public behavior as to saving. 
Saving, from a low point of 2.2 per cent of disposable income after taxes 
in the buying panic after Korea, rose last year to about 10 per cent. 
Against this anti-inflationary factor (and the. further one that we may. 
not soon repeat the great increase in inventories that followed Korea), 


` we have to set the size and speed of the armament program, combined 
‘with a continuing high volume of investment. Though I am of course 
quite incompetent on the military side, it must be emphasized that 


this will be our most serious economic problem, if we are not to dissi- 
pate our defense effort through renewed inflation; and if this is a diff- 


~cult problem for us, it is of course much more so for our Allies. We 


should not rely too much on .mere increase in output. Though less 


= serious than a scarcity inflation, the expansion of output is an inflation- 


ary process, in that incomes are paid out before goods appear in the 


. market; and military expansion means that incomes are paid out to 


produce goods not available for civilian consumption. Unless the pro- ' 
gram is kept within feasible bounds, or unless'we can count on in- 


` creased saving (than which nothing is less predictable), we may find 


ourselves undoing with one hand what we are trying to do. with the 
other, and also creating a grave. prospect of recession when we come to 
the period ‘of levelling off the rearmament program. | 


Vr 


If domestic problems raise questions about the relation of theory to 
policy, this is even more the case in the international sphere. Since, 
however, this paper is already long, and my paper at last year’s meet- 


l 


N 


W 4 THE AMERICAN ECONOMIC REVIEW ` ` 


ing was on this subject,” my comments will be brief. Throughout its 


history, international trade has played a leading rôle in economic 


growth and change. In modern times, it has been a process of growth ' 


from a center in which the countries outside the center have owed their 
development (and often their very existence) to the movement of 


factors, as well as of goods, from the center; and the center countries 


have in turn owed their further development primarily to this move- 
ment. Such a world was inevitably heterogeneous, with countries in 
- markedly different stages of development. Any theory of international 
trade which does not approach the subject matter in this way must 
have very serious limitations ds a guide to policy. Here particularly, 
we Should feel the inadequacies of static equilibrium analysis. 

"One of the greatest’ paradoxes of recent times is that, while since 
1914 the world has been in a state of profound and virtually continuous 
disturbance, formal international trade theory has continued to empha- 
size equilibrating tendencies. ‘This has been true even of non-Keynesian 
theory, but even more true of the Keynesian type of analysis of inter- 
national trade adjustment in terms of income. There has been, I think, 
a tendency to run away from the actual problems by putting them 
‘under an expansible umbrella labelled “short run” or ascribing them 
to wars and periods of transition. The broad fact is that after nearly forty 
years we find ourselves in a very different kind of world, with most 
of the problems still remaining to be solved, and new ones ‘continually 
appearing. : 


Though I cannot sympathize with ie E e of theorists to throw | 


out everything that does not fit long-run theory under a general label 
of “short run,” I do feel that we have been troubled all along by two 


basic problems; one of which is relatively short run and the other secu- . 


lar. But the main point about them is that they are interrelated in the 
sense that the former would probably not exist (or recur so persistently) 
but for the latter. Since the end of the First World War, much has 
been said about maldistribution of reserves. This was Keynes’ com- 
plaint in his Tract on Monetary Reform in 1923, when he said that 
the world’s gold was buried in the vaults of Washington. There has 


been a persistent bias toward gold absorption by this country. Owing ` 


in large part to this bias, it has not been possible either to restore the 
gold standard or to work out any other feasible international system. 
The International- Monetary Fund has up to now been almost wholly 
inoperative, and it remains to be seen how successful will be the much 
more limited experiment of the European Payments Union set up 


` = J. H. Williams, “International Trade Theory and Policy—Some Current Issues,” Pro- E 


ceedings of the American Economic Association, Am. Econ. Rev., Vol. XLI, No. 2 (May, 
1951), pp. 418-30. 
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under the Marshall Plan, unless some provision is made for feeding ` 
dollars into it. The maldistribution of reserves has played a major rôle 
in the deterioration of multilateral trade, which even before the Second. ` 
World War had become pronounced. This is a short-run problem only ~ 
in the sense that it has given rise to frequent short-run crises. Since the 
last war, European reserves, and particularly British réserves, have dis- 
played a biennial pattern, with crises in every odd year. There i is some '- 
truth in the view that if European, and particularly British, reserves - 
were larger, some of these storms could be ridden out. The alternative, | 
as experience has already shown, is further emphasis on exchange con- 
trols and. other discriminatory practices, and on further exchange-rate 
adjustments, and; quite probably, ne deterioration of multilateral 
trade.” 

These problems are symptomatic of deeper-seated E 
arising out of long-run cumulative changes in ‘the relative positions of 
the trading countries. The great commercial revolution for which Adam 
Smith provided the rationale re-made the internal economies of: the 
Western European countries. This. was the great movement from the 
center. It bestowed on those countries enormous advantages. Through 
- export of capital, labor, and entrepreneurship,.as well as goods, they 
‘were able to concentrate capital and labor on a small amount of land, 
resulting in a population density now four times ours, in increasing: 
return industries‘ and to buy the products of i increasing cost industries 
from abroad. But in doing so, they have become committed toʻa par- 
ticular organization of their productive effort. As such countries lose < 
their initial advantages and foreign markets are cut off or seriously '. 
reduced through the growing productivity advantages of other countries ' 
developed in the process, it becomes increasingly difficult to. find alter- 
natives, either domestic or foreign. This is,the basis of the urge for 
; European integration, which has been. present under some form or 
name ever since the Marshall Plan began. ‘Whether we have ‘been’ i 
_ making any headway with this problem in its long- run aspects, as 

: Against mere reconstruction from war, still remains a much unsettled 
question; and one now confused anew:by the rearmament program. . 

- Meanwhile the United States, which in earlier stages of development 
absorbed European labor and capital and provided an expanding 
market for European manufactures in exchange for our food and raw’ 
materials, to our great mutual benefit, has in its later stages of develop- ’ 
ment. presented a growing threat of chronic world imbalance: Occupy- E 


3 This ed played a major. al in the United Nations’ special report on National 
and International Measures for Full Employment (Lake Success, United Nations, 1949). 
It is discussed anew in the most recent United Nations’ special report on Measures for 
International Stability (New York, United Nations, 1951). g l 
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ing a great and diversified land area, the United States has ieee 
a rounded economy, marked by rapid technological progress, on a scale 
.- never previously. witnessed. It produces over 40 per cent of the world’s 


manufactures, but still relies predominantly on home supplies of food | 


i 


and raw materials: Over the last hundred years, our imports have-de- _ 


clined from about 10 ‘per cent to less.than 5. per cent of our national 
income, compared with percentages of 10 to 30 or higher, for Western 
European countries. Since the 1870s, the composition of our foreign 


trade has undergone pronounced changes, with imports of manufactures _ 


showing a large relative decline and exports of manufactures a large 
increase (from about one-seventh of our exports to about one-half). 
In the process, the ‘share of Europe in our trade has undérgone a 
marked secular decline, and the pattern of our trade has shifted toward 


the non-European world: Though the wars have undoubtedly accentu:. 
ated these changes, they were already apparent before 1914. They - 


raise a question whether Western. Europe, if much more vigorous meas- 
- ures.-toward 1 increasing productivity are not taken (and it must be re- 


membered that i increasing productivity i is. a race—this country cannot“: - 


be expected to ae still), is not in danger of being pushed into a back- 
- water. — 


Meanwhile ; a Er change appears to be md way" in the’relation ` 


© of industrial production and trade to foods and raw niaterials. For 


_ perhaps three-quarters of a century, the problem had- been whether -` 


the industrial countries could absorb the food and raw materials which | 


they had been ‘instrumental ‘in developing in other countries, on terms 


_. of trade tolerable to the latter. Now the imbalance appears to be swing- 
) ing the other way. Owing partly to the expansion of industrial output - 
in Europe under the Marshall Plan, and even more to our own absorp- - 
tion of raw materials (in the consumer durable goods industries as well ` 
as in the capital goods, industries), there is a general world problem of 
availability of suppliés. Again,-this problem has been much accentuated ° 


by the rearmament program; but it was becoming apparent even before 
- Korea. World industrial production since 1938 has grown by some 50 
per cent, while the output of food and raw materials has at most in- 


creased by 10 per cent. Some experts have estimated that, apart from | 


the United States, the world’s food production is now lower than before 
' the war; and if we take out a few items, such as petroleum and.alumi- 
num, this may well be true also of the raw materials. 

-° ‘This problem of the changing balance in production points up. the 

need, on the economic side, of an effective program for the: under- 

i developed. countries. It comes, However, at a time when sharply diver- 

gent views are developed as to the purposes of international investment 

(or grants). The Jess Go ‘countries, with their recently: won 
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sovereignty and their growing social welfare consciousness, often do not 
welcome the nineteenth-century kind of foreign investment, which they 
regard as “exploitation,” a process of extraction at low tost of what the 
industrial countries wanted, while doing little or nothing toward creat-- 
ing a better rounded economy and a better scale of living. Thus, the 
urge for a mixed economy collides with the world need for primary pro- 
duction. Moreover, the numberof countries is limited from which good 
results could be expected from any large-scale program of investment. 
Probably what we need in many countries is pilot experiments, such as 
the International Bank might undertake (and has already) ;-and in 
any event any general investment program would have to be planned or 
controlled by governments, not .only because private capital is still 
timid (after the.mistakes of the ’twenties) but because we would not.. 
otherwise know how the parts might fit together. 

These are surely not short-run. problems. Nor,are they robie i 
‘which good policy answers can be derived from formal theory. 


IX 


As I look back over my paper, I have some misgivings. The discus- ` 
sion of current problems has taken more space than I intended, and it 
may well be a mistake to try to cover such large areas of policy in what 
can at best be only thumb-nail sketches. It may well be too that some 
- readers who might not be unsympathetic to the general thesis of this 
paper, and might want to join me in some of my confessions, may fall 
out with me when it ‘comes to the specific policies. For I have often 
felt that; whether we agree or disagree in our formal theorizing, it is 
_ when we come to policy making that we really find out how we stand. 
But in any case, I did feel the need-of attempting some kind of illustra- 
tion of what I was driving at in the earlier portions of the paper. ` 

Now that I have somewhat eased my mind of some things that have 
long been on it about economic theory and method and the purposes of 
` ‘economic inquiry, I should like somewhat to smooth the troubled waters 

—though I do hope I have troubled them. If any theorist takes my 
~ remarks too much to heart, I can only say that I never get much beyond 
being in a quandary. As Keynes said, without theory we are “lost ‘in 
the woods.” We must of course have hypotheses for testing: But it is a 
close question whether it is any worse to be lost in the woods than in 
- one’s theory, pursuing its internal consistency to the point where con- 
tact with reality is lost. This, I think, is the biggest of all our dilemmas, 
and there may be no escape from it. I do not pretend to have provided 
an answer; but it should do us no harm to be aware of- the limitations |. 
under which we work. ' 


A GENERAL THEORY OF BARGAINING 
| By J. Pen* | 


I.. The Present State of the Theory 


Until recently; economic science did not include a theory of bargain- 
ing. This unsatisfactory state of affairs is brought home to us by the 
fact that, beginning with Edgeworth, the price, under conditions of 
bilateral monopoly, is designated as “indeterminate” by authoritative 
economists (Böhm-Bawerk, Bowley, A. M. Henderson,. Marshall, 
Nichol, Pigou, Stackelberg, Stigler, Tintner). This indeterminateness 
is not a characteristic of the price in itself (as is conceded by’some of the 
aforesaid economists), but is a consequence of the inadequate theories of, 
' bilateral monopoly that miss their mark, t.e., the determination of the: 
final price resulting from the bargaining. If we accept the theory that - 


=` this price is indeterminate, we submit to agnosticism. But the agnostic 


attitude is sometimes defended, by pointing out that the problem is not 
economic, but one that belongs in the realm of. psychology. However, 
this argument cannot be accepted; because one of the tasks of economics ° 
is to elucidate the relation between the price and the psychological 
‘factors (the latter being known as data). Neither is it allowable to neglect 
the problem with the argument that the element of power plays a de- 
cisive rôle at the bargaining table; as will be shown below: power (as far 
as it is of an economic nature), can be analyzed by economic theory. 
The present state of the theory is all the more ‘unsatisfactory because 
wage determination under trade unions, being a case of bilateral monop- 
~ oly, is also left in the dark. Thus, this agnosticism>would mean bank- 
ruptcy of the theory of wages. 

-In the meantime some rather isolated attempts have been made to 
tackle the problem. Dismissing such solutions as that by Cournot,! who . 
supposes that one of the bargainers dictates the price and the other re- 
acts by quantity manipulations, we must start out from an active atti- 
_ tude of both bargainers with respect to the price. A fortiori Schumpeter’s 
peculiar theory, indicating the intersection of supply. and demand as 
the final point of equilibrium, is not taken into consideration. This the- 

* The author is an economist with the Dutch Ministry of Economic Affairs, The Hague, 
Holland, 


1A, Cournot, Recherches sur les Princi Mathématiques de ta Théorie des Richesses (1838), 
ed. TH p. 72. l 
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` ory implies a passive attitude with respect to price on both sides of the 
market, which is an altogether improbable supposition.* 

Of minor importance are those theories that atternpt to make the 

situation determinate by introducing special premises with respect to 
the behavior of the bargainers.’ Fellner’s‘ starting point (maximum col- 
lective gain) is interesting but too. narrow to contribute to a general 
theory of bargaining. Even the Neumann-Morgenstern approach starts 
out from a set of too-specific premises, e.g., rational conduct, neutral 
risk valuation, perfect insights®; the last supposition is very dangerous 
in this, connection, as will be shown below. In the following sections we | 
will try to construct a theory which is not based upon simplifying or in- 
hibiting premises with respect to the conduct and the knowledge of the -` 
parties; in other words, a general theory. 
At the beginning of the nineteen ’thirties, two attempts were made to 
determine the bargaining equilibrium between employers and trade 
union, vz. » by Zeuthen® and by Hicks." The reasoning by Zeuthen will 
be outlined i in Section IV. Hicks’ theory runs as follows:® the central | 
factor in the bargaining is the mutual threatening with a strike (or a 
lock-out). Both parties will have in mind some extreme wage rate, which 
they will accept rather than strike. This wage rate is a function of the 
expected length of the strike; the longer ‘the strike the bargainer ex- 
pects, the more unfavorable (to himself) will be his extreme wage rate. 
For the employer the said function—the concession function—is mo- 
notonously rising; for the worker the function—called resistance 
{unction—is monotonously falling. According to Hicks, the intersection 
of both curves indicates the bargaining equilibrium, provided that ra- 
tional conduct and a certain amount of knowledge on the part of the 
bargainers are assumed. 

However, the present author fails to see why the intersection deter- 
mines nying. Hicks’ reasoning is all about the limits of the contract 
zone, and explains nothing of what happens between these limits. At the 
intersection of the curves the contract zone is a single point, so there is 

? J. Schumpeter, “Zur Eimfühning der koigencen Arbeit Knut Wicksells,” Archiv fur 
Sostalwissenschaften (1927), p. 238. 


+ For instance, Bilimovič (“Der Preis bei Sates Monopol,” Weltwirtschaftliches 
Archéo [1943], p. 352) follows Jannacone in considering the case that both bargainers choose as 
their goal “equal negative deviations from the maximal collective gain.” This Ey seems 
practicable. 

4 Competition among the Few (New York, 1949). i 

* Compare J. F. Nash, “The Bargaining Problem,” Econometrica (1950), p. 155. This author 
also presupposes equal bargaining skill, whereby interésting aspects of the pronos are left 
out of the picture. 

6 F. Zeuthen, Problems of Monopoly and Economic Warfare (1930), “Du Monopole Bi- 
latéral,” Revue d'Economique Politique (1933), and I} Monopolio del Lavore (1936). Zeuthen’s 
ideas have been further developed by H. Denis, Le Monopole Bilatéral (1943). ` 

17. R. Hicks, The Theory of Wages (1932). 

t Ibid, p. 141 ff. + 
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no a at all; but this situation will be realized only by the merest 
chance. There are no forces compelling the bargainers to the Hicksian. 
point. In all situations where the limits of the contract zone do not coin- 
cide, this theory does not help us much further. 
A more fruitful attempt is made by Shackle,® who has investigated 
the choices of the bargaining subject on the basis of some new ideas on - 
the notion of probability. The different bargaining strategies offer dif- 
ferent prospects of gains and losses. These prospects are in relation to ~ 
certain probabilities as seen by the bargainer; these probabilities are 
called “potential surprise.” The possible outcomes of a bargaining: plan, 
and the related values of the potential surprise are compared by means 
of indifference maps; soa rational choice can be made between the strate- 
gies. 
In my opinion, ie theory of Shackle is to be seen as a yalvable theory 
of the bargaining plans. It offers, however, no answer to the important 
question as to which final price will result from the clash of the conflict- 
ing plans. Therefore it cannot be maintained that Shackle determines 
the outcome of the bargaining, and in this ea a his theory remains 
unsatisfactory. 
On the problems of bargaining and of economic power (bargaining 
power), some remarks are made by Dunlop,. Slichter and Shister. 
These-comments will be referred to below. They.do not aim at'a com- 
plete theory of bargaining, and, moreover, they do not elucidate the 
bargaining equilibrium. 
_ The bargaining situation is, of course, dealt with’ ‘by a great number 

of “labor economists.” Their approach i is in most cases of a preponder- 
_ antly institutionalist character, and the central problem is hardly ever 
reached, let alone solved. Buen Row who directs his attention to the _ 
“pressures” to which the trade union leader is exposed, neglects the 
problem of the bargain equilibrium, and the reader.of this in other re- 
spects very illuminating book, cannot escape the impression- that this 
equilibrium remains indeterminate. 

- As a final example of the deceptive character of the theory, Haley’ S 
__ contribution to the American Economic Association Survey of Con- 
` iemporary Economics may be cited. Haley answers the question as to 
what a bargainer will do if he has the power to dictate the conditions of 


_ the bargain to his adversary. In all cases outside this very exceptional: 


one, contemporary theory leaves us in darknéss. 


9 G. L. S. Shackle, Expectation in Economies (1949); p. 101 f. 


10 For example, H. A. Millis and R. E. Montgomery, Organised Labor (1945); E. E. Cumi 
‘mings and F. D. Devijver, The Labor Problem in the U niied States da H. A. Millis et al., 
How Collective Bargaining Works (1945). a 


n A, M, Ross, Trade Union Wage Policy (1948). 


B “Value and Distribution,” A Survey of Contentporary Economics (Philadelphia, 1948), 
+ pe 34 
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- H. The Problem and I is Data 


In the foregoing section thie problem has been’ indicated: What are 
the factors that determine the resùlt” of the bargaining? The answer to 
this question should not be a bare summing up of these factors, but the 
interplay between the factors and the way they influence the final result 
should also be made clear. The factors should be systematized in a 
scheme of reference that can serve as a tool in analyzing concrete bar- ` 
gaining processes. l 

Because all social phenomena are toa certain degree interdependent, 
all phenomena are, intrinsically, determining factors in the outcome of 
the bargaining process. Somewhere in the causal chain, we have to place 
a limit to our investigation. The first factor at the other side of this limit 
is called a datum. 

The choice of this limit is arbitrary. We will draw the circle very 
closely, and start out from given preferences of the bargaining parties 
with respect to different possible outcomes of the bargaining process. 
Each bargainer will derive a certain satisfaction, which we call ophelim- 


ity, from the attainment of a certain price. The seller’s ophelimity. i is- 


denoted by S, the buyer’s ophelimity by B. If we call the price p, we can 
designate the ophelimities as S(p) and B(p). These ophelimity janes i 


_ are the primary data for our problem. 


_ Although these functions are considered as data, this does not say 
that we will abstain from looking to see what is behind them. We will 
not attempt to construct a theory about the factors determining the 
ophelimities, but some remarks about these factors are necessary to 


avoid misunderstanding. 


The determining factors of the apraka functions may be very com- 


_ plicated. The simplest case is that of two coldly calculating business- 
' men, say a monopolistic seller and a monopolistic buyer of a half-finished 


product. The ophelimities are in this case identical with (or parallel to) ` 
the profits. Instead of an ophelimity function we can speak of a profit ` 
function. These functions are not, as one might at first expect, monoto- 
nously rising (for the seller), or falling (for the buyer); at a higher price 
the buyer will decrease the quantity he is buying and this will depress 
the seller’s profit.“ So the seller’s profit function will be represented by . 
a curve that shows, somewhere, a maximum. The price at this maximum _ 
we call the seller’s optimum price;.it is denoted by p.. In the same way 
the buyer’s profit function shows a maximum at the pitice ps. Now there 
is a bargaining problem if _ 


: P > Ps. ` 
' B We will speak mainly of price or r wage bargains, 80 “the result” means “the final price.” 
See, however, Section VII. 
“u We do not consider the case of simultanėous price- and ee bargaining. — 
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` Apart from the sober profit figures there may, even in the case of bar- 
gaining businessmen, be psychological factors behind the functions. 
The attaining of a certain result may have a certain value in itself; just 
` as the hunter who shoots a rabbit will derive a certain satisfaction from 
‘it, quite apart from the expected pleasure of his dinner. This we call the 
“Judio” element behind the ophelimity. Sometimes it becomes appar- ` 
ent in a negative sense, especially when the bargainer is forced away , 
~from a price he has heavily insisted upon, and he fears to “lose face.” 
~ In this case the ophelimity function may show a.sharp peak at the price 
that was claimed before. 

New complications arise when the bargaining businessman does not 
only represent his own firm but has to defend the interests of a com- 
bination of firms. If the profits of members of the group are affected by 

i the outcome of the bargain in different degrees, the representative has 

to weigh the different interests. This weighing process may be very im-. 

‘portant in determining the shape of the ophelimity function. Further- 

more, the bargainer may have been given certain instructions that 

make it ‘very desirable for him to come home with a certain result. It is, 
of course, not our intention to treat here all the difficult problems con- 
nected with such situations. 

A few comments ought to be made on the ophelimity- function of the ` 
trade union or, rather, of the trade union’s representative at the bar- 
gaining table. Just as with the businessman the relation between price 

, and profit may be an important, but not the only, determining factor 
of the ophelimity, the relation between the wage rate and the wage bill 
may influence the trade union leaders’ shape of the ophelimity function, 

without playing the only rôle. The elasticity of the demand for labor . 
only-one of the determining factors of the ophelimity. function. (It is 
to be remembered that the relevant factor in this connection is not the 
elasticity in fact, but the idea about the elasticity in' the mind of the 
bargainer; this quantity lies somewhere between high negative values 
and considerable positive values, and may be governed by rather strange 
economic theories as well as by advanced econometric methods.) Dif- 
fering with earlier views, Ross has pointed out that factors other than 
the said elasticity are much more important in shaping the ideas of the 
trade union’s leader. If, for instance, the members of the union have for 
some reason or other a strong preference for a certain wage rate, and the 
leader believes he will lose the confidence of the members if he ‘does not 
succeed in realizing the claimed wage rate, it is very improbable that the 
elasticity will influence his preference at all. In this case the ophelimity 
function will show a very high peak at the critical wage rate. Similarly, 
other preferences of the trade union’s leader'that were, from the view- ` 
point of the earlier theory, strange deviations can, in Ross? s view, easily 
be accounted for. It is not necessary that they be dealt with here. 


1 From Latin ludere: to play a game. 
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The preceding remarks show that the ophelimity functions embrace 
all factors that determine the bargainer’s preference for a certain out- 
come of the bargaining. No separation is made between “rational” and 

“Irrational” factors.’ 

Thus stated, and starting from given PT preferences, the bar- 
gaining problem is seen as a power problem, because the’ ophelimity 
functions express the will of the subject. Power is defined as the capacity ` 
of one subject to carry through its will against the will of another sub- 
_ ject. (According to these definitions the power of the trade union is not 

reduced by a high elasticity of the demand for labor. This factor may 
reduce the will to raise the wage rate; it is a. volitional factor.) Now 
our problem can be formulated anew: what determines bargaining 
power??? © | 


III. The Fundamental Elements of Economic Power 


The concept of power as defined above is too wide for economic 
analysis; not all power is economic power. The general concept of power 
can be narrowed by considering the consequences, or by considering the 
roots, of the exercise of power. The former does not seem very prac- 
ticable; the acceptance of this criterion would lead to the use of the 
term economic power in the case of employment of brute force for the 
purpose of extorting money, for instance. Such a concept of power would 
include numberless heterogenous elements, and might rightly be de- 
scribed as amorphous. Thus for analytical purposes the latter criterion 
is preferable. Economic power has economic causes, but may have non- 
economic, ¢.g., political, aims. The acceptance of this fact will do much - 
to clear away the confusion in regard to the determinateness of the.price 
under bilateral monopoly. The problem is sometimes seen as non-eco- 
nomic in character, but this is true only if the power is of a non- 
economic nature. If the state fixes a wage rate, the power behind the 
decision is of a political nature and cannot be analyzed by economic 
science. If the wage rate arises out of bargaining between businessmen 
and trade unions, the power may be ol a purely economic character, 
and economic theory has a hold on it. ` 


1 ‘This differs with the viewpoint of Zeuthen and Hicks, who presume that a conflict between. 


the limits of the contract zone is possible (see below). This implies that the subject can choose 
in divergence from his own “preference,” which is only possible if some kind of separation is 
made in the preference factors, for instance between “real” and “false” preferences, between 
“rational” and “irrational” preferences or between “fundamental” preferences and “whims.” 


W The notion of bargaining power is denied by Charles Lindblom, “Bargaining Power in 
Price and Wage Determination,’ > Quart. Jour. Econ. (1948), p. 408, because, among other 
reasons, it is impossible to conceive of it apart from “the strength and the desire to use it.” 
As will be shown below, the desire to use power is indeed a very relevant factor, but we deny 
that the conception of power thereby becomes superfluous. Our problem, however, i is to find 
a means of escape from the difficulties indicated by 


18 Cf. G. Tintner, “A Note of the Problem of 
p. 270. 
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Now we come to: the question: when are the foundations of power’ 
- economic. in’ character? The answer is simple. Economics is the science — 
of scarcity; scarcity gives rise to the ‘dependence of the subject on cer- 
_ tain quantities of goods. If these goods are in the hands of a seller who 
` cannot, be perfectly substituted by another seller, the buyer becomes 
dependent on the seller. The seller can exercise economic power. by 
threatening to withhold the goods, that is to say, he is able to make the 
| subject do things he would not have done: otherwise. So economic power . 


` Gs controlled by two conditions: first, the dependence of the buyer who 


is to be subordinated to the seller; and second; a possibility for the . 

supplier : to withhold his offer or,.more precisely, -the buyer’ s belief, ` 

' right or wrong, that this possibility exists. p 
The first condition implies imperfect oiy of ‘substitution of 

: sellers. Here lies the link between the theory of power and the theory’ 
- of the market. It is possible (bùt it will not be attempted here). to 

integrate the following theory of bargaining with theories like Triffin’s 

that focus attention on the elasticities of substitution. 

. The second condition—the possibility to withhold—is satisfied only 

if the sacrifice connected with the withholding of the supplies is not 

prohibitive for the supplier. The sacrifice consists in being deprived of 

the sum that the buyer is to pay. We see here that the powerful party 


‘must be, to a certain extent, independent of the party that is to be sub- 


ordinate, This is the symmetrical, bilateral element in the situation. 
The fundamental element of economic ; power is the mutual cepentenee 
of the bargainers. l 

This concept of mutual dependence must now be specified as to quan- 


- .” tity. This can be done by using the ophelimities. The. buyer’s loss in 


case of the withholding of the goods by the seller, equals B(p), at least 
when the situation wherein no-contract is made with the seller under 
consideration, yields for him an ophelimity =0.. Usually this situation, 
- which we will indicate by the term conflict,!® yields a positive or a nega- 


‘ -` tive ophelimity. We call it the conflict ophelimity; it is denoted by B. 


_ for the buyer and S, for the seller. This ophelimity is not influenced by ` 
the price that is bargained for, and is not put down as its function. 
The conflict ophelimity is, of course, a very strategic factor in our 
problem. The elements behind it are similar to those behind the ophelim- 
ity function. First, there is the amount of profit that may; in case of 
conflict, ‘still be made; this quantity may be negative. Secondly, there 
are the ludic elements: the satisfaction which a bargainer who bears 
a grudge against his adversary, will derive from -the .conflict.. Thirdly, 
on the labor market, the ophelimity may be influenced by political fac- 
. tors (like public opinion) and by the attitude amongst the rank and 


` B The conflict may be temporary o or not; it may or may not be accompanied eh some sub- 
. stitution of partners. i à 
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fle of the trade union. All these factors have their cocaine in ‘he 
factors behind the ophelimity. function (the ophelimity of the con- 
tract). There is one factor, however, that has no such counterpart. It is 
the bargainer’s estimate of the outcome of the conflict, especially when 
the conflict is of a temporary nature. A conflict that is considered before- 
hand as lost, will impart negative ophelimity. If the bargainer has con- 
fidence in the outcome of the conflict, it will yield him a high ophelimity 
at its, very beginning. Generally, the ophelimity will be influenced de- 
cisively by the bargainer’s expectation: of. the future. In the case of a 
temporary conflict the latter implies the bargaining constellation vis a 
vis the same adversary; in the case ofa final conflict the possibility and 
profitability of finding a new partner is taken into account. 
_ As itis not our intention to outline a theory of the conflict ophelimity, 
this quantity will be treated as given. We can now indicate the depend- 
ence of the buyer upon the seller as B(p)—B.. ‘This-may be called net 
contract ophelimity. It is of course a function of the price $. 

The bargainer can be subordinated only if he is dependent, that is if 
| ‘his net contract ophelimity is positive. The price at which 


Bb) — B. =0 


is i extreme price that can_be imposed on the EN We call it the 
(upper) limit of the contract zone. In the same way, the seller’s zero net 
contract ophelimity gives us the lower limit of the contract zone.?? Be- 
tween these limits lies a range of prices, at which the bargainers are. - 
: “attached” to each other. (This does not mean, as is sometimes sup- 
_ posed, that within the contract zone, the quantity sold is not influenced 
by the price.) As long as the price lies within the contract zone, the 
situation is called bilateral monopoly; conversely, we define bilateral 
monopoly as any relation between a seller and a buyer that is character- 
ized by a contract zone. The “conflict” may imply partner substitution; 
in that case bilateral monopoly is delimited by competition, which , 
makes itself felt at the limits of the contract zone. Following this line of 
thought, the bargaining situation, bilateral monopoly, and economic 
. power are not absolute concepts that have nothing in common with 
competition; on the contrary, they are supplementary to the notion 
-of competition. Ta represent the element of “play” in a régime of 
competition. l 
The relation of the bargainers’ net contract ophelimities i is.the funda- 
mental fáctor in the notion of power. Both quantities are a-function of 
the price. This is. an indication that the functions determine among 


| ™ These limits differ from those indicated by Edgeworth (Cf. Mathematical Psychics, 1881.) 

` The latter are relevant only if the powerful subject can impose an “all-or-none” clause on his- 
"adversary. Cf. W: Fellner, “Prices and Wages under Bilateral Monopoly, ” Quart. Jour. Econ. 
(1947) , P- 524. ; 
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themselves the outcome of the bargaining. The higher the price which 
at a given moment is bargained for; the greater is the seller’s net con- 
tract ophelimity, and the smaller is his power. The reverse holds for the 
buyer. Because economic power determines the outcome and ‘is itself 
. a function of the price, there exists a scissor-like movement essential to 
our problem. 

However, this statement in itself ose not solve the problem: -The 


net contract ophelimities are fundamental, but they are not the only ` 


factors behind the notion of economic power. Other factors, vis., those 


- that determine the effectiveness of the threatening, are also relevant. . 


These factors must now be found and examined. 


, IV. Zeuthen’s Theory of Economic Warfare 
' Our investigation will be based on the work of F. Zeuthen, which 


may be considered a milestone in the history of the bargaining problem. . 


Zeuthen was the first who went in search of the “values and quantities” 

that determine the bargainer’s conduct. We shall not try to give a com- 

plete picture of his theory; only the more important aspects-will be 

dealt with. Following Zeuthen, we shall discuss the labor market. 
Zeuthen reasons as follows! 


_ At each step in the bargaining process the bargainer must compare 
the possible advantages and disadvantages. The advantages consist 
in the attainment of a more favorable price. The disadvantages con- 
sist in the possibilities of a conflict. The decisive factors in a bargainer’s 
choice are not only the magnitude of these advantages and disad- 
tages, but also the. bargainer’s estimation of their possibility. The lat- 
ter expectation, designated as the risk® of a conflict, is the central fac- 
tor in Zeuthen’s theory. 


Let us suppose, as Zeuthen does, that the trade union measures its 


‘ophelimity by only one criterion, the wage bill; and that the elasticity 


of the demand for labor is zero. 2 If we call the wage rate that is at 
stake at a given moment p, the wage rate the union hopes to reach pp, 
and the amount of employment tg æ (so that æ is the ascent of the linear 
ophelimity function), “ the possible advantage of a certain step-for the 
trade union is expressed by 


Path GO Pee 


n Derived from the last dapis “Economic Warfare” of Problems of M onipo and Eco- 
nomic Warfare (1930). i 
=" Jn this paper the word risk is used in a non-Knightian sense; risk i is not distinguished from 
.- uncertainty. As a matter of fact, the risk of a conflict is uncertain in the Knightian Sense; it 
cannot be computed in a statistical or actuarial way. 

2 These premises are, in the present author’s opinion, not necessary. They will be omitted 
in the next’ section. r 

H The concept of the ophelimity function is not found in Zeuthen, 


` 


~ 
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If we call the union’s conflict ophelimity S, the possible loss connected 


with this step is 
| ptga— Se 


“Now call the risk of a conflict connected with the sun under con- 


sideration r. Then the actuarial value® of the gain is 


(1 — r)(p, tg a — p tg a) 


and the actuarial value of the possible loss 


l r(p tg a — Sa. : 
- The value of the behavior of the bargainer is® 
(1 — 7)(pa tga — $ tga) > r(p tg a — S.) 
out of which the maximum value of ry can be solved 
Patga— ptiga 
ee fn tga Se 


If r is smaller than this quantity, the trade union will press for a higher . 
wage rate. As soon as r equals fmax, the bargainer is ready to enter into 
a contract. But this last line of thought is not followed by Zeuthen; we 
will pick it up again in the next section. Instead Zeuthen concentrates 
his attention on the function 


Tmax = Ymax(p) 


which has, for the union, a decreasing shape. In a similar manner, fmax ` 


can be determined for the businessman; here we find an increasing func- 


tion. Now Zeuthen’s theory culminates in the conclusion that, provided 


the fulfillment of certain conditions with respect to the rationality of 


the behavior and the perfectness of the bargainer’s knowledge of each 
other’s position, the bargaining equilibrium will be indicated by the 
intersection of both risk functions. To sum up: the outcome of the bar- 
gaining is, according to Zeuthen, determined by the equality’ of the 
mutual risk of a conflict that the parties- dare to accept, and the maxi- 
mum. risk of a conflict that the bargainer will accept equals the quotient 
of his possible gain and his possible loss. 
It is evident that this conclusion is very elegant. However, it cannot 


_ be accepted. There is a fatal missing link in Zeuthen’s reasoning. The 


conclusion that the bargainers will stop bargaining and enter into a con- 
tract at precisely the point where their maximum risks are equal, is . 


** ‘The term “actuarial value” means simply the product of risk and value. It does not imply 
that the risk can be ascertained by actuarial calculation. 


`% This, of course, presupposes neutral. (actuarial) risk valuation. See ae Section V. 
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perfectly unwarranted. -Even the supposition that the parties behave . 
rationally and know quite a lot about each other brings no.logic into 
the theory. Why should a bargainer submit at the moment his eevee: 
sary accepts the same maximum risk as he does? 

We must conclude that the intersection of the Zeuthenian curves is 
as meaningless as the intersection of the Hicksian curves.?’ But in other 
respects Zeuthen’s theory has much more merit than that of Hicks. By 


‘emphasizing the rôle of the risk factor, Zeuthen elucidates the very 
. essence of the bargaining process. The effectiveness of the threat de- 


‘pends upon the adversary’s estimate of the risk of such a withholding. 


f 


In the following sections we shall attempt to outline a theory of bar- 
gaining, using some of Zeuthen’s ideas. _ 


V. The Equilibrium of One Bargainer 
In this section we shall try to throw light upon the factors that deter- 


‘mine the equilibrium position of one bargainer, let us say the seller; 


that is, we will investigate at what price he will abstain from further 
bargaining and be willing to contract. The interplay between the bar- 


- gainer and the bargainer equilibrium will be treated in the. next section. 


The first divergence from Zeuthen’s system concerns the motivation 
of the bargainer. In our ophelimities all aims and preferences are pre- 
supposed. As a first consequence of this difference we need no distinction 
‘between rational and irrational behavior. Secondly, our ophelimity func- 
tion is not, as Zeuthen’s, linear, but shows a maximum. Therefore, the 
price that the bargainer strives for, is not a rather arbitrary fn, but j is . 
well defined as p,. The basic relation now takes the form 


(1 — 1) (S) = S(#)] > r[S(2) = Sal: 
. The most important difference from Zeuthen’s formula, is that this 
relation describes the choice of the bargainer as independent of the 
“rationality” of the choice.. There remains only one Zeuthenian premise, 


viz., the “actuarial mentality,” or neutral risk valuation, which will -be 
removed below. But apart from this, the bargainer simply cannot escpe 


_ the “law” as expressed by our relation. 2s 


' Just as Zeuthen does, we derive? 
ye 


_ 3° Cf. supra, Section I. 


38 Not any more than a subject can escape the “law” that he prefers an orange to an apple, 
if we observe that he chooses the former. Zeuthen’s theory does not run in terms of revealed 
preference; he wants to know which results of the bargaining are more “probable” than others. ` 


. His theory has a somewhat normative quality, for Zeuthen wants to tell the bargainer what to 


do. Our theory accepts the bargainer’s conduct and tries to determine his decision post facto. 


30 The procedure followed is admitted only if the ophelimity is seen as a cardinal notion. . 


The bargaining problem cannot be solved if we start from the Hicksian notion of preference ` 
alone. As is pointed out by Armstrong, ‘Uncertainty and Utility Function,” Econ. Jour. 


. (1948), the same holds for all problems in which uncertainty plays a rôle. The old controversy 


_ 
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+ Sh) — SP). 
| Sp) Se > 
The seller i is caved in when. 
50) = 50) ace, es 
————-________—._ — ¢, = (), 
S(p) — | 


We will now try to get rid of the — of the neutral nsk valuation. 


We define actuarial mentality as the propensity of the subject to value 
the expectation of an uncertain event, which is worth A and has a 


= probability x, with x4. A subject with a non-actuarial mentality will 


value the expectation with another value, say Z. Now call Z/4 = y; then 
the function. y= (x) expresses the risk valuation, this being the satis- 
faction (or dissatisfaction) the subject derives from the risk-taking as a 
fact in itself. We call ® the risk valuation function; itis clearly a datum 


for economic science. 


~ 


Now we can drop our last premise. The equilibrium of the seller i is 
written 


É ($) = S “a Set 
maaana | a F, = O, 
Spi) — ms 

Both terms at the left of the equation are fractions between 0 and 1. 
The first is the maximum risk of a conflict the subject will accept: this 
we call propensity to fight. The second is the factual risk of a conflict 


the subject a We must now investigate how this last quantity is 
determined. 


f 


For that purpose we remind the sal that the limit of the contract 


_ zone with which the seller is confronted is indicated by . 


B(p) ~ B. = 0. : - i . 
If the seller knew this limit, he would assign tor, the value 0 for the 


. whole range of the contract zone; at the limit, r, would suddenly rise — 
to 1, As a matter of fact, however; the Bareaines will not know precisely 


his adversary’s position, and he must rely on guesswork. The state of 


- his knowledge is expressed by the function 


r = F,[B(p) — Be]. 
This correspection function® F, expresses the relation between the 


about. the good sense of.a quantitative notion of utility cannot be discussed here. It is re- 
markable that recently the cardinal notion of utility is recommended by using the factor of 
uncertainty; cf. Morgenstern and Neumann, Theory of Games and Economic Behavior Chap. I 
and W. Vickrey, “Measuring Marginal vey by Reaction to Risk,” Econometrica oe 
391.0 

8° The word “correspection” is from Schumpeter, op. cil. - 


f 
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we 


factual net contract ophelimity of the buyer and the risk of a TET : 
as estimatéd by the seller. If the bargainer has a perfect insight of, his 
adversary’s position, his F coincides with the x and the y-axis. Generally 
the insight is imperfect, and F is a negatively inclined curve. If the 
bargainer underrates his partner’s net ophelimity, that is, if he over- 
rates the risk of a conflict, his correspection function lies in the ‘first: 
quadrant. In the reverse case, it lies in the second quadrant. The 
shifts in the correspection function are often the main tactical factor in 
bargaining. 

We can now sum up our reasoning in the following relation indicating 
the price at which the. seller will stop bargaining and be amenable ‘to 
. contract. 


~ 


= S) — s) z 
ee = T a B.] = 0 


The relation. contains six elements that are all given, viz., the two 
ophelimity: functions, the two conflict ophelimities, the seller’s risk 
valuation function ‘and the seller’s correspection function. The former 
‘four elements are data for our problem; the latter two-are data for eco- 
nomic science. | 


VI. The Bargaining Equilibrium. 

The equilibrium position of one bargainer is, of course, not a suffi- 
cient condition for the bargaining equilibrium. If the seller is, at a given - 
price, ready to enter into a contract, but the buyer is not, the negotia- 


tions must continue. Therefore, the final price must satisfy two equa- 
tions at the same time 


pane 


Bp) — B] | 4 
al-z ca TPBO ~ Sy 


During the bargaining the two equations are conflicting. It is the 
task' of the bargaining process to eliminate this conflicting character. | 
This being established, the way to the analysis of the bargaining process ` 
is open; each maneuvre of the parties is reflected by the elements of the 
equations. The analysis of the bargaining process is the analysis of the 
shifts in these elements.” 

Let us now try to outline some of these shifts. They will fake place 

in the interplay between the parties; a number of steps in the bargaining 


— F,[B(p) — B.| = 0 


I 
= 


3 Zeuthen’s theory fests upon one equation—equality of the mutual propensity to fight— 
and therefore lacks the possibility to discern the necessity of the equilibrating shifts. 


N 
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process have no other intention than to shift the adversary’s position. 

The first element of our equations, the risk valuation function, is a too 
deeply rooted characteristic of the subject’s psychical structure to be 
affected by the bargaining. It may change but it is not adaptable to 
strategical manipulation. 

The second element is the ophelimity function. Even when the ophe- 
limity is completely determined by money profit, it may be influenced - 
by the bargaining process. The bargainer may succeed in attempting to 
convince his partner that the latter entertains a wrong conception of 
the relation between the price and profit. But, of course, this line of 
attack is usually rather futile. On the labor market it often seems more 
fruitful than between businessmen; the union may point out that a 
higher wage will have a favorable influence on the worker’s morale and 
on profits; and the employer may hold that profits are already so small 
that they do not admit of higher wages, so that employment will suffer 
much more from an increase in the wage rate than the union believes. 
In answer to this, the union may call attention to the beneficial effects 
of the raising of the worker’s purchasing power and profits. Similar 
discussions between bargainers are to be considered as a mutual pushing 
and pulling of each other’s ophelimity functions. 

Furthermore, the bargainer can influence his partner’s ophelimity 
function by preventing ludic shifts of it. He must, for instance, create 
a friendly atmosphere which facilitates his partner’s retreat from too 
ambitious claims. 

- The shifts in the partner’s ophelimity ‘function which the bargainer _ 
attempts to bring about, can be distinguished as horizontal and vertical 
shifts. With horizontal shifts, the tops of the-functions come closer to 
each other; the seller tries to pull the buyer’s function to the right, the 
buyer tries to pull the seller’s function to the left. The vertical down- 
ward shifts leave the optimum price unaffected but lessen the intensity — 
with which the bargainer strives for a certain outcome. The buyer 
tries to diminish p, as well as S(p.) at a given p.. Both shifts give a 
more favorable bargaining equilibrium to the buyer. 

The interest of the parties in.the shifts of each other’s ophelimity 
functions is of a twofold nature. This is easily deduced from the equa- 
tions. The seller’s ophelimity function does not only, among other func- 
tions, determine the seller’s propensity to fight, but also the buyer’s 
expectation of the risk of a conflict. If the seller’s ophelimity.function 
shifts to the left and the buyer does not perceive it, he will still profit 
by it because the seller’s propensity to fight will ceteris paribus de- 
crease; but if the buyer does perceive the shift, He will profit more, be- 
cause of the then apparent decrease in fi. 

The shifts that are dealt with above are sees in character. They 
consist in influencing the adversary’s will, and depend in a certain sense 


% 
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on his cooperation. This is not the case with the A exerted by . | 


the third element of the equation, the conflict ophelimity.: The oppo- 
nent’s conflict ophelimity must be made as small or as negative as pos- 

‘sible, and this is done by outright threatening. The conflict must be de- 
` picted as long and bitter, which may give the bargaining a warlike char- . 
acter. This strategy is, like the manipulation ‘of the ophelimity function, 
a two-edged sword: it decreases the other party’s propensity to fight ` 
as well as the first party’s idea of the risk of a conflict. : 

We come now to the fourth and last element of the equations, the 
correspection function. It is clearly capable of wide shifts, which are, 


in many cases, the main equilibrating factor inm the bargaining process. 


The parties will try to shift.the opponent’s function upwards andto the 
right, and in the meantime try to fit the own correspection function as 
_closely as possible to the X- and’ the Y-axis. When F coincides with the 
X- and the Y-axis, the bargainer knows his adversary’s extremé price 
and he can, without risking a conflict, stick to a price that is somewhat 
_ less unfavorable to the opponent than the extreme price. It is to be 
_remembered that as a consequence of our definition of the ophelimities, 
the possibility of a‘ conflict within the contract zone is exchided. If. a 
bargainer who is.seen through, changes his ideas: under héavy’ pressure. 
of his adversary, the latter’s correspection remains perfect only if he’ 
is fully aware of the- change of the former’s ophelimities. Therefore a 
' theoretical setup that is based on the hypotliesis of full insight i is a very 
dangerous one. 

It is dangerous in still another respect. A subject that: possesses full. 


insight into his adversary’s position cannot effectively be threatened.. 


within the contract zone. If we suppose perfect insight at both.sides 
of the bargaining table, all threatening must necessarily be in vain, the 
execution of economic power is impossible, and the outcome is in- 
determinate.™ C4. ue 

-The influencing of the other party’ s correspection function can be 
attempted by two methods. The first is the direct one: the belittling of 
the own contract ophelimity by pointing out, on the one’hand, that a 
_ certain price. is very unsatisfactory, and, on the other hand, that a - 

‘conflict is regarded with indifference or even with confidence.. The sec- 

ond. method is the indirect one. It consists in starting out with high ~ 

claims that are only compatible with a high propensity to fight. Now, 
generally, a high propensity to fight means a low net contract ophelim- 
ity. The risk of a conflict is inflated by one of the parties with no other | 

2 We must therefore conclude that all theories that assume perfect knowledge of the ad- - 
versary’s position (Nash, Zeuthen, and particularly Denis, op. cil., p. 60) are on a wrong track.. 
By eliminating uncertainty, the essence of the problem is lost. ‘This i is a case in which the 
economist’s cherished Se ries of a pela knowledge does not make things determinate but ` 


` indeterminate. - 


2 The relation between the two is explained below, Section VII. a 
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intention than the shifting of the opponent’s correspection function, 
This is a dangerous strategy, for’if the bluffing partner is seen through 
he must reiterate..If he fears loss of face or if other reasons make him 
stick to his claims, this-implies a shift in the ophelimity function which 
will show a sudden peak at the claimed price. If this peak lies outside the 


contract zone, a conflict will arise. 


The foregoing remarks do not pretend to give.a complete picture of 
bargaining tactics. They merely indicate. some of the main possibilities. 
However, all other possible tactics can be dealt with in an analogous 


_ Manner, using the equations as a starting point of the analysis. 


- 


Furthermore, our reasoning makes it possible to outline the some- ` 


_ what hazy oai of “bargaining skill” that is used by some authors,™ 


as the personal capacity of the bargainer to shift the elements of the | 
bargaining situation, as set forth above, in his favor. This concept may 
be seen as a last rudiment of the notion of “rationality” in the bargain- 
er’s conduct. All other concepts of “rationality” seem to me superfluous 
and harmful when used in connection, with the bargaining process. 


\ 
VIL. The ne of the Foregoing Theory 


A first superficial glance at the equations that constitute the essence 
of our theory might give rise to the too optimistic view that the theory 
gives the result of the bargaining in an exact, predictable way. Of 
course this`is not so. The formulas are exact indeed, but prediction is . 
not. There are two reasons for this. In the first place, ophelimities are 


‘not (yet)-adaptable to direct measurement, and neither the risk valua- 


tion nor the correspection function car be ascertained exactly. Secondly, 
if some measuring technique could be made to apply to the elements of 
the bargaining situation (which, in the author’s opinion, is by no means 


. impossible), the shifting character of the elements would still be a serious 
obstacle to prediction. 


If this be true, can we still Poca stick to our thesis that our 
equations determine the outcome of the bargaining? We can. For the 
theory indicates the factors that determine the outcome. Although the 
equations do not primarily aim at quantitative goals, they make the 
result of the bargaining determinate, in the sense that they give a con- 
densed theory of the determination of the result. They guarantee that 


.our theory is a closed system; no factor is overlooked.®. The determining 


factors are not only enumerated, but their interplay 1 is also exposed. 
The significance of the théory lies mainly in the elucidation of the 


u J. T. Dunlop, Wage, Determination under Trade Unions ena p. 119, calls it ny bar- 
gaining power.” - 
% This is true only as be as the data of our opting are ey Behind the data, and in 
particular behind the ophelimities, lies a host of factors that are only hinted atin the foregoing., 

Tbis pees comes up for discussion below, when Dunlop's analysis is dealt with. 
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notion of bargaining power. Given the ophelimity ‘ieee (expressing 
the opposed wills of the bargainers), economic bargaining power de- 
pends on the conflict ophelimities, the risk valuation functions, and on 
the capacity of the parties to shift these determinants. The net contract 
- ophelimities, being the most fundamental elements of economic power, 
turn out to play a twofold réle. On the one hand, the opponent’s de- 
pendence on the bargain (defined as his net contract ophelimity) deter- 
mines, together with the correspection function, the bargainer’s  esti- 
mate of the risk of a conflict. On the other hahd, the bargainer’s own 
dependence on the bargain i is one of the factors determining his propen- 
sity to fight, which equals in equilibrium the estimated risk of a con- 
flict. The relation between the propensity to fight and the net contract 
ophelimity is as follows: the difference between the denominator and 
the numerator of the quotient that determines, together with the-risk 
valuation function, the propensity to fight, equals the net contract 
ophelimity.*® 

The usefulness of our scheme of reference can be shown by applying 

it to a number of special cases. This will not be done here. However, the 
usefulness can be illustrated to some extent by comparing the scheme 
of reference with existing views. As an object for comparison we choose 
Dunlop’s view on the matter, because it includes one of the very rare 
~ attempts to elucidate the concept of bargaining power (with respect to 
. the labor market). . 

Dunlop classifies the factors determining bargaining, power as fol- 

lows 3” | 

1. Tastes of workers ded employers, with respect to wages and man- 
hours bought and sold—the indifference maps. Institutional factors, 
such as property rights and wage-hour legislation, which influence 
conditions of demand and supply, should also be included. 

2. Market conditions, specially the type of competition in the labor 
market, the product market, the market for complementary factors 
of production, and the market for competitive factors of production. 

In the last two markets, elasticities of substitution are important 
factors. 7% 

3. Pure bargaining power: -ability to get favorable bargains, apart 

from market conditions. 
` % If this latter quantity equals zero, the quotient equals unity. In that case the propensity 
to fight also equals unity, whatever the shape of the risk valuation may be, and the bargainer 


has reached the limit of the contract zone. The irrelevance of the shape of ® in this limiting 
case is the outcome of the fact that there is no uncertainty when the bargainer himself de- 


” “¢ides to break off the bargaining; the risk of a conflict is 100 per cent. There is another limiting 


case in which ® is irrelevant, vis., when the bargainer reaches his optimum price. The afore- 
mentioned quotient is then zero, and the propensity to fight is also zero. The bargainer can 
reach this extreme position only if his estimate of the risk of a conflict is zero too. These limit- 
ing cases are interesting in a theory of oligopolistic price determination, that can be generalized’ 
from our theory of bargaining. Limited space forbids dealing with this point here. 


* Dunlop, op. ch., p. 77, f. 
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_ Some objections to this enumeration may be raised. First, it seems . 


rather incomplete. It especially lacks the conflict ophelimity, or the 
factors behind it, such as the degree of unionization. Perhaps the miss- 
ing factors are to a certain extent included in the “market conditions.” 
This brings us, however, to a second objection: the enumeration is lack- 
ing in clarity. It is not clear whether factors are omitted because they 
are, in Dunlop’ s opinion, of no importance, or because they are already 
included i in some of the enumerated factors. In other words: the enu- 
meration lacks a definite structure.” Now both objections have a deeper 
root in what is the real criticism of Dunlop’s classification, namely, that 
the enumeration of the factors is nothing but an enumeration. There 
is no analysis of the interplay between the factors, there is no theory.” 


Therefore, we cannot be sure that the enumeration is complete, and for | 


_ the same reason, the classification is more or less hazy." k 

A comparison between Dunlop’s classification and our equations 
shows clearly the difference between .the two forms of reasoning. The 
equations indicate the interplay and the structure of the determining 
factors. It is to be remembered, however, that they do so only in regard 
to the elements that are given for our problem, vis., the ophelimities, 
the risk valuation functions; and.the correspection functions. Behind 


these factors lie more determining factors; some of them are mentioned | 


in the foregoing sections, but we have not endeavored to construct a 
theory about these deeper-seated factors. This is the reason for the 
choice of. our data. 

The question arises in how far our theory is general it was pointed 
out above that, in principle, all possible lines of conduct of the bargain- 
ers can be analyzed within the framework of the equations. There is, 
however, one type of strategy which is formally covered by the analysis, 
but on which the theory does not shed much light. It is the simultaneous 
manipulation of two variables which are both at stake. For instance, 
the bargaining on the labor market may be about the wage rate and, 
let us Say, a pension scheme. The union may open the negotiations with 
a high claim in respect to the pension scheme, only with the intention 
to lessen this claim in favor of the wage-outcome. Formally, tactics of 
this kind can be dealt with by considering the pension claim as one of 


3t For instance, it does not seem impossible that the elasticities of substitution are, in some 
way or other, affecting the shape of the indifference maps. 

3 This is not to say that Dunlop’ s book contains no theory about wage derra Of 
course it does. But the theory runs in terms of supply and demand curves (or revenue and cost 
curves) and, therefore, it does not determine the equilibrium of bargaining. For Dunlop’s 
treatment of the situation of bilateral monopoly, cf. of. cù., p. 88. 

* Another example of an incomplete enumeration is Shister’s analysis, “The Theory of 
Union Wage Rigidity,” Quart. Jour. Econ. (1943), p. 530. Shister divides the notion.of bar- 
gaining power into three elements, viz., the elasticity of the demand for labor, the skill of the 
bargainer, and the ability to strike successfully. This, too, is a partial enumeration that 
throws a spotlight on certain factors and leaves others in the dark. 
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the deci of the- dne of the ophelimity function: This Dro- 


cedure leaves the: pension-outcome. unanalyzed. ‘Therefore it. would be 


- necessary to consider the ophelimity function. of the pension-outcome: 


.- (p not. symbolizing’ the wage rate,-but some. criterion of the pension 


scheme), and to’ put side by side two equations for the bargain equi-. 


. librium with respect.to the pension-outcome. Then we have two:sets of 


equations. Formally, the wage-pension combination is determined by , ` 


the four equations but it may be doubted if this'method is still feasible. 


‘It does not furnish a comprehensive scheme of reference for all the steps aa 
in. the bargaining process, and in particular, no light is shed upon the’ 

_ interrelationship of the two sets of equations,.We must conclude that- 
‘this kind of double-criterion bargaining 1 is not dealt with i in a mummies: 


way in our theory. ` 


Multiple-criterion, ee adidd the iiieoty covers the whole.. A 


-field of the bargaining process. The theory is generalin another respect.’ 
A number of constellations that aré not commonly seen as bargaining 
situations, or as cases of bilateral. monopoly, can still be treated as such, . 
if we are willing to. give a somewhat formalistic extension to the lithiting ° 
cases of bargaining, viz., to the one-sided power relation. The situation . 
‘in which the seller fixes his price, that is, dictates his will to the buyer, 


can be seen as a limiting. case of bilateral monopoly; the latter- concept - 


being. defined as a. situation ‘in’ which a contract zone exists. This pos-. 


. sible extension of the theory of bargaining cannot be attempted ‘here; 


in the writer’s. opinion, it can i contioute to our insight into oligopolistic i 


problems.“ — ae 
Finally, the equations | can be aie to some non-economic, e: gi, 
political bargains. It is to be remembered that in this case the threaten- 


‘ing, too, has a non-economic character. The greatest . difficulty here . 


seems to be the: ascertaining of the ` precise criterion that is at stake; 


most’ political bargains arè about multiple-criterion outcomes, that are ` 


very. difficult to condense into’a.single criterion. ‘As pointed out above, 
' this is’a serious obstacle to the applicability of our theory. As the ap- 


«plication to non-economic bargains lies outside the scope of economic 


theory, the. multiple-criterion_ character of taeae ees calls for no ` 


discussion here. 
_ © Even perfect competition. can formally be treated as- a limiting case of -the harps 


t 
` 


situation. The ophelimity functions are represented by‘ coinciding verticals. The conflict + 


- ophelimity equals, for both parties, the contract ophelimity: there is no net: contract ophelim- 
ity, and no mutual dependence of the bargainers. The propensity to fight is zero for the 
market price, and unity for all deviations from it. The correspéction ib perfect. Thé risk of a 


. conflict is zero for the market price, and unity ‘for all deviations iom it. The exercise os eco- 


nomic poyer is impossible. l 
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jONDEREMPLOYMENT EQUILIBRIUM RATES OF GROWTH 


By ROBERT EsNen* 


1.—Introduction: Aggregative Theory T ackles the Problem of Growth 


_ There is evidence that the Keynesian revolution is moving into a 
new phase. After over a decade of discussion, the aggregative concepts 
of the determination of the levels of income and employment have 
become well-intrenched in the core of economic theory: “Saving and 
investment curves” and the approach which they symbolize have be- 
come the common property of the professional economic theorist and 
the college sophomore. But at this point an advance guard has plunged 
on. Harrod, Domar, Hicks and others have left behind the stationary 
equilibria of saving, investment and employment to lead us into a 
turbulent new world of growing economies.! 

. In this new world a first casualty of the older, Keynesian system is 
the wage unit. Measurement is now undertaken in terms of real output. 
Next, a new dimension is added to the aggregate supply function; pro- 
ductive capacity increases over time—that is, the zero elasticity portion 
of the curve of aggregate supply moves to the right as the economy 
grows. With these and other changes which will become apparent in the 
course of this article, it is possible to make secure certain gains of the 
first phase of the revolution and to afford new insights into the long-run 
determinants of employment. In furtherance of this latter objective, 
we'shall offer new sets of schedules or curves of aggregate growth which 
may in some measure expose and clarify fundamental relationships of 
growing economies in the manner that our older schedules of aggregate 
. flows of investment and saving revealed essential relationships of econ- 


* ‘The author is assistant professor of economics at the University of Ilinois. He is indebted 
to Professors Evsey D, Domar and Fritz Machlup of The Johns Hopkins University for dis- 
cussion of some of the concepts of this article when’ it was still in a formative stage. He has ` 
profited as well from helpful criticisms of a later draft by William M. Capron of the RAND 
Corporation and Profeasor.C. Addison Hickman of the University of Ilinois. 
' 1 Pertinent works by R. F. Harrod include: “An Essay in Dynamic Theory,” Econ. Jour., 
Vol. XLIX (Mar., 1939), and Towards a Dynamic Economics (London, 1948). Evsey D. 
Domar’s works on growth include: “Capital Expansion, Rate of Growth, and Employment,” 
Econometrica, Vol. 14, no. 2 (Apr., 1946), pp. 137-47; “Expansion and Employment,” Am. 
Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1947), pp. 34-55; and “The Problem of Capital Ac- 
cumulation,” Am. Econ. Rer., Vol, XXXVII, no. 5 (Sept, 1948), pp. 777-94. J. R. Hicks has , 
made Harrod’s concepts an important foundation of his A Contribution to the Theory of the 
Trade Cycle (Oxford, 1950). These names, of course, while they represent early or prominent 
arrivals, far from exhaust the growing group of explorers i in this field. 
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omies in stationary equilibrium. Development of these new curves of 
growth will, however, involve us in consideration (and perhaps some 
reconsideration) of the traditional functions of saving and investment 
upon which certain of the new curves will be found to depend. 

We shall take as a starting point, and as a framework for much of © 
this analysis, the intriguing algebraic models of Professor Domar on the 
- relationship between rates of growth and levels of employment. Pro- 
fessor Domar has devoted much of his work to an examination of the 
rate of growth necessary for the maintenance of full employment. I 
shall, after presenting the Domar tools, essay to apply. those tools and 
some others to a further demonstration of the underemployment impli- 
‘cations of rates of growth'less than the full-employment rate. 


- U.—Domar and the Full Employment Equilibrium Rate of Growth 


Domar defines o as the ratio of the change in productive capacity 
which takes place in an economy in any period to the change in capital 
stock (investment) which occurs during the same period.? He uses the 
symbol a for the proportion of income saved (invested). Thus, denoting 
investment by I, income by Y, and productive capacity by P, 


ol = AP, ; (1) 
I= aY, ~ (2) 

and | J 
AP=as¥. 3) 


Now if the maintenance of equilibrium requires either that. excess 
capacity remain at zero (full employment: Y =P) or that the amount 
of excess capacity does not change (Y = P—constant), the equilibrium 
„growth in income must equal the -growth in productive capacity. 
Operating under the assumption, for purposes of simplification, that 
equilibrium involves full employment (FY =P), Domar finds that to 
maintain equilibrium, income (Y) must grow by the amount acY in 
every period. Quoting Domar directly: 

ag is the equilibrium rate of growth. So long as it remains constant, 

the maintenance of full empoy ment requires investment to grow at- 

a constant compound-interest rate.? 


2 “Expansion and Employment,” op. cit., p. 40. The wording of this definition, it should be 
noted, is such that e may well be a function of other variables than investment. In particular, 

increases in population which involved increases in the supply of labor would raise the value of e, 
3 “Capital Expansion, Rate of Growth, and Employment,” op. oki. p. 141. Cf: “The Problem 
. of Capital Accumulation,” op. ctt., p. 781. The constancy of av will depend, of course, on the con- 
stancy of æ, the proportion of income saved, and `of e, the productivity of investment, or on 
mutually-counterbalancing changes in these variables. We shall abandon Domar’s assumption 
that æ is constant, in the course of our analysis. We shall, however, retain the assumption of a 


Me 


UNDEREMPLOYMENT EQUILIBRIUM RATE OF GROWTH 45 


~ If a remains constant as income changes, it must represent both the 
average and ee propensities to save. For since 


Ir=aY, < (2) 
differentiation reveals that 
i dI a. 
—— = $ i ’ 2a 
ee (2a) 


However, according to the multiplier theorem, the change in income 
equals the change in investment divided by the marginal propensity 
to save. Thus, 


Al 
AY = — (4) 
Q 
and, dividing by (2) above, 
AY AI : 
Z. (8) 
aY al 
or 
AY Ar eee 
eg ee 6 
aaa (6) 


In words, the proportionate rate of growth of income equals the pro- 
portionate rate of growth of investment. In order to maintain an equi- 
librium rate of growth of income the economy must also, if œ is constant, 
maintain the same rate of growth of investment.-Under the assumption 
of Domar’s model that equilibrium involves full employment, therefore, 
ag is the equilibrium rate of growth of investment. - 


ITl.--Underemployment Rates of Growth 


We must at this point modify Domar’s formulation by declaring ex- 
plicitly that ag can be considered the equilibrium rate of growth only as 
long as full employment is considered a condition of equilibrium. In | 
this connection, it‘must be pointed out that a wide range of economists 
have denied that full employment is an equilibrium condition. Marx 
argued that capitalism could not exist without a “reserve army of the 
unemployed.” Keynes is perhaps most famed for his theory of under- 


S 


constant value of s, It may be noted that among elements contributing to stability in the value ° 
of e would be a constant rate of growth of the supply of labor. The maintenance of a constant 
value of g in the face of irregular variations in the supply of labor would require counter- 
Eo changes in other determinants of « such as eee and the marginal PEGAGAN 
“of capital. l 
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employment equilibrium. And most contemporary economists, ‘one 


- would suspect, feel: that relatively- “full” employment can bé ap- 


proximated in a private capitalistic economy only in exceedingly un- 
stable periods of boom which would not be thought of as conditions of 
“equilibrium.” 
Developing further the underemployment element of the Domar Sys- 
tem, we may state that if equilibrium `inyolves-a constant proportion of 
. idle capacity, equilibrium demands that : 


Y = 6P, (7) 
T 9 is the “coefficient of utilization” or the per cent of productive 


capacity which is utilized. 
aa if we start from a ‘position of equilibrium such that, 


Y, = OP, | | | (7a) 
maintenance of equilibrium requires that . . 
| | AY=0AP | o B 
or, , 
AP = = eo l | (8a) 
ð ni 
Buu | P 
7 AP = aY. pi © R) 
Hence, substituting (3) in (8a), and rearranging terms, | 
| sal = zl. : i | (9) 
Y 


The equilibrium rate of growth, if equilibrium involves less than full 
employment, is thus ao@, where 8 is the proportion of productive ca- 
pacity utilized at equilibrium. 

It is interesting to present these relationships i in terms of Harrod’s 
- system of “dynamic economics” which considers expressly a concept of 
_ underemployment equilibrium in economies with rising levels of output. * 

- ‘Harfod’s Ge or “warranted rate of growth” is “that over-all rate of 
advance which, if executed, will leave entrepreneurs in a state of mind 
~ in which they are prepared to carry on a similar advance.’ Further, 
_ Harrod adds, G, “in Keynesian fashion contemplates the possibility of 
. growing ‘involuntary’ unemployment.” Now, in Harrod’s system a con- 
dition of equilibrium obtains when the actual rate of growth (G) equals 
G,. Since to maintain full employment, on Domar’s terms, the rate of 
growth must equal ac, a requirement for full-employment equilibrium 


4 Towards.a Dynanuc Economics, p. 82. 
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for Harrod must be that G=G,=ac. If a certain proportion of unem- | 
ployment (slack resources) i is the condition fòr putting “entrepreneurs 


in a state of mind in which they are prepated to carry on a similar - = 


advance,” then G, must equal acé, where 6 is again the utilized P 
tion of productive capacity, t.e., 


G = Ga = a08. © ` (10) 


This extension and application of Domar’s concepts to Harrod’s 
system reveals, then, that where the equilibrium level of employment 
is a constant proportion of full employment, the equilibrium or “war- 
ranted” rate of growth decreases as this ratio of the equilibrium level 
of employment to the level of full employment decreases: The main- 
tenance of full employment equilibrium demands a higher rate of growth 
than the maintenance of underemployment equilibrium. 

While Domar’s mathematical demonstration of the outcome of any 
constant rate of growth, r, should be convincing to those who prefer 
such rigorous reasoning,® arithmetic exploration may make the matter ` 
' clearer to the general reader. Assume, therefore, that a=0.1, o=0.4, 
and r=0.03. Then; @=0.75; equilibrium will be approached with only 
75 per cent of productive capacity utilized. Roughly speaking (assuming 
that the proportion of existent human resources utilized is equal to the 
proportion of capital resources utilized), we may say that 25 per cent 

§ See, particularly, “Capital Expansion, Rate of Growth, and Employment,” op: cik., pp. 
PES The essence of this may be ee 8s ohose: 

ance 


i I [grt | ' (11) 
A 
capital [K], being the sum of all net investment, equals 

K = Koto f. Fey ee Se =i). (12) 


an 


Ast ere large, K will approach the expression (I PaA so that capital will also grow ata 
rate approaching r. As Y= (1/e)Loe", ‘the ratio of income to capital i is 


- I 
æ — I! 
a 





(13) 


and 
iii E (14) 


Then, substituting K= P/e into (14), above, we obtain 
| “Vor 
lim-—s=—=6 © 1 

. >o P as - (5) 

6 The relative magnitudes of unemployment of capital and of labor resulting from redundant 

capacity is, of course, actually, a function of price, wage and interest? flexibilities, capital and 

labor mobilities and various other institutional factors. However, it seems reasonable to assume , 

a us high cotremues between the utilization of Pani and labor. 
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of the labor force will be unemployed. The reader may demonstrate for 
himself, with self-constructed period analysis based on the assumed 
parameters, that this will be so whether the economy starts from a posi- 
tion of full employment, 25 per cent unemployment, or more than 25 
per cent unemployment: However, it is important to keep i in mind that 
the actual rate of growth, r, is assumed to be constant. 

When we allow r to vary and, further, to become largely a function 


a 


"a 


of the proportion of productive capacity whichis utilized, we move from - 


‘Domar’s system to Harrod’s system, from Domar’s r to Harrod’s actual 
rate of growth, G. We then get results frequently much different from 
the convergence to a given coefficient of utilization suggested by Domar. 

Domar, in effect, has shown the relationship between what Harrod 
might designate as the maintenance of various possible ‘‘warranted” or 
equilibrium rates of growth, the productivity of investment and the 
employment ratio (the ratio of actual to “full” employment). He has not 
considered the effects of departures of the actual rate of growth from 
the equilibrium rate of growth. Domar’s system thus enables us to 
present underemployment (or full employment) equilibrium. Harrod 
‘ emphasizes this equilibrium’s essential instability—an instability which 


leads to the underemployment disequilibria which form a major element - 


of the system of Hicks. 
IV.—Underemployment “Equilibrium” or Disequilibrium 

. Many economists objected strenuously to Keynes’ concept of under- 
employment equilibrium. Would-be objectors to the theoretical concept 
of underemployment equilibrium rates of growth considered in this 
article may, however, find little tangible to attack. For our “equi- 
librium” is a formal mathematical condition defined merely as stability 
over time of the variables which enter our system. In most of this 
‘analysis we do not consider the requirements which such stability 
must impose upon variables outside of our system such as wages, inter- 
est rates, price levels and expectations. Thus, when we indicate that a 


` certain constant rate of growth of income, tf maintained, must involve a. 


certain constant proportion of unemployment, we are reasoning in a 


quite formal manner and do not consider what factors would have to be . 


operative for such a constant rate of growth actually to be maintained. 
In this respect we are, after all, conforming to the usual theoretical 


exercises with saving and investment schedules, in which we assert: 


that if a certain investment schedule is operative, a certain equilibrium 
level of income must follow. We abstract here from the underlying 


determinants of the actual and “equilibrium” rates of growth of income ’ 


as. we abstract, temporarily, in the saving and investment schedule 
analysis, from the-problem of the underlying determinants of the saving 
and investment schedules. $ 


ra aor 4 ? 
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“As Harrod points out, however, the “equilibrium” of growlng econ- 
omies is essentially unstable. If the actual rate of growth exceeds the 
“warranted” or equilibrium rate of growth, a shortage of capital goods 


(raw materials, finished products, machinery, etc.) develops; new orders + 


and increases in output to make up this shortage accelerate the growth: 
of income. Conversely, if the actual rate of growth falls short of the 
warranted rate, a relative surplus of goods must manifest itself; en- 
trepreneurs, in an effort to work off this surplus, cut orders and output. 
The rate of growth, already too: low, declines and, indeed, becomes 
negative. 

Readers familiar with Harròd’s model may ask now what an equi- 
librium -condition involving underemployment signifies for C,, the 
equilibrium value of C (which is the ratio of aggregate ex post investment 
to changes in income, I/AY). Before answering this question it is well 
to point out that C, does not actually have any particular subjective 
meaning to the individual entrepreneur. Rather it is merely the self- 
consistent value of C. Thus, C, is that value of C for a given period which 
` will lead entrepreneurs to undertake actions which will, in the aggregate, - 
give rise to the same value of C in the ensuing period. Other things, 
including‘s, the proportion of income saved, remaining equal, this con- 
stant value (C,) of C will then’ involve a constant value (Ge) for G 
the rate of growth of income, A value of C in excess of C, means, how- 
ever, that entrepreneurs on balance find more investment has taken 
place (more inventories have accumulated, more machinery has been 
constructed, etc.) than the actual growth in aggregate demand ‘(in- 
come) warrants. Hence orders and output are reduced. 
` Our concept of underemployment equilibrium includes, in effect, a 
greater value for C, than would be the case if the equilibrium condition 
- Involved full employment. When we suggest that a rate of growth in- 
volving underemployment can be self-perpetuating, we are suggesting 
as well, therefore, that the accumulation of capital at a rate which, 


because of its relation to the rate of growth, involves the creation of 4 g : 


constant proportion of excess capacity, will lead entrepreneurs to ac- 
tions which, in the aggregate, continue this rate of growth. | 
Understanding of these relationships may be enhanced by the re- 
flection that this increase in the value of C, and decrease in the value of 
Gu from the values which could be compatible with full employment are 
not what present the system with underemployment. A high, full- 
employment value for G, would, as Harrod points out, merely make. 
more difficult the maintenance of full employment by setting a require- 
ment for G (which would have to equal or exceed Ge) which would be 
more difficult to fulfill. The consequence, in Harrod’s model, would be 
chronic periods of underemployment disequilibrium. During these 
periods, because the actual rate of growth, G, would be less than the 
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warranted or quip: rate of growth, Ge, and consequently, C 
would have to exceed C,, unwanted or excess capital would accumulate 
and cause the levels of production and income to drop precipitously. It - 
. would then only be in periods of mass unemployment, with an abun-., - 
- dance of slack resources, that it would be possible for the economy to- 
grow at such a rate that G would be in excess of Ge, with C consequently 
less than C,, and the downward pressures could be briefly dispelled. 
The lowering of Gy and the raising of C, from their full employment . 
values, in this system, reduce the danger of chronic underemployment 
. disequilibrium and substitute the possibility of an (unstable) equi- 
librium growth, involving-underemployment. The admitted instability . 


of this equilibrium invites consideration of ‘restraining mechanisms .- 


which must be added to our model to prevent its “exploding” to infinite 
heights or impossible depths at the first departure from the line of 
stable growth. Restraining mechanisms, such as capacity “ceilings” in 
` booms and real limits to the rate of disinvestment i in periods of decline, 

‘prove quite useful in developing “Hicksian”, models of the’ business 
oe within the framework of growing economies. The present writer 
has worked extensively with those models and the failure to consider 
, them in this paper implies no unfavorable judgment : as rto their sig- 
nificance. i | 


Groh Curves: A Dianani Preven of -~ 
eS 4 : Underemploymeént Equilibrium i 


The Keynesian revolution may, perhaps, make secure its conquest 
- of the new world of growth by recourse to diagrammatic presentation of 
the sort that was so significant-in its earlier triumphs. For in a fashion. 
strikingly analogous to creation of the familiar “saving-investment” 
curves of current textbooks it is possible to devise curves connecting 
rates óf growth and the relative level of employment. | 

. In the following pages we shall demonstrate growth ‘curves appropri- 
ate. for various saving functions. The relationship between saving and _ 
growth, and employment thus revealed - will suggest. interesting hy- © 
potheses as to the hitherto frequently baffling nature of the aggregate 
saving function. 

Figure 1 illustrates this relationship when all of Domar's T 
assumptions, including the assumption that saving is a constant propor- 
tion of income, are accepted. On the horizontal axis, instead of income or’ 
employment, as ‘in the traditional Keynesian analysis, we plot (in 
‘percentage figures) Y/ P, thë ratio of output to productive capacity. 
“Full employment” is indicatèd by output equal to. productive ca- 
pacity, or the abscissa, Y/P, equal to 100%. We. shall boldly refer to 
the value Y/P as the “emplofment ratio,” thereby assuming that the’ 
proportion of labor wes is unemployed i is aaye D to the pro- 
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portions of other resources which are idle.” On the vertical axis we plot, 
instead of saving and investment, percentage rate of growth of, pro- 
ductive capacity (which is a function of real saving and the productivity 
of investment) and percentage rate of growth. -of income (which is a 


. function of the rate of growth of investment; in Figure 1 the percentage 
- rates of growth of income and investment are equal because investment 


has been assumed to be a fixed proportion of income, that is, I=aF¥). 
We may refer to the percentage rate of growth of productive capacity 
per unit of time as (dP/dt)/P or as (dP/P)/dt. Similarly, we may refer 
to the percentage rates of growth of income and investment, per unit of 
time as, respectively, (dV /Y)/dt and (dI /I)/di. But inasmuch as the time 
dimension, implicitly thought of as.a year, will in any event be the 
same for the various magnitudes, and since time symbols are conven- 
tionally omitted in referring to “stationary’’ variables such as income 


` and investment, we shall omit the “dł” from our rate of growth sym- 


bols. The percentage rates of growth of productive capacity, income 
and investment per unit of time are thus denoted in Figure 1, and in^ 
the rest of this paper, as respectively dP/P, dY/Y, and dI/I. 

Now, since o is defined as the change in productive capacity accom- 
panying each unit of investment,’ 


dP Ie OR 
_ P P ` 
where J is the volume of investment. 
However, | 
S=IJI=aY, (2b) 
Hence, a 
dP Y l i 
Deae a7). 
P- P | 


In common sense ‘terms, the growth of productive capacity depends 


. (at least in part) upon investment, which equals saving. But saving, in 


turn,'is a positive function’ of income. Thus with any given level of 
productive capacity, the rate of growth of productive capacity will vary 
directly with i income, that is, with the proportion of productive capacity 


-which is utilized. 


7-See footnote 6. 


8 In order for e to have enough stability to be aai it must be associated with a unit, 
of intended or desired investment which entrepreneurs find useful in the productive process. It 
cannot refer to the unwanted inventories or other excess investment which help confirm the 
Keynesian saving-investment identity. Thus, though not' necessarily rejecting this identity, 
we must restrict the application of this analysis to “equilibrium” conditions, in which invest- 
ment will be so constituted as to have a meaningful and BEAEODS PH, consistent relation to’ 
productivity. z? 


52 | THE AMERICAN ECONOMIC REVIEW 
% Rate of Growth 
(SY, of) | 
Y P 
6 





It is therefore possible to construct a family of dP/P curves (rate of 
growth of productive capacity curves) which slope upward from left to 
right. The magnitude of slope of these curves depends upon the values 
of œ and e. In Figure 1, curves are shown for each of the values of ac 
from —0.02 to 0.06. Then, on the same graph we may let a horizontal 
line indicate the rate of growth of income (dY/Y). The equilibrium 


= ratio of income-to productive capacity (or ‘ ‘employment ratio”) is now 


indicated, by the intersection ‘of the growth of income curve with the - 
appropriate growth of productive capacity curve. For example, if 
a=0.2. and ¢=0.2, the appropriate dP/P curve is the one designated 
“ag =0.04.”” Then, if income were to grow at a three per cent rate (an- 


«- 
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nually—an assumption which would approximate historical data and 
which consequently will be applied for illustrative purposes also in 
Figures 2, 3, and 5), the equilibrium Y/P ratio would be 75%, the 
abcissa of the intersection of the curves, dY/Y=3% and ¢P/P 
=ao(Y/P), where ag =0.04. 

In the traditional “saving-investment” analysis, either raising the in- | 
vestment curve or lowering the saving’curve would raise the equilibrium 
level of employment. In our diagram, either raising the “growth of in- 
. come curve” or lowering the “growth of productive capacity curve” 
will raise the equilibrium ratio of employment. To extend the analogy 
further, in our diagram, lowering a, the average propensity to save, will 
lower the dP/P curve (rotating it clockwise, with the origin as a ful- 
' crum) and thus raise the employment ratio. Andi increasing dI/Ì, the 
. rate of growth of investment, will raise the dY/Y curve, via the mul- 
tiplier effect, thus raising the employment ratio. 

In Figure 2 we drop the assumption that investment is a constant 
‘proportion of income but we retain a constant marginal propensity to 
save. As a further modification, we replace the traditional saving func- 
tion, 


f 


e ee E (18) 


by a function in which our second parameter makes saving depend, in 
part, upon productive capacity, t.e., 


S = aY — BP. | © (19) 


This new function, we may suggest, may solve some of the persistent - 
difficulties encountered in attempts to derive a long-run saving function 
from time series data.” It also points to a negative partial correlation 


è’ It may be noted that if we accept the traditional saving function, 





S = aY — b, a (18) 
then _ 
S F¥F— b 
J= z (18a) 
Since 
dP le i 
j PP and I æ S, 
aP Y be 
pan S aly 20 
PIPO P (20) 


Thus in a growing economy, with P rising, at any given employment ratio (Y /P) the value 
of dP/P will be i increasing. However, this is merely a corollary of the fact that in a growing 
economy, with Y rising while b remains constant, saving would be a rising proportion of in- 
come, approaching the proportion a, The saving function actually used in Figure 2, on the 
other hand, is based on the hypothesis that there i is no long-run change in the proportion of 
income saved. 
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FIGURE 2. INVESTMENT A FUNCTION OF INCOME AND Propuctive CAPACITY; © 


between productive capacity and investment, which would appear to 
conform to both statistical data (low levels of investment during Penh | 
of unemployment), and economic theory.» 

The “growth of productive capacity (¢P/P) curves” of iine 2 may 
-be derived quickly. Since S =I, 


T= aY — P. ° er 


' 10 Since investment is frequently designed to increase productive capacity, as productive | 
- capacity Increases, with income remaining constant, the demand for investment goods and ; 
the amount of investment may be See to drop. 
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Thus, as in Figure 1, the dP/P curves:-are positively sloped straight l 
lines. For any given values of a, 8 and øg, the rate of growth of pra- 
_ ductive capacity varies directly with the employment ratio. However, 


in Figure 2 extremely high rates of unemployment (low employment a 


ratios) are associated with absolute declines in productive. capacity. And 
in Figure 2, the dP/P curves, in order to' attain a moderate positive 
_ value at a high (but not. 100%) employment ratio, must be more sharp- 
“ly sloped than the dP/P curves of Figure 1, which begin from the origin. 
This last characteristic of our curves assumes considerable interest 
when translated. into ordinary language. So expressed, it states: our 


- saving and productivity of investment functions may be such that the 


maintenance of full employment demands a high rate of growth; a - 
stationary economy can exist, with dP/P curves such as those il- `.. 
lustrated, but only with large. proportions of unemployment. os 
Figure 3 introduces a savings function which adds realism’ and also. 
sharpens | the suggestive relationships which we have just been consider- 
ing. Now saving (investment)-is made a function of “both i income and. | 
the employment ratio (Y/P). This may be explained, at least in part, | 


by the dis-saving 1 necessary to care for the unemployed. As income in- - vee 


` creases, there is a rise in the volume of saving as well as in the living 
standards of those who are earning. However, where productive ca- 


pacity (P) grows faster than income (F), thus reducing the value of ` 


Y/P, unemployment rises and a greater proportion of income,is used. 
in providing for consumption of the unemployed. We may also: ‘point | 


out that this function, suggesting relatively high levels of investmentin: ` ` 
`_ periods of full employment, squares well with SERCAN data on cyclical 


fluctuations of income and investment. 
_ ` The specific function exhibited in Figure. 3 Con not ‘statistically 
. derived) expresses' in a reasonably simple fashion’ the general relation- 
ships just cited. Thus: . 4 l 
“I as : eo y a 3 ; 
eg e ay 
oa —s=al—}—B 2°. UF (22a 
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FIGURE 3. INVESTMENT. A FUNCTION OF INCOME, PRODUCTIVE CAPACITY AND THE 
' EMPLOYMENT RATIO; l 
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Examination of Figure 3 reveals that as full employment is ap- 
proached, the employment ratio becomes less and less responsive to 
increases in the rate of growth of income. Put another way, it appears 
_ .possible that the investment and productivity functions are such that 
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it is impossible to secure full-employment equilibrium without rates of 
growth which, on the basis of past performance, our economy cannot be 
expected to maintain. a 

The attainment and maintenance of full-employment equilibrium i in 
growing economies is then the problem of raising the rate of growth of 
income and/or reducing the rate of eons of productive capäcity at 
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FIGURE 4. ATTAINING FOLL EMPLOYMENT BY RAISING RATE or GROWTH OF Income CURVE; 
y 
~[«(5) ~e] 


levels of full employment. These complementary. approaches are ex- 
hibited diagrammatically in Figure 4 and in Figure 5. In Figure 4, raising 
the income growth curve from 3% to 6% brings a movement ‘of the 
equilibrium employment ratio, as indicated by the intersection of the 
curves for growth of productive capacity and of income, from just over 
80% to 100%, or full employment. In Figure 5, a similar movement to 
full employment is accomplished by lowering the value of a from 0.3 
to 0.2, thus movirig to the right and lowering the growth of productive 
capacity curve sufficiently to make it intersect the i income Brew curve 
ata 100% ence ratio. , 


~ 
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 Ficure 5. Ketones FULL EMPLOYMENT BY REDUCING SAVING, THUS Lonan Raik 
or GROWTH OF PRODUCTIVE CAPACITY CURVE; 
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The diagrams presented in this section, as well as the general con- 
cepts of this article which they portray, have weaknesses similar to `` 
‘those of the aggregative, “Keynesian”.diagrams and concepts of sta- 
_ tionary economies. Specifically, these diagrams and: concepts abstract 
from the micro-economic functions and relations from which, ulti- 
mately, they must derive their content. In addition, it should be 
pointed out that these diagrams and concepts, in their present develop- 
.. ment, have not been applied to the essential process of transition from. 
one equilibrium to another. However, they may be of some value both 
in assisting the forward march of the advance guard of “revolutioniz- 
ing” economic theorists and in helping to consolidate for the rest of the 
‘profession some of the newly won ground. In substance, they may 
facilitate analysis of the modern capitalistic economic system without 
abstracting out the element of growth which has seemed to so many— . 
private profit enthusiasts as well as the system’ s critics—to be of its 
essence. 


A GENERAL THEORY OF. THE SYSTEM OF 
- MULTILATERAL TRADE 


By KARL-ERIK HANssoN* 


In the field of international trade many theoretical discussions have 
^ been held in general terms without too much concern about what the 
world actually looked like,.On the other. hand, numerous statistical 
studies, with an outstanding exception to be noted here, have usually ~ 
been limited to the problems of one or a few countries or particular « 
commodities. In the present paper I shall try to strike a middle road 
between these two extremes. The approach may. be said to build further 
on-the empirical results found by Folke Hilgerdt with regard to the 
' network of world trade’ and theoretical discussions, as expounded 
chiefly by Bertil Ohlin,’ based on the distribution of factors of produc- : 
- tion and the principle of comparative costs. ` 
To refresh our memories I should like to draw attention to the now 
_ rather well-known chartof the network of world trade. In this diagram ` 
the year considered i is 1928 since this is one of the last “normal” years ` 
before the System was disturbed. 

. The arrows in the chart indicate the direction of balances of mer- 

chandise trade, in millions of dollars, between the groups in the system 
by pointing from: net exporting to net importing groups. The balances — 
' have been calculated ‘on the basis of f.o.b. values, because freight and 
` other charges included in recorded c.i.f. or frontier values of imports. 
frequently are paid to other than the exporting countries. The Tropics’ 
include central Africa, the tropical agricultural and the mineral produc- 
ing countries of Latin America, and tropical Asia. The Great Plains, or ` 
.. countries of recent settlement in ‘the temperate belt, briefly comprise - 
Canada, Argentina, Paraguay, Uruguay, South Africa, Australia and - 
New Zealand. pon con anes Europe consists mainly of the United 


* While the writer is on the staff of the United Nations Sireta the views expressed | 
in ‘this paper are his personal views. The paper was presented at a joint meeting of the 
American . Economic Association and the Econometric Society in Case Minois, on 
December 28, 1950. 

*The Network of World Trade (League of Nations, AN and “The Case for Multi- 
lateral Trade,” Am. Econ. Rev., Vol. SOCK, No. 1, Pt. 2, Suppl. (March, 1943), pp. 393-- 


~ 407.- 


* Interregional and International Trade (Cambridge, Mass., 1933), and in’ ‘more simplified 
' direct ER in Utrikeshandel och Handelspolitik, 4th ed. (Stockholm, 1949). 
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Kingdom. Germany, which is here included in continental Europe, may 
be shown separately and would then enter between the Great Plains 
and the rest of Europe. Thus in 1928 the countries included in the 
multilateral trade system accounted for nine-tenths of the world’s 

trade. The remaining share fell on the other areas, notably China, 
Japan,. USSR, North Africa and the Middle East, which did not fit - 

well into the simple trade pattern. i 
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CHART i.—THE SYSTEM OF Ne E TN Tega AS REFLECTED BY THE. ‘Onn TATION c OF 
BALANCES OF MERCHANDISE TRADE IN 1928 
Source: The Network of World Trade, Table 44, p. 77., 


The trade pattern was found empirically. It was discovered that the 
countries in the system could be arranged in the order of the direction 
of their balances of trade, so. that each country had an import balance ` 


from practically all countries that preceded it in the list and an export ` 


balance to practically all countries that succeeded it. The countries 
have been grouped into a limited number of categories to give a oy 
optical view. of the network. | 

This system was not a haphazard, unstable pattern shifting i in fits 
from year to year. The great significance lies in the stability of the 
. system, This structure of world trade was built on a solid foundation, 


some major principles of which will now be dealt with in a theoretical 


approach 
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A General Theory 


International trade takes place in response to the unequal distribu- 
tion of the factors of production. 

The simple case of three countries, A, B and C, which have an un- 
equal relative supply of the three main factors of production, labour, 
land and capital, demonstrates the fundamental basis of a trade system. 
To begin with, we will consider only merchandise trade. We disregard 
here further refinement in the definition of factors of production and 
we also leave for the moment modifications due to variations or move- 
ments of the production factors themselves and the effects thereof, as 
well as the ‘friction caused by transport costs and artificial barriers. 
These various elements will gradually be taken into consideration in a 
realistic interpretation of the’ multilateral system found empirically. 
The simple theoretical case, however, contains principles which are not 
materially ace by these modifications. 


CASE 1 
Relative Supply A l B eG 
ample labour . land capital 
moderate land capital labour 


scarce capital labour. land 


Each country will produce and export commodities embodying 
chiefly the factor of production in ample supply there. The three coun- 
tries choose their imports simultaneously. The greatest return or con- 
sumption satisfaction will be obtained from an imported commodity ` 
containing mainly the factor of production in the most scarce supply 
in the importing country. Therefore A will tend to import capital- 
intensive goods from C (such as textiles), B labour-intensive commodi- 
ties from A (such as coffee, sugar, rubber) and C land-intensive mer- 
chandise from’B (such as grains and wool). Basically the simultaneous 
free choice makes it possible for A to have an import surplus from 
C, B from A and C from B and for A to have an export surplus to B, 
B to C and C to A. Thus the fundamental multilateral trade triangle is 
closed and the placing of one country in relation to the others in the 
system is given. 

Later. on, in connection with a schematical illustration of the de- 
velopment and disruption of the actual system, the case will be con- 
sidered where each group does not possess an ample relative supply of 
a different factor of production and also at the same time a scarce rela- 
tive supply of a different factor of production, for instance, when capi- 
tal is the most scarce factor in both A and B and when capital is the 
most ample factor in both B and C. 
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> The Country Groups in the Actual System 


The countries participating in the actual multilateral system de- - 

scribed before can be identified with’ the three types just mentioned, | 
especially for the period before World War I. Thus the countries of the 
Tropics, with their ample labour and scarce capital supply, belong to « 
` type A; the Great Plains, including the United States; with ample land © 
and scarce labour supply, belong to type B; and Europe, especially-the 
. United Kingdom, with ample capital and scarce land ‘supply, DODE, 
to Type C. 

The three corner groups may be poki ints six. In terms of the 
simple theory, continental Europe appears to come before the United 
Kingdom in the system, and thus closer to the Great Plains, because of 
the greater relative supply of land! In fact, the total. net imports of the 
United Kingdom from continental, Europe, excluding. Germany, and 
her net imports of foodstuffs from that area in 1928 were almost identi- 
cal.in magnitude. These foodstuffs from continental Europe, consist- 
ing of dairy products and other processed articles, were more labour- 
intensive, however, than those from the Great. Plains, where labour is 
more scarce than in continental Europe. Germany could produce sub- 
stantially the same goods as the rest of continental Europe, but, in 
- addition, she had the advantage of a wide home market and large-scale 
industrial production geared to the needs of Europe. Germany there- 
fore appeared before the rest of continental Europé in the trade system 
due to.a large export surplus of manufactured articles going to that 
area. For similar reasons the United States took the place in front of 


-` the rest of the Great Plains, at least from the 1890's. 


_ The supply of production factors may be measured i in terms of the 
` total population and area in each country, and the use of machinery, as 
done by Wagemann,’ or some other measurement of capital. We need. 
not go. into a discussion of such figures here or desirable refinements i in 
quantitative presentation. Even such crude figures, when analysed ~ 
simultaneously, confirm the grouping of countries by revealing quite 
distinct differences between the countries or groups of countries shown 
in the system. To take an example, the supply of capital, as measured . 
by Wagemann, was roughly the same per capita in the Great Plains 
_.(weighted average) and Germany, but-in the Great. Plains that capital 
‘had to-be spread over much larger land. From such considerations, it 
may be tempting to lead into speculation about .the natural type of 
production, exchange of goods, standard of living, etc., 


*E. Wagemann, Struktur und ee der Weltwirtschaft (Berlin, 1931), pp. 406-409, 
` gives figures for machinery per capita and per square kilometre in various countries. . 
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The theory based on the relative supply of factors of. production 
leads to an explanation of the natural grouping of countries, into three 
and six corners, and of the pulling force in the system. A country with 
a certain factor supply combination may be placed in relation not only 
to one other country but to practically the whole world in a system. 
In fact, it is surprising that no attempt was made, on the basis of 
‘Oblin’s factor supply theory, to postulate the pattern of world trade 
. before it was discovered empirically. The theory also leads to the con- 
clusion that the major merchandise balances tend to follow the “rim” 
of the circular system. The natural markets and sources of supply are 
located along this rim: Direct cross-trade going counter to the natural 
direction of balances tends to be dependent on the force of the produc- 
tion factor in moderate supply. On the demand side this factor com- 
petes with the most scarce factor and on the export side it competes 
with the ample relative supply of that factor elsewhere. It follows that 
commodities embodying chiefly the factor in moderate supply in the . 
country tend to. be marginal on both the supply side and the demand 
side; that is to say, the imports of such articles can be dispensed with | 
rather easily or be replaced by domestic production, and the exports of 
such merchandise can be increased only at relatively high cost. The 
greatest possibility of adjustment to reach equilibrium thus appears 
to lie within this range of commodities for each country. If three coun- 
tries have a moderate supply of a different factor of production, such 
adjustment may be quite easy in multilateral trade. 

The simple case comes closer to reality when, we also consider the 

influence of the climate and the supply of mineral resources and other 
factors on the size of balances between the three basic types of coun- 
tries. The existence of a tropical climate in A (the Tropics) and A alone - 
and the need in B (the United States and the Great Plains) and C 
(Europe) for foodstuffs and raw materials requiring tropical climate 
for their production, tend to increase A’s export balance to B ahd to 
reduce its otherwise natural import balance with C. Similarly, the de- 
mand for and the world distribution of mineral resources affect the 
net balances between the three groups in such a way that they tend to 
increase the export balance from A to B, and particularly from B to C, 
- and to reduce the “natural” import balance of A from C (except for — 
coal). “Invisible” items in the balance of payments and transport costs ’ 
and other factors also affect the size of balances and the possibility of 
_matching an export balance in one direction with an import balance in 
another. I will deal with them briefly after a schematical illustration of 
the development of the multilateral trade system in terms of the gen- 
eral theory. 
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Development Theory 


The basic.pulling force of the system is modified slowly by the fact 
that the production factors themselves can be moved or changed, to a 
certain extent. Service payments and the friction caused by transport 
costs and artificial barriers also play their part. The rise, working and 
disintegration of the system may thus be sketched in terms of shifts in 
the relative supply of the factors of production and these other ele- 
ments. The same groups of countries as before are considered. It is 
realized that different rates of change may apply to different coun- 
tries in the same group. 

Capital and labour supply may be altered through international mi- 
gration and domestic savings and population changes. Land cannot be 
moved, but the economic reach of land may be affected. These facts 
_ have had an important bearing on the development of the system and `’ 
the present situation. 

‘ Capital was early invested by the United Kingdom in the Tropics 
and on the European continent. The land factor had not yet been 

brought into play in the Great Plains. At this time, before the 1870’s, 
` the’structure of the relative supply of the three major factors of pro- 
duction appears to have been similar in continental Europe to that 
shown for A in the simple case: 


CASE 2, | ; - 
Relative Supply ' Tropics Continental Europe United Kingdom 
ample labour labour “capital 
moderate land land . i labour 
scarce ~ capital capital land 


Then after the Civil War and the invention of steel and steamships, 
the Great Plains, including the United States, came within the eco- 
nomic reach of Europe. In the meantime continental Europe, particu- 
larly Germany and France, had succeeded in improving the relative 
supply of capital through domestic savings, while the Tropics instead 
increased their population. Thus the relative factor supply structure 
appears to have taken the following form from the early 1870’s: 


; CASE 3. 
Relative United Great Continental United 
Supply Tropics States Plains . Europe Kingdom 
ample labour land land labour capital 
moderate land labour labour capital labour 
scarce capital . capital . capital . - land land 


With the opening up of new land, such as the American Middle West, 
capital was shifted over especially to the United States. United King- 
dom investment in Europe even started to decline. The United States- 
Great Plains area and the United Kingdom became complementary in 
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factor supply. Here was an easy two-way line of exchange of capital 
and capital-intensive goods against land-intensive products without 
immediate need for triangular trade in the beginning. 

During this period, from the 1870’s to the 1890’s, continental Europe 
continued its increase in industrialization and domestic savings. France 
and Germany supplied capital also for smaller countries on the conti- 
nent. Capital became relatively more ample at least in the industrial- 
ized western countries while the population growth fell off. Primary 
production overseas depressed European agriculture, but food produc- 
tion turned to more intensive commodities, such as dairy products, for 
which an expanding market could be found in the United Kingdom. An 
increasing amount of labour also went into industries or emigrated. 
The close touch with the labour standard in the United States kept 
labour from growing into ample supply. Toward the end of the period 
the United States had gained wide development; largely due to in- 
creased domestic savings, capital appears to have grown into a rela- 
tively less scarce factor. More land also had become available in the ._ 
Great Plains, particularly in the southern hemisphere, through inven- ~ 
tions, such as refrigeration, and better transportation. By the 1890’s, 
the relative factor supply structure therefore appears to have taken a 
new form: 


-~ CASE 4. 
Relative United . Great. Continental United 
Supply Tropics States Plains Europe Kingdom 
ample labour land land capital capital 
moderate land capital labour labour labour 
scarce > capital labour capital land land 


The true system of world-wide multilateral trade now came into 
being, and thus took the shape analysed earlier in this paper. With its 
growing industrialization and scarcity of labour, United States imports 
tended to shift from capital-intensive articles from Europe to labour- 
intensive goods from the Tropics. At the same time the United States, 
as well as the Great Plains, encouraged immigration from Europe. 
The ample labour supply in the Tropics was ready to meet this active 
demand in the United States, and in addition it had the advantage of 
the climatic and mineral factors. The importance of these factors is 
seen by the fact that China and Japan, although otherwise having on 
the whole the same supply structure as the Tropics, were not able to 
enter the system successfully on the basis of their abundant labour 
supply alone. With capital now in more ample supply in the United 
States, the United Kingdom and other creditor countries in Europe 
gradually lost the incentive for investing in the Unitel States. Instead 
investments were shifted to the capital-scarce Tropics in response to 
the active demand in the United States for labour- intensive goods such 
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as rubber. A clear export surplus, which was now developed from the 
United Kingdom to the Tropics, partly reflected this capital movement. 
The net imports of the United States and the Great Plains from the 
Tropics expanded; they served to cover part of the import surplus of 
the Tropics from the United Kingdom as well as the transfer of inter- . 
est and dividend payments. The United States in turn developed a 
large export surplus in trade with the Great Plains on the basis of its 
larger capital accumulation and industrial production fitting the needs 
of the Great Plains. This development also facilitated the transfer of 
European capital via the United States, particularly to Canada. Capital 
continued to be scarce in the Great Plains, which were complementary 
to Europe in supply structure. The Great Plains as well as the United - 
States enjoyed a growing export surplus to Europe, particularly conti- 
nental Europe, which in turn found an expanding market in the United 
Kingdom, Germany appeared as a separate link between the Great 
Plains and the rest of Europe. Triangular and more complicated multi- 
lateral trade thus became intensive from the 1890’s in an almost ex- 
plosive fashion, after the foundation of the trade system had ripened 
during the preceding decades, 

Before we consider the disintegration of the system and the present 
situation, let us now have a look at the place of transport costs and 
other elements. 

‘Transport costs always cause friction by adding to the costs of 
goods moved. Inventions and improvements in transporation added to ` 
the mobility of goods and brought the land factor more fully into play. 
The development of the basic net trade triangle may have been encour- 
aged by especially large reductions in the transport friction, in the 
form of low return freight rates between certain points. This appears 
to be the case in the net exports from the Tropics to the Great Plains 
and from the latter to Europe. The otherwise natural import surplus 
of the Tropics from Europe probably was held down somewhat by the 
favourable ballast rates for Europe on returning coal boats. European 
freight earnings helped to cover the European import balance particu- 
larly from the Great Plains. Artificial trade barriers have, of course, 
limited the free interplay of the relative scarcity of factors of produc- 
tion in a way similar to transport costs. The removal of British tariffs 
on foodstuffs and the protection of United States industries appear to 
have been especially important moves in establishing a large export 
surplus from the United States-Great Plains to Europe. 

At least in its quantitative aspects, the development of the system 
was closely tied up with the transfer of payments for “services.” Grow- 
ing interest and dividend payments from the Tropics and the Great 
Plains, including the United States, served to cover a substantial part of 
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the increasing import surplus of Europe from the Great Plains. Although 
for accounting purposes such payments were settled directly, the real 
transfer covering those payments took a “roundabout” way. Debtor 
countries found’ the natural market for their products in third coun- 
tries situated between the debtor country and the-creditor country in 
the system. Interest.payments from Malaya, for example, may thus be 
said to have gone through the series of export balances along the rim 
of the diagram leading to the United Kingdom. Malaya itself had an 
import balance with the United Kingdom. Some capital movements also 
tended to take such “roundabout” routes. These financial transactions 
_ thus were served by and tended to foster multilateral trade in the 
system. Emigrants’ remittances, tourist receipts and commission and . 
insurance earnings similarly made it possible for Europe, and particu- 
larly for the United Kingdom, to develop Jarge net imports of mer- 
chandise. Gold balances, finally, served an important purpose in cover- 
ing net obligations at certain times and thus made the natural triangle 
work more smoothly. 


Disintegration and the Present Situation 


Major changes took place slowly during the functioning of the circu- . 
lar trade system which finally led to its disintegration. The Tropics 
continued to pour the advantages of trade into an increase in popula- 
tion. Capital remained scarce, and the low income made it difficult to 
accumulate domestic savings. There were only limited opportunities 
for migration. The United States enjoyed high productivity which 
facilitated a rapid increase in domestic savings. After the closing of | 
the “frontier” in the 1890’s, land became less ample while capital grew 
more abundant. The United States emerged as the major capital market — 
after World War I. The Great Plains, through capital imports and ac- 
celerated domestic savings, experienced the same development as the 
United States had done before. Europe lost the advantage of a relatively 
ample capital supply and also lost capital invested overseas. Europe 
was at a disadvantage because land, the scarce factor, could not be 
moved. Migration to the United States was also’ curtailed during the 
1920’s. The relative factor,supply structure thus seems to have changed 
into the following pattern by the end of the 1920’s: 


Case 5. 
Relative United Great | Continental. ~~ United 
Supply Tropics States Plains Europe Kingdom 
ample labour capital land capital capital . 
moderate land land — capital labour labour 
scarce capital labour labour land land 


The United States and the Tropics became complementary in supply 
structure. There developed a two-way line between the United States _ 
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and the Tropics with capital and capital-intensive commodities moving 
one way and labour-intensive goods the other, Triangular trade became 
less necessary. Europe was left out. Europe thus lost an important basis 
for covering the large import surplus from the United States and the 
Great Plains. The system, having been sustained by American and 
French capital during the 1920’s, came to a spectacular end, leading 
to the Great Depression, with severe consequences for merchandise 
trade, financial transactions and currency convertibility. The tradi- 
tional export surplus of the United Kingdom to the Tropics turned into 
an import surplus. There developed a tendency toward bilateral bal- 
ancing in an effort to minimize currency pressure and to establish 
two-way lines of trade in response to the new situation. The basic net 
triangle of groups A, B and C was upset and the system of multilateral 
settlement disintegrated. The situation has remained the same in prin- 
ciple ever since but has.become even more acute after World War IT. 

At present Europe therefore has to face a formidable problem if she 
is going to keep or raise the considerable imports from the United 
States and the Great Plains on which her standard of living largely de- 
pends. Despite trade barriers and the fact that the United States has 
the advantages of large-scale production in most fields, just as Germany 
used to have over the rest of Europe, direct exports to the United States 
may be raised. United States ‘imports from Europe and particularly 
from the Tropics are in fact gaining momentum now during the arma- 
ment boom. It may be possible for Europe to create an export balance 
with the Tropics. Europe would need that export surplus, coupled with 
net exports from the Tropics to the United States, to cover imports from 
the United States. Not much of the European export balance could be 
left for capital investments, which are badly needed in the Tropics. 
Roundabout transfers of interest payments to Europe have largely 
fallen out. Net tourist and freight receipts. may become a source of 
greater dollar earnings. If these measures fail and the European im- 
ports are to be kept or increased, the remaining sources are loans and 
grants from the United States. The prospects for capital movements” 
to Europe are dimmed, however, by. the difficulty of transferring inter- 
est payments and amortizations. The Tropics are in a more favorable 
situation in that respect. A new multilateral system, resembling the old 
one, may therefore be based on United States capital movements going 
through Europe to the Tropics and other underdeveloped countries, 
provided Europe can supply the corresponding exports to these coun- 
tries in competition with American exporters. But with such a basis, the 
system may be fraught with the same elements of instability as during 
the 1920’s unless international cooperation is achieved. . 


~ 


_ CYCLICAL CHANGES IN THE BALANCE OF MERCHAN- 
DISE TRADE OF COUNTRIES EXPORTING 
CHIEFLY PRIMARY PRODUCTS 


By S. G. TRIANTIS* 


I 


On the one hand it has been suggested, tacitly or explicitly, that an — 
unfavourable change in the balance of trade of countries exporting 
chiefly primary products partly accounted for the large-scale default 
on foreign debt of such countries in the early. thirties.» On the other 
hand, in a study of elasticities of demand for imports of several in- 
dustrial and agricultural countries, Dr. T. C. Chang has stated: “It 
would seem that, as the quantity of total world trade is rising during 
world prosperity, the -total imports into agricultural and mining 
countries will be rising faster than those into the industrial countries; . 
and, that, in time of world slump and recession, the former will be fall- 
ing faster than the latter. On a prion grounds, we would. expect oppo- 
site cyclical shifts on the side of exports of different types of country. 
These two facts taken together provide a very important clue to the 
cyclical pattern of change in the balance of payments of different types. 
of country in the world.”? An attempt is made in this paper to indicate 


* The author, instructor in political economy at the University of Toronto, wishes to 
thank Professor G. A. Elliott for helpful comments and suggestions. 


* Data relating to the Balkan countries, quoted in a study published by the Royal Insti- 
tute of International Affairs, show improved balances of merchandise trade (larger export 
surplus or smaller import surplus in absolute terms) in 1931 and 1932 compared to 1928 
and 1929, except for Yugoslavia, whose trade balance in 1931 and 1932 was less favourable 
than in 1929, but more favourable than in 1927, 1928 or 1930, or the average of the years 
1928-1929 or 1928-1930. (Royal Institute of International Affairs, The Balkan States I. 
Economic [London, Oxford University Press, 1936], pp. 24, 73.) However,- impressed 
probably by the state of affairs in some other debtor countries, the authors conclude quite 
surprisingly: “But though the result wes that in 1931-and 1932 the proportion of the 
~ value of ‘exports to that of imports was higher in most cases than it had been since the 
War, the position was in reality not improved, for the absolute value of the export surplus 
was lower’ (ibid., pp. 62-63, italics supplied). 

The favourable change in the merchandise trade balances more than offset the un- 
favourable turn in the Balkan balances of invisible trade. Accordingly, thé factors account- 
ing for the large-scale defaults on foreign debt in the early ’thirties should be sought not in 
the changes of the Balkan trade balances but elsewhere, ceny in the sudden reversal of 
the international flow of capital 

Tse Chun Chang, “International Comparison of Demand for Imports,” Rev. Econ. 
Stud., Vol. 13 (1945/6), p. 65. 

This paper was completed before the publication of Dr. Chang’s book entitled Cyclical 
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why the first statement did not apply to a number of countries export- 
ing chiefly primary products; and to show that. the second statement, 
being too general, neglects significant differences between various 
classes of agricultural and mining exports, and does not correspond with 
the experience during the great depression of several important primary 
exporting countries. An examination of the changes in the balances of 
merchandise trade of the Balkan countries in the great depression will 
serve as a basis for tracing the main factors. which account for the 
changes in the same period in the balances of twenty-five other countries 
exporting chiefly primary products.® . 

In 1928-1929 the trade balances of Roumania, Yugoslavia, Bul- 
garia and Greece showed an import surplus. In 1931-1932 the first three 
countries had an export surplus, and the large Greek import surplus 
had been practically halved in terms of gold.‘ It is impossible to sepa- . 
rate the effects of short-run changés in prices, incomes and economic 
_ activity at home and abroad on the Balkan trade balances, from the 
effects of several other long-term forces and short-term factors that 
acted simultaneously in the years around 1929-—for instance, the re- 
construction, refugee and development problems of the Balkans in the 
twenties, the substantial inflow of foreign capital in the ’twenties and 
the reversal of this flow in the early ’thirties, the policy of agrarian 


Movements in the Balance of Payments (Cambridge, University Press, 1951). Dr. Chang 
suggests now that the trade balance of mining countries tends to improve in thé boom and 
deteriorate in the depression (zbid., pp. 187-89). Concerning the agricultural countries he 
adheres to his original views (zbid., pp. 15, 22, 169-75), and the quotation in this paper is 
reproduced in page 43 of his book with the mining countries now omitted from the third 
line. Accordingly, the remarks which follow in this paper pointing to the need to distinguish 
between various kinds of mining and, chiefly, agricultural exports, -still apply. And the 
explanation, for example, of the improvement of the Australian balance of trade-in the 
slump of the early ’thirties, differs from that given by Dr. Chang in Chapter X of his book. 

* Throughout the following pages reference is made to merchandise trade only. 

Unless otherwise indicated, the trade data in this paper are ston League of Nations, 
International Trade Statistics. 


‘Throughout this paper “1928-1929” and “1931-1932” are used to denote average values 
or volumes for the years 1928 and 1929, and 1931 and 1932, respectively. 

Until September 1931, the Balkan foreien exchange markets were largely free, and iní- 
ports and exports were not, as a rule, controlled by the state. The year 1932 is less satis- 
factory for our discussion since foreign exchange restrictions were adopted by Greece, Yugo- 
slavia and Bulgaria in the autumn of 1931 and Roumania in May 1932, and Greece 
abandoned the gold exchange standard in April 1932. However, these restrictions were 
directed mainly against capital exports, and trade restrictions did not become important 
until late in 1932 or the earlier part of 1933, after clearing agreements had been concluded 
with foreign countries. In addition, foreign countries had preceded the Balkans in imposing 
trade restrictions and probably administered them more effectively than the Balkans, so 
that the system of import restrictions in 1932, taken as a whole, probably worked against 
an improvement in the Balkan trade balances. Accordingly, a comparison of trade data 
relating to the years 1928 and 1929 with data for the years 1931 and 1932 seems to be the . 
best for our purpose, 
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protectionism intensified by important Balkan customers from 1929 
onwards, and such policies as exchange depreciations and exchange 
` and trade restrictions, adopted by many countries from mid-1931 on- 
wards. However, the probable relation of price and income changes’ 
and of the elasticities of supply and demand to the changes in imports 
and in individual export items may be suggested. This analysis should 
make obvious enough the rôle of the Balkan foreign trade pattern in 
the cyclical improvement of the Balkan trade balances in the down- — 
swing after 1929. í 


II 


In 1928-1929, 66 to 78 per cent of the imports of the four Balkan 
countries consisted of “articles mainly manufactured,” plus grains and 
fuel in the case of Greece. Consequently, the percentage fall in the 
total imports of each country between 1928-1929 and 1931-1932 ap- 
proximated the percentage fall in the imports of those goods (see 
Table I). 


TABLE I.—PERCENTAGE FALL IN TERMS OF NATIONAL CURRENCIES, IN THE 
IMPORTS OF INDICATED Goons, TOTAL IMPORTS AND TOTAL Exports or 
THE BALKANS BETWEEN 1928-1929 ano 1931-1932 


Imports of “Articles 


mainly Manufactured,” Total Total 
plus Fuel and Grains : Imports Exports 
for Greece 
Roumania 55.0 30.7 
Yugoslavia 50.4 45.3 
Bulgaria 47.1 26.2 
Greece 35.3 32.9 





a Percentage fall between 1929 and 1931. - 
b The percentage fall between 1929 and 1931 was 47.9. 


Estimates of the fallin the prices of individual imports are not 
readily available. In any case, it appears that the influence of the fall ` 
in prices of imported manufactures, combined with a considerable price 
elasticity of demand for such goods, fell far short of offsetting the 
serious effects on the volume of imports of the following two factors: 
the relative rise in the price of imported manufactures compared to 
. that of domestic goods (due mainly to the heavier fall in money costs 
in industrially less developed countries), and the fall in incomes com- 
bined with a substantial short-run income elasticity of demand for 
imported manufactures. The value of Greece’s grain imports decreased 
` proportionately .more than her imports of manufactures. This was to be 
expected in view of the heavier fall in the price of, and the lower pricc 
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- elasticity of demand for, grains. On the other hand, the value of. Greek 
coal imports fell only 8 per cent. Factors accounting for this phenome- 
non are suggested in following pages.. 

On the whole, as one might have expected, the import values of in- 
vestment goods. and consumer durables and luxuries fell more than 


those of non-durable and essential manufactures. A more detailéd con- . 


sideration of the changes in the various categories of Balkan imports, 
although interesting, is not as necessary for our purpose as the examina- 
tion of the changes in individual exports: the percentage fall in the 


various import items ranged within fairly narrow limits compared to > 


the change in exports, which, in Bulgaria for example, ranged from a 
substantial increase in the export value of eggs to a fall of ‘75.8 and 88.2 
per cent in the export value of essence of rose and silk cocoons, re- 
spectively. 

III 


The Balkan exports may be grouped into four broad classes on the 
basis of those characteristics of the export goods which largely ac- 
count for the different changes in individual exports. 

Class A. Staple foodstuffs and other commodities facing a low price 
elasticity of demand: grain, wine’ and tobacco. The heavy fall in the 
exports of these goods, shown in Table I, tended to change the Balkan 
trade balances adversely: with the exception of Roumanian and Bul- 
garian grain, these exports decreased proportionately more than the 

imports of manufactures, the total imports, and the total exports of the 
respective countries.’ | 


- "Jt is mostly cheap Greek wine consumed by the low-income classes of the Mediterranean 
countries, where it is a necessity. . 

* Since some currencies of primary -exporting countries depreciated much in terms of gold 
in the years 1931-1932 compared to 1928-1929, some a little, and some not at all, and since 
the percentage changes i in exports in this paper are based on the values in terms of national 
currencies, comparison may be made between the changes in the various exports of each 
country, but, as a rule, not between the changes in exports of the same item, or total 
exports, from different countries. . 

A significant rise in Roumanian and Bulgarian wheat exports between 1928-1929 and 
1931-1932 is the main factor accounting for the small 'fall in Roumanian, and the rise in 
_ Bulgarian, grain exports. Wheat was less important among Yugoslavia’s grain exports, which, 

therefore, fell more heavily. The experience of the Danubian Balkans was very different 
'' from that of such important wheat-exporting countries as Canada, Argentina or the United 
States. This phenomenon may be partly ascribed to the relative stickiness of transportation 
costs, which favours a shift to near-by suppliers i in times of falling prices, and to the price- 
support policies of. countries like the United States. The relative.gain in volume of Balkan 
wheat exports may have been enhanced by the fact that the Danubian Balkans are small 
suppliers of grain compared to oversea countries; for the smaller the supplier, the larger 
is the price elasticity of substitution between its exports and similar products of its 
competitors exported to the same markets. See T. C. Chang, “A Statistical Note on World 
Demand for Exports,” Rev. Econ. and Statistics, Vol. 30 (1948), pp. 113-14, and J. J. 
Polak and T. C. Chang, “Effect of Exchange Depreciation on a Country’s Export Price 
Level,” Staff Papers (International Monetary PHa Vol. 1 (1950), p. 53. 
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TABLE IL—PERCENTAGE CHANGE (rise: +, fall: —) IN THE Export VALUE IN 
Terms OF NATIONAL CURRENCIES OF THE MAIN BALKAN EXPORTS 
BETWEEN 1928-1929 ann 1931-1932 





Roumania | Yugoslavia | Bulgaria Greece 


Class A . l 
Grain —11.9 —51.2 +52.8 
Wine l —68.6 
Tobacco —58.18 |. —43.2 


Class B , 
Cheese —26.5 
Eggs —36.9 +13.2. 
Meat, game and meat extract | — 3.4b —28.7 © 
Poultry +121.5 
Currants — 2.9 
Raisins i -+32.5 
Figs i — 18.8 
Plums and other fruit —17.3 
Olives —16.9 
Olive oil -+44.3 


_ Class C 


Crude and residual petroleum, 

and gas oil +14.3 
Motor spirit —18.0 
Refined petroleum (kerosene) —48.3 
Other mineral oils — 53.5 


Class D 
Building timber — 62.9 —57.8 
Hides and skins —64.5 —71.5 — 53.1 
Livestock —49.1 —39.5 —62.2° 


a Percentage fall between 1928-1929 and 1932. 

> Percentage fall between 1930 and 1931. 

° Includes poultry, which has already been listed in Class B. No separate figures are readily 
available. It may be noted, however, that the exports of a broader group of live animals, in- 
cluding poultry, decreased by 31.5 per cent only, compared to a fall of 77.8 per cent in the 
exports of oxen, cows and sheep. This discrepancy is discussed in the text. 


Owing mainly to the specialized nature of resources, the scarcity of 
non-farm employment opportunities and immobility of the Balkan . 
peasant, his lack of capital, and the fairly long gestation period; the 
short-run elasticity of supply of the goods of this class is small.” Their 
supply curve probably shifted somewhat to the right owing to the de- 


‘In bad times, in order to pay taxes and debt service at fixed dates, the Balkan peasant 
works harder and, since agricultural credit is particularly scarce, he has to make considera- 
ble concessions on the price of his product. See J. K. Galbraith and J. D. Black, “The 
Maintenance of Agricultural Production during Depression: The Explanation Reviewed,” 
Jour. Pol. Econ., Vol. 46 (1938), pp. 313-14, D. Gale Johnson, “The Nature of the Supply 
Function for Agricultural Products,” Am. Econ. Rev., Vol. 40 (1950), pp. 543-44 and 564, 
and League of Nations, Economic Committee, The Agricultural Crisis (Geneva, Series of 
League of Nations Publications IL Economic and Financial 1931.11-B.12., Vol. I), p. 14. 
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crease in the cost of seed, containers and a few other requisites. In any 
event, with the shift of a typically inelastic demand curve for such 
goods to the left, there was a heavy fall in their price and a small fall, 
or. even a rise, in their export volume. A heavier fall in their export 
value was avoided due to the low income elasticity of demand for these 
goods.® 

Class B. Non-staple and semi-luxury agricultural products: cheese, 
eggs, meat, poultry, currents, raisins, figs, other fruit, olives and olive 
oil. The changes i in the exports of these commodities, shown in Table 
II, tended: to improve the Balkan trade balances: these exports either 
increased, or decreased proportionately less than the imports of manu- 
factures, the total imports, the exports of the previous class and the 
total exports, of the respective countries. 

As with Class A goods, the short-run elasticity of supply of most 
of the foregoing commodities is small and, probably, their supply 
curve did not shift substantially. The income elasticity of demand for 
these goods is greater than that for Class A goods; but it seems that it 
was not so great as to offset the relatively favourable effects of a higher 
price elasticity of demand for these commodities compared to that for 
Class A goods.’ The price elasticity of demand is higher owing both to 


*For the fall in the prices of Balkan exports af this class see C. Evelpidi, “Die land- 
wirtschaftliche Krise in Griechenland,” Weltwirtschaft Archiv, Vol. 51 (1940), pp. 348 ff.,- 
Otto von Frangeš, “Die wirtschaftlichen Beziehungen Jugoslawiens und die Problematik 
seiner Eingliederung in die Weltwirtschaft,” Weltwirtschaft Archiv, Vol. 37 (1933), p. 129, 
Royal Institute of International Affairs, South-Eastern Europe. A Political and Economic 
Survey (London, Oxford University Press, 1939), p. 160, and League of Nations, Review | 
of World Trade, 1933, p. 40. 

` For some estimates of the price elasticity of demand for goods of this class, see League of 
Nations, Mixed Committee on the Problem of Nutrition, The Relation of Nutrition to 
Health, Agriculture and Economic Policy (Geneva, 1937), pp. 191-93. 

For some estimates of the income elasticity of demand for food, farm products and, 
‘particularly, the goods of this category, see C. Clark, The Conditions of Economic Progress 
(London, Macmillan, 1940), pp. 436 f., and T. W. Schultz, Agriculture in an Unstable 
Economy (New York, McGraw-Hill, 1945), pp. 60 ff. See also J. R. N. Stone, “The 
Analysis of Market Demand,” Jour. Royal Stat. Soc., Vol. 108, N.S. (1945), ‘pp. 314-21. 
The short-run income elasticities of demand sagung be lower than those given by Schultz, 
which refer to the long run. 

’ Owing to the greater importance of variable costs which fall considerably in the imap: 
chiefly the cost of feed, the supply curves for meat, poultry, cheese and eggs probably 
shifted more thai those for the other Class B goods. See, however, J. K. Galbraith and 
J. D. Black, of. ct., pp. 310, 314 and 319 f. 17. 

The income elasticity of demand for protective foods is generally higher than that for 


foods supplying mainly energy. See League of Nations, Mixed Committee on the Problem of - © 


Nutrition, op ct., pp. 186, 256, R. G. D. Allen and A. L. Bowley, Family Expenditure. A 
Study of its Variation. (London, Staples Press Ltd., 1935), pp. 34-36, and E. M. H. Lloyd, 
Food Supplies and Consumption at Different Income Levels (London, Agricultural Eco- 
nomic Society, 1935), quoted in C. M. Wright, Economic Adaptation to a Changing World 
Market (Copenhagen, Ejnar Munksgaard, 1939), pp. 42-43. See also C. Clark, op. cit., 
pp. 439-40, T. W. Schultz, of. cit, p. 60, and G. S. Shepherd, Agricultural Price Analysis 
(Ames, Iowa, The Iowa State College Press, 1941), p. 210. 


-- 
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the nature of the commodities and to the fact that their f.o.b: export 
price constitutes a greater part of the price to the foreign consumer than 
in the case of the bulky commodities of Class A. Since transportation, ` 
handling and warehouse costs are relatively sticky compared to the 
f.o.b. export prices of agricultural produce, a fall in the f.o.b. price of 
the goods of this class tends to affect the quantity demanded more than 
a proportional fall inthe f.o.b. price of Class A goods.” 

Class C. Fuel: mineral oil. Roumania’s total oil exports decreased by 
21.6 per cent, vsz., proportionately less than her total exports, and much 
less than her imports of manufactures and total imports. 

. The short-run elasticity of supply of oil was probably greater ne 
that of Class A goods. Probably the supply curve shifted somewhat to 
the right owing to the fall in the cost of labour, fuel, repair and main- 
tenance of wells and equipment, and miscellaneous supplies. On the 
demand side, it is necessary to distinguish between the various types 
of oil listed in Table II. Not much can be said about the last item . 
(“other mineral oils”); however, it accounted for only about 5% of 
Roumania’s oil exports in 1928-1929. The price and income elasticities 
of demand for the third item (kerosene or Jamp oil) should be similar 
to those for most goods of Class A, in which kerosene should be in- 
cluded; the low price. elasticity of demand probably accounts for the 
heavy falli in exports. The income elasticity of demand for the first item 
of Table II, Class C, which is composite, was, on the whole, higher than 
that for motor spirit, which, in turn, was probably somewhat greater 
than that for Class A goods. However, it seems that the income elastic- 
ity was not so great as to offset the relatively favourable effects of a 
higher price elasticity of demand for the first two items of Table II, 
Class C, compared to that for Class A goods.** The expansion of avia- 


For the price elasticity of demand for the commodities of this class see League of 
Nations, Mixed Committee on the Problem of Nutrition, op. cit, pp. 191-93. If Harrod’s 
suggestion that the price elasticity of demand increases in depression years as compared 
with prosperity years, is correct, one may expect the elasticity to rise more for the goods- 
of this class than for those of Class A. (See R. F. Harrod, The Trade Cycle [Oxford, 
Clarendon Press, 1936], pp. 12-22 and 85-87. See, however, J. J. Polak and T., C. Chang, 
“Effect of Exchange Depreciation on a Country’s Export Price Level,” op. cit., pp.-56, 60.) 

For the changes in prices of Class B goods see Otto von Frangeš, op. cit., p. 129, and 
R. B. B. Tollinton, Economic Conditions in Bulgaria (London, H.M.S.O., 1935), p. 70. See 
also League of Nations, Review of World Trade, 1933, pp. 40-42. 

1 The influence of changes in consumer income on the amount of motor spirit consumed 
“ig partly of a direct character, but is in a more important degree transmitted through the 
_ change in the number of automobiles in good operating condition.” As a consequence, the 

demand for motor spirit “is only moderately sensitive to cyclical changes in income.” 
(J. S. Bain, The Economics of the Pacific Coast Petroleum Industry [Berkeley, University 
of California Press, 1944], Part I, p. 202). 

For the price élasticity of demand for the first two items of Table I, Class C, which ^` 
may be considerable, see R. F. Mikesell and H. B. Chenery, Arabian Oi! (Chapel Hill, The . 


`N 


76 THE AMERICAN ECONOMIC REVIEW 


_ tion in the years considered tended to increase the demand for -the 
first two items of Table II, Class C.” Finally, the importance of rela- 
tively sticky transportation costs, the heavier fall in money costs in 
less developed economies, production restrictions in the United States, 
and restrictions of exports from other oil-exporting countries, Ope, 
‘helped Roumania’s oil exports.% ` 
~ Class D. Raw materials (except fuel) and other goods facing a con- 
siderable income elasticity of demand: building timber, hides and skins, 
and livestock. The heavy fall in the exports of these ‘goods, shown in 
Table II, tended to change the Balkan trade balances adversely: with 
the small exception of Yugoslavian livestock, these exports decreased 
proportionately more than. the imports of manufactures and the total 
exports of the respective countries. . 

The short-run elasticity of supply of building timber should be 
greater than that of most Class A goods. The supply curve for timber 
probably shifted to the right owing mainly to the fall in the cost of . 
labour. The price elasticity of demand for building timber, and hides 
and skins, could not have been high: their value constitutes a small 
part of the cost.of the final goods and there are probably no home- 
produced substitutes in the importing countries. In any event, the heavy 
fall in the export prices and values of these goods should. be ascribed 
chiefly to a short-run income elasticity of demand which, in all likeli- 
- hood, was higher than that in any of the previous classes.” 


University of North Carolina Press, 1949), p. 158, C. F. Roos, Dynamic Economics (Bloom- 
ington, Ind., The Principia Press, 1934), pp. 26, 30-35, 38-40, E. V. Rostow, 4 National 
Policy for the Oil Industry (New Haven, Yale University Press, 1948), p. 13, and National 
Bureau of Economic Research, Price Research in the Steel and Petroleum Industries (New 
York, National Bureau of Economic Research, 1939), pp. 153-54. 

See American Petroleum Institute, American Petroleum Industry (New York, Ameri- 
can Petroleum Institute, 1935 oF pp. 103-5. 


U The effects on export prices and volumes, of the monopolistic ee of the oil 
industry and of secret international combinations‘to control prices, outputs or exports, 
have not been, and epparently cannot be, fully ascertained. See, for example, R. F. 
Mikesell and H. B. Chenery, op. at., pp. 114-15. 

In August 1932 Roumania reluctantly became a party to the Paris Agreement on restric- 
tion of oil exports which had been concluded in the previous month. However, in spite of 
_ the fact that Roumania’s export quota was fixed more liberally than that of other oil- 
exporting countries, her producers did not; at least until the end of 1932, restrict their 
exports to conform to the Paris Agreement. See The Economist, Vol. 115 (1932), pp. 
237-38, 425, 1098. 


* See Otto von Frangeš, of. cit., p. 129. See also apie of Nations, Review of World 
Trade, 1933, pp. 44-46. 

*Tt may be noted also that many Class A, and more D, goods are storable for longer 
periods than Class B goods, and therefore are more subject to speculation. When import 
traders become panicky in such a business downswing as the one after 1929, decreases in 
prices might easily be followed by reduction in stocks. 

‘Another factor accounting for the fall in Roumanian and Yugoslavian timber exports 
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The short-run elasticity of supply of livestock is small. The supply 
curve probably shifted to the right owing mainly to the fall in the cost 
. Of feed. The price elasticity of demand for livestock is probably lower 
than that for meat and poultry, which have been included in Class B: 
its value constitutes a smaller part of the cost of the final commodity 
than in the case of those goods. Since transportation, handling, ware- 
house and processing costs are relatively sticky compared to the f.o.b. 
export prices of agricultural goods, a fall in the f.o.b. price of livestock 
tends to affect the quantity demanded less than a proportional fall in 
the f.0.b. price of meat. Finally, the short-run income elasticity of de- 
mand for livestock is probably greater than that for meat and poultry, 
and this contributes to a greater fall in the former’s export value in the: 
slump. The Balkan export trade statistics show that, generally speaking, 
the smaller the size of the animal the lesser is the fall in exports, since 
the smaller the animal the more it is a consumption good, and so is 
meat, and the larger the animal the more itis a capital good.”* 


IV 

The foregoing analysis suggests that, together with an exceptionally 
moderate fall in the exports of some Class A or D goods, it is the exports 
of non-staple and semi-luxury foodstuffs and Roumanian oil that ac- 
count for the favourable turn in the Balkan trade balances, 1.e., of 
goods facing a substantial price, and a fairly low short-run income, 
elasticity of demand. The favourable change in the Balkan balances 
might have been related to the unfavourable turn in the Balkan terms 
of trade in the years 1928 to 1932." 

An inspection of data relating to Greece’s trade balance in the busi- 
ness cycles since the late 1860’s reveals that, when her terms of trade 
turned unfavourably, her trade balance changed favourably, and vice 
versa. The peak years 1873 and 1900 saw the least favourable terms - 
of trade for primary exporting countries and the most favourable Greek 
balances of trade of the respective cycles; the peak. years 1882, 1907, . 


was the growth of Russian competition in the period considered. 

A very high income elasticity of demand was probably responsible for the tremendous 
fall in the Bulgarian exports of silk cocoons and essence of rose~-88.2 per cent and 75.8 
per cent, respectively. However, a long-term decline in the foreign demand for essence of 
rose for the church services in Russia and the perfume industry of Western Europe was also 
` under way. 

For example, between 1928-1929 and 1931-1932 the export jalde of Roumanian oxen 
fell by 60.8 per cent, while that of pigs fell only by 34.7 per cent. See also Table U, note 
(c). 

* Estimates of the changes in Yugoslavia’s terms of trade, for example, are found in 
League of Nations, Review of World Trade, 1937, pp. eos 
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"1929 and 1937 saw most favourable terms, and least favourable bal- 
ances, of trade.*® 

Such an inverse relation between nga in the terms, jnd changes 
in the balance, of trade, as has been observed for the Balkans i in the | 
. great depression and Greece in earlier and in recent cycles, might be 
expected if the volume of imports responds readily to the change in- 
the ratio of foreign to domestic prices, and the price elasticity of de- 
mand for exports is not too low. In predominantly agricultural coun- 
tries with low per capita incomes, an adverse change in the terms. of 
trade in the slump may be the main factor responsible for a fall in real 
income; the consequent fall in imports may be considerable, particu- 
larly since living standards are low and many. of the imported manu- 
factures are luxuries or semi-luxuries for the population. Moreover, 
in a depression stich as that of the early ’thirties, the relative rise in the 
- price of imported manufactures compared to that of domestic goods 
(due mainly to the heavier fall in money costs in less developed coun- 
tries), leads the Balkan middle class and, chiefly, the worker and peas- 
ant to forego many imported articles or to shift to low-quality domestic 
substitutes. Finally, as already indicated, a considerable price elas- 
ticity of demand may be found for the Balkan non-staple and semi- 
luxury agricultural products and for the bulk of Roumanian oil. - 

Data relating to cyclical changes before 1914 in the trade balances 
of most primary exporting countries are not readily available. With 
more statistical information one might find that, ceteris paribus, the 
more important are Class B and C goods among the exports of a pri- 
mary exporting country, the greater is the tendency for its trade balance 
to turn favourably in the slump when its terms of trade turn unfavour- 
ably, and to turn unfavourably when its terms of trade turn favourably; 
and, that if both the terms and the balance of trade improve in the 
slump, the more important are Class B and C goods among the exports, 
the greater is the tendency for the improvement in the balance to be 


* No clear-cut change either way can be seen in the trade balances of the years around | 
the 1890 peak. The cycle around 1920 is not considered since Greece was at war. The | 
Greek trade data are found in X. Zolotas, Greece on the Way to Industralization. (in 
- Greek) (Athens, Greca Co, 1929), pp. 155-56, and The Supreme Economic Council of 
, Greece, The Greek Economy in 1939 (in Greek) (Athens, 1940), p. 33. 

In a consideration of the relation between changes in the terms, and changes in the 
balance, of:trade of countries exporting B and C goods, Greece is a particularly useful case. 
For, currants were her foremost export before her territory was expanded in the years 
1912-1918 to include large tobacco-growing areas. 

» It is essential to bear in mind that in comparing countries among whose exports B and 
C goods are important with others exporting more A and D goods, it is assumed that the 
dependence of real incomes on the terms of trade, the income elasticity of demand for 
imports and the responsiveness of the volume of imports to the change in the ratio of 
foreign to domestic prices, are the same in either case. 
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great when the improvement in the terms is small (and if both terms 
and balance deteriorate, the greater is the tendency for the adverse 
change i in.the balance to be small when the adverse turn in the terms 
is great). On the other hand, one might find that ceteris paribus, the 
more important are Class A and D goods among the. exports of a pri- 
: mary exporting country, the greater is the tendency for its trade balance 
-to turn unfavourably in the slump irrespective of how its terms of trade 
-change; and, that the smaller is the adverse.turn in the terms, the smal- 
ler is the adverse change in the balance of trade. 


V 


In the years around 1929 Class A and D goods were predominant 
among Balkan exports: in 1928-1929 they accounted for about three- 
- quarters of the Bulgarian exports, 60 to 65 per cent of the Roumanian 


and Greek exports, and 53 to 60 per cent of those of Yugoslavia. Under , > 


such conditions, for the Balkan trade balances to turn favourably it was ` 
necessary that some Class B or C exports should decrease very little or 
rise, or/and some Class A or D exports should not fall too heavily. 
Most of these execption cenges in Balkan exports have been men- 
tioned earlier.*° 

In the years around 1929 Class B and C goods made up over half 
the total exports of New Zealand, Venezuela, Portugal, Denmark and ` 
Persia, The first four countries had a more favourable trade balance 
in 1931-1932 than in 1928-1929, in terms of both domestic. currency 
and gold. Persia’s export surplus on the average for 1930/1 and 1931/2 
was higher than that for 1927/8 and 1928/9 both in terms of domestic 
currency and British pounds, but somewhat lower in terms of gold.” 

In 1928-1929 frozen meat, butter and cheese, taken together, con- 
stituted 53.4% of New Zealand’s exports, compared to 35.5% ac- 
counted for by wool and “skins, hides and pelts.” Between 1928-1929 
and 1931-1932 her meat, butter and cheese exports decreased in terms 
of New Zealand £ by 13.9%, 12.3% and 29.4%, respectively, while her 
exports of wool and “skins, hides and pelts” fell by 65.0% and 65.6%, 
respectively. Her total exports fell by 36.2% and her imports by 49.0%. 
= Between 1928-1929 and 1931-1932 the percentage change in Vene- 
zuela’s main exports in terms of ‘bolivares was the’ following: Class A: 

2 The following factors helped in the favourable change of the Greek trade balance. 
Firstly, Class A and D goods made up about ‘two-fifths’ of the country’s imports in 1928- 


1929. Secondly, in the base period Greece’s exports were ‘equal in value to only 31. 5 per - 
cent-of her imports. 


= The average for the Persian civil years (March 22 to March 21) 1927/8 and 1928/9 is . ` 


compared with the average for the civil year 1930/1 and the economic year June 23, 1931 
to June 21, 1932, ° 


4 New Zealand Official Year-Book, 1931, 


x 
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‘coffee 42 9, cocoa —46.8. Class C: crude petroleum —1.1, gasoline < 
+114.5, benzine +84.9. In 1928-1929 Class C goods accounted for- 
about three-quarters of the country’s exports. Consequently, the - 
latter decreased in terms of bolivares only by 7.8%. Venezuela’s im- 
ports fell by 56.5%.” 

Between 1928-1929 and 1931-1932 the percentage change in Portu- 
gal’s main. exports in terms of escudos was the following: Class A: 
common white wine —65.1, common red wine — 63.3. Class B: tinned 
sardines +5.5, all tinned fish —4.2, other fish ~28.7, olive oil —22.4,° 
' madeira wine — 26.5, port —11.2. Class D; cork, sheets and raw —55.9. 
Since port and tinned sardines accounted for over one-third of Portu- 
gal’s exports in 1928-1929, in spite of the heavy fall in such exports as 
cork and red wine, the escudo value of her total exports fell only 23.7%, 
compared to a decrease of 35.1% in imports.** And since in the base 
period exports were equal to only 40 4% of imports, the import sur- 
plus fell from 1,552.6 million escudos in 1928- 1929 to 889.0 million 
in 1931-1932. 

In 1928-1929 three Class B goai, viz., bacon, eggs and butter, ac- 
counted for 66.5% of Deénmark’s exports: cattle (Class D) made up 
another 4.9%. Between 1928-1929 and 1931-1932 the krone value of 
the three Class B exports fell by 15.6%, 8.3% and 31.7%, respectively; 
cattle exports fell by 68.1%..Denmark’s total exports and imports 
fell by approximately the same percentage—25.8 and 25.3 per cent, 
respectively. But since in the base period exports were equal to only 
about 94% of imports, her import surplus was reduced from 101 
million kroner in 1928-1929 to 83.7 million in 1931-1932. | | 
_ In the years 1927/8 and 1928/9 mineral oils (Class C) accounted 
for about two-thirds of Persia’s total exports, and fruits (Class B) 
made up another 4 to 5 per-cent. Between 1927/8-1928/9 and 1930/1- 
1931/2% the exports of these goods increased in terms of domestic cur- 
rency by 23.6% and 79.5%, respectively. Total exports rose by 23.5% - 
and imports fell by 3.4%, raising the export surplus from 521.5 million 
rials in 1927/8-1928/9 to -852.1 million in 1930/1-1931/2, and by a 
smaller percentage in terms of British pounds. me 

A third group of countries exporting chiefly primary products, viz., 
Brazil, Colombia, Australia, Hungary, Poland and Spain, also ex- 
perienced adavowrabie tura i her trade balances between 1928-1929 . 


a See infra, f. 31. 

“ Portugal applied foreign exchange control only from October 1932 onwards. 

* See supra, f. 21. 

* In terms of gold there was a slight fall in the Persian export surplus: the smaller per- 


centage decrease in exports than in imports was unable to prevent it, since in the base 
period imports were equal to only 59.5 per cent of exports, 
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and 1931-1932, in terms of both domestic currency and gold.” In 1928- 
1929 Class A and D goods constituted over half the total exports of 
each of the first five countries-and slightly over half the non-industrial 
exports of Spain. Considerations of space do not permit more than a 
brief account of the main factors responsible for the favourable turn 
in their trade balances. 

The total imports of these six countries decreased in terms of 
domestic currency by more, while those of the nine countries previously 
considered fell by less, than 57%.* In addition to the heavy fall in the 
gold value of the currencies of Brazil, Australia and Spain ‘and the 
slight fall in that of Colombia, and.to the foreign exchange control 
adopted in 1931 by Brazil, Colombia, Hungary and Spain, special 
circumstances in some of these countries, for instance Brazil, greatly 
contributed to the sharp reduction in imports.” It should be added, 
however, that even a considerably smaller fall in imports would have 
been sufficient for the balances of all six countries to turn favourably. 
A common characteristic of all fifteen countries that had a favourable 
turn in their trade balance, except Hungary and Spain; is that their _ 
total exports decreased in terms of domestic currency by less than 
46 per cent. 

A and D goods predominated heavily among the exports of Brazil, 
Colombia and Australia. But Australia’s wheat exports, which in 
1927/8-1928/9 accounted for 12.8% of her total exports, decreased 
exceptionally little (only by 2.9% in terms of domestic .currency 
between 1927/8-1928/9 and 1930/1-1931/2, compared to a decrease 
of 34.3% in her total exports); and the fall in coffee exports (Class 
A), which in 1928-1929 accounted for about two-thirds of Colombia’s 
exports and 71% of Brazil’s, was comparatively moderate.” 


“The Australian data are for financial years: July 1 to June 30. The years 1927/8 and 
1928/9 are compared with the years 1930/1 and 1931/2. 
* See, however, supra, f. 6. 


*TIn the years before 1930 Brazil had experienced an unprecedented T due to 
bumper coffee crops combined with price stabilization at a high level and excessive advances 
to the planters; and the heavy fall in imports in the depression should be largely ascribed 
to the poverty and indebtedness of the planters and their employees after the crash of 
October 1929. 

* Between 1927/8—1928/9 and 1930/1—1931/2 the value of Australia’s exports of wool 
and “hides and skins” (Class D) decreased by 49.8 per cent and 68.6 per cent, respectively. 
Her exports of meat, butter and fruit (Class B) increased by 10.0 per cent, 24.3 per cent 
and 17.9 per cent, respectively. 

The fact that Australian wheat exports declined so little should be related chiefly to 
exceptional circumstances in the Far East. The volume of wheat, flour and rice imports of 
China increased by 70.5 per cent in 1931-1932 over 1928-1929, while in 1934-1935 it was 
only 7.9 per cent higher than in 1928-1929. On the average for 1931 and 1932 China im- 
ported 1.15 million metric tons of wheat against only 0.21 million for 1928 and 1929; in 
- 1934, 1935 and 1936 the volume of wheat imports had fallen again to only 0.46, 0.52 and 
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A and D goods were much less predominant among the exports of 
Hungary and Poland and the non-industrial exports of Spain, than in 
the case of the foregoing three countries. Other factors accounting 
for the favourable turn in the trade balances of these three countries 
were: the-moderate fall in the exports of animals (Class D) from 
Hungary, cereals and flours (Class A) from Poland, and some industrial 
goods from both countries, and the fact that in the base period Spain’s 
exports were equal to only 73.6% of her imports. 

For the favourable change in the trade balances of the foregoing 
fifteen countries the following conditions were significant: B and 
C goods constituted a substantial percentage of the exports, or/and 
some Class B or C exports decreased exceptionally little or rose, or 
some important Class A or D exports decreased exceptionally moder- 
ately. In addition to the countries considered there were a few other 
primary exporting countries that also had a favourable turn in their 
trade balance in the great depression." But the experience of many 
other important countries exporting chiefly primary products does not 
correspond with Dr. Chang’s statement quoted in the opening para- 
graph of this paper. These countries probably account for a larger per- 


- centage of the world’s primary exports than the countries that had a 


f 


favourable turn in their trade balance. Again, considerations of space 
donot permit more than a brief account of the main factors responsible 
for the unfavourable turn. in the trade balances of a group of such 
countries.” 

Class A and D goods TE E heavily among the exports of 


0.12 million tons, respectively. Australia’s total exports to China rose from £ A 0.71 milion 
on the average for 1927/8 and 1928/9 to £ A 4.15 million for 1930/1 and 1931/2. The 


. volume of Australia’s total wheat exports rose from 1.83 million tons on the average for 


1927/8 and 1928/9 to as much as 3.36 million for 1930/1 and 1931/2. 
‘For the changes in coffee exports see also infra, p. 85. 


_"For example, the following factors largely contributed to a favourable turn in the 
trade balance of some small Latin American countries. Firstly, the fall in some of their Class 


-A or D exports, e.g., coffee, was exceptionally moderate; see infra, p. 85. Secondly, their 


imports of manufactures fell sharply. And thirdly, a substantial percentage of their imports 
consisted of Class A goods, such as wheat and wheat flour: some of the smaller Latin 
American countries, e.g., Haiti, the Dominican Republic and Nicaragua (and, to a lesser. 
extent, such countries as Brazil, Venezuela, Uruguay, Ecuador, Bolivia and Paraguay), were 
not agriculturally self-sufficient ; “instances wherein agricultural workers produce a food 
staple for export and import the foods necessary for their subsistence are far from rare in 
these countries.” (P. R. Olson and C, A. Hickman, Pan American Economics [New York, 
John Wiley & Sons, Inc., 1943], p. 4.) 

"Tt was not the purpose of- this writer to consider a number of countries that expert- 
enced an unfavourable change In their trade balance between 1928-1929 and 1931-1932, 
approximately equal to that of countries with a favourable change. In addition to the 
Balkans, twenty-five important primary exporting countries were taken (for which fairly 
satisfactory foreign trade data are available), and it just turned out that of the twenty-nine 
countries, fifteen had a favourable change in their balance and fourteen an unfavourable. 
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‘Argentina, Bolivia, Canada, Ceylon, Chile, Cuba, Egypt, the Dutch 


ha 


East Indies, British Malaya, Mexico, the Philippines. and Siam.” 
Although they were somewhat less important among the exports of 
China and India, in 1928-1929 they made up a little less than two- 
thirds of the exports of each of the two countries. Under such condi- 
tions, exceptionally moderate falls in the exports of a few Class A or 
D goods were unable to offset the adverse effects of heavy falls in the 
bulk of Class A and D exports on the trade balances of this group of 
countries.** Except for Argentina, the Philippines and China, between 
1928-1929 and 1931-1932% the total exports of each country in this 
group decreased in terms of domestic currency by more than 46 per 
cent, compared to less than 46, per cent for thirteen of the fifteen 
countries that had a favourable turn in their trade balance.” 

In concluding this brief examination of the changes in the years 
around 1929 in the trade balances of twenty-nine countries exporting 
chiefly primary products, it may be interesting to note that of the 
fifteen countries whose trade balance turned favourably after 1929, 
seven changed from an import to,an export surplus, and only four 
remained with a deficit in 1931-1932. Of the fourteen countries whose 
balances turned unfavourably, ten had, and remained with, an export 
surplus; only Canada, Egypt and British Malaya changed from an 
export to an import surplus between 1928-1929 and 1931-1932, and 
China’s deficit increased. So the depression, at least up to the average 
for the years 1931 and 1932, occasioned the appearance of a mer- 
chandise trade deficit or an increase in such a deficit, in the balance 
of only four of the twenty-nine countries considered. 


SIn the 1930's, the Latin American countries listed in this group together with Vene- 
zuela, Brazil and Colombia, included in previous groups, accounted for well over four-fifths 
of the total exports from, and the total imports to, Latin America. 

* Of the. countries in this group only Bolivia and Argentina had a slightly higher per- 
centage fall in imports than in exports between 1928-1929 and 1931-1932. But, since in 
1928-1929 Bolivia’s imports were equal to only 53 per cent of her exports, her export 
surplus in terms of bolivianos was more than halved. Unlike the other countries of this 
group, Argentina’s export surplus rose slightly in terms of national currency; but it fell in 
terms of gold, or even of British pounds. Unlike some other Latin American countries (see 
supra, f. 31), the importance of staple foodstuffs (Class A) among the imports of Argen- 
tina and Mexico (another country whose balance turned unfavourably) was very small; on 
the other hand, fuels (Class C) were important in the import trade of Argentina and, to a 
lesser extent, Bolivia and Chile (other countries whose balances turned unfavourably). 


= For Canada and Siam: average for the years (April 1 to March 31) 1927/8 and 1928/9, 
and 1930/1 and 1931/2. 


” See, however, supra, f. 6. It may be interesting to note that while a fall in exports in 
terms of national currency of 46 per cent provides a good dividing point between the coun- 


` tries that had a favourable and those that had an unfavourable change in their trade 


balance, no comparable uniformity can be found on the imports side; the decreases in 
imports were much more diverse. 
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TABLE II.—CLASSIFICATION OF THE MAIN PRIMARY EXPORTS OF TWENTY-NINE 
f COUNTRIES EXPORTING CHIEFLY PRIMARY PRODUCTS* - 


Class A. Staple foodstuffs and other commodities facing a. low price elasticity of de- 


mand., 
Wheat Coffee Rice Common wine, red: or white 
Other grain Tea ' Sugar Kerosene 
Flour Cocoa Tobacco ` 


Class B. Non-staple and semi-luxury agricultural products, 


Currants Tomatoes _ Cheese Madeira wine 
Raisins Onions Butter Port 
‘Figs Fresh vegetables Eggs Other fine wine 
Dates Poultry Olives Cigars 
Oranges Lard and bacon Olive oil 
Bananas Frozen meat Tinned fish 
Other fresh or dried Other meat and Other fish 

fruit game 
Class C. Fuels. 
Crude and residual petroleum, and fuel oil Coal 
Gasoline and motor spirit Coke and briquettes 
Benzine l my 


Class D. Raw materials, except fuel, and other goods facing a considerable it income elas- 
ticity of demand. 


Iron ore Building timber Feathers 
Semi-manufactured iron Other timber Cotton seed 
Zinc and zinc ores Unmanufactured wood Linseed. 
Lead : Semi-manufactured wood  , Copra, copra-meal and 
Tin and tin ores ` Wood pulp copra-cake 
Copper and copper ores, Cork, sheets and raw Peanuts A 
¥ matte, etc. Greasy wool > Dessicated coconuts 
Nickel Scoured and washed ‘wool Coconut oil 
Nitrate of soda l Raw cotton Molasses 
Raw rubber Silk ' Opium 
Livestock Raw jute 
Hides and skins Unmanufactured manila 
. hemp (abaca) 
Agave fibres (maguey, hene- 
quen, sisal) 


* The countries are: Roumania, Yugoslavia, Bulgaria, Greece, New Zealand, Venezuela, 
Portugal, Denmark, Persia, Brazil, Colombia, Australia, Hungary, Poland, Spain, Argentina, 
Bolivia, Canada, Ceylon, Chile, Cuba, Egypt, the Dutch East Indies, British Malaya, Mexico, 
the Philippines, Siam, India and China. ore 


VI 


The items which in the period considered constituted the great bulk 
of the primary exports of the twenty-nine countries are found classified 
in Table III. On the whole, the exports of Class A and D goods fell 
heavily compared in each case to the fall in other exports, total ex- 
ports and imports of the respective countries; Class B and C exports 


— 


TRIANTIS: CYCLICAL CHANGES IN MERCHANDISE TRADE ‘85 


fell lightly or rose. Some of the exceptions to this statement which can 
be traced to circumstances relating to certain commodities in particu- 
lar countries or regions, have been noted in foregoing pages." 

While a finer subdivision of the four classes of Table UI is not 
undertaken-here, it may be noted that there are interesting differences - 
‘between goods included in the same class. For example, there are 
considerable differences in the conditions and elasticity of supply and 
the price and income elasticities of demand for coffee, tea and other 
Class A goods. Consequently, while tea and coffee exports fell sub- 
stantially in the years considered, they decreased comparatively less 
than the exports of several other A goods. Again, between tea and 
coffee there are important differences. Finally, the fall in the coffee and 
tea exports of different countries was not “uniform” in the down- 
swing after 1929, 


VII 


It has sometimes been suggested that in the great depression holders 
of British Empire securities fared better than creditors of Latin Ameri- 
can countries partly because “the exports of the larger Dominions and 
colonies are comparatively well diversified.”*® Again, discussing the 
inevitability of foreign exchange fluctuations of primary producing 
countries, the authors of International Currency Experience have 
noted: “The growing industrialization of primary producing countries 
may well be another and more fundamental change tending to reduce 
the need for exchange fluctuations. Industrialization has been one way 
in which these countries have reacted to the instability of their 
balance of payments. The economic structure of the typical agri- 
cultural country is becoming more diversified. Its balance of payments 
is less dependent on the wide cyclical swing of prices of staple products 


" Some commodities may belong to one class or another depending on various circum- 
stances. For instance, rice should be included in Class A or B depending on the country of 
destination, since in some countries (Far East) it is a staple foodstut, while in others 
(Europe) iti is a Class B good. 


* Many: of the differences between coffee, tea and other Class A coal as well as the 
main factors accounting for the gains of Colombia and other Latin American coffee- 
exporters in the depression at the expense of Brazil, may be deduced from perusal of V. D. 
Wickizer, The World Coffee Economy, with Special Reference to Control Schemes (Food 
‘Research Institute, Stanford University, California, 1943), Chaps. V-XI, and idem, Tea 
_tnder International Regulation (Food Research Institute, Stanford University, California, 
1944), Chaps. I-V. 

Some effects of price-support schemes and production and export restrictions on exports 
of primary products have been suggested, for example with reference to Balkan exports of 
wheat and mineral oil. Similar schemes, national or international, affected in one way or 
another a number of other primary exports of various countries, for instance, .coffee, tin 
and cotton. 


* Royal Institute of International Affairs, The Problem of Internationa Investment 
(London, Oxford University Press, 1937), pp. 253-54 and 279-80. 
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on the world markets. These tendencies may help to promote stability . 
of exchange rates in the countries in question.”® These statements 


' would seem to require some qualification. 


Of: the countries of the British Commonwealth considered i in this 
paper two had an extremely concentrated export trade: in 1928-1929 . 
four commodities in each case accounted for about 82 to 85 per cent 
of the exports of Néw Zealand and Ceylon. But one country was ex- 
porting the “right” commodities and one the “wrong’—one had a 
favourable and’ one an unfavourable turn in its trade balance. In 
1928-1929 six commodities in each case constituted about three- 
quarters of the exports of British Malaya and Australia. The former 
had an unfavourable, and the latter a favourable, change in her trade 
balance. Finally, Canada and India had the most diversified export 
trade: in 1928-1929 thirteen and eleven commodities, respectively, 


were required to make up three-quarters of their exports. But they 


were not exporting the “right” commodities and the trade balances of 
both countries changed unfavourably. 
No general statement can be made regarding the effects of industriali- 


zation or diversification of exports on the cyclical changes in the trade 


= 


_ balance of primary producing countries. Industrial countries tend to 
` import more Class A and, chiefly, D goods than they export. However, 
’. they also tend to export more industrial goods of a durable or luxury 


nature than they import, and such goods face a high short-run income 
elasticity. of demand. Moreover, their exports of manufactured con- 
sumer goods to less developed countries, are affected in the slump by 
the considerable short-run income elasticity of demand for such 
articles and the heavier fall in the prices of domestic goods in such’ 
countries. Diversification of exports might be desirable if it leads to 
a relatively greater export of “right” products, which, generally speak- 
ing, are goods with a substantial price, and a low short-run income, 
elasticity of demand.* While manufactured consumer goods may be 
better in this respect than staple foodstuffs or raw materials, Bulgaria 
and Greece might have hoped for a more favourable turn in their trade 
balance in the early ’thirties had they substituted more non-staple and > 
semi-luxury agricultural exports for some of their tobacco exports, 
than if they had been able to export more manufactures instead.** 

“League of Nations, Economic, Financial and Transit Department, International Cur- 
rency Experience: Lessons of the Interwar Period (Princeton, 1944), p. 136. 

“Naturally, what are the “right” exports will depend also on the ens and com- 
mercial policies of the country’s trading partners. 

“The discussion in this section is based on the assumption that the terms of trade change 
between boom and slump in the way they did in the cycles around 1929 and 1937.. 


THE STABILITY OF STATE AND LOCAL TAX YIELDS 
By Harotp M. Groves anp C. Harry KAHN* 


The purpose of this article is to throw some light on the concern 
with stability of tax yields which exists at the state and local level. 
Our presentation consists of a statement on the nature of the problem; 
a statistical investigation of the income elasticity of various state and 
local taxes, and of seven state tax systems as a whole; and a discussion 
of the effects on tax yields of (a) changes in income due to output 
and due to price level variations, and (b) the degree of progression: 
of state income taxes. 


I.—Nature of the Problem 


- Public finance literature of recent years has given much attention 
to the question of built-in flexibility in the federal tax system in general, 
and the income-elasticity of some of the taxes of which the system is 
composed in particular. On the state and local level, however, interest 
in relation to the ups and downs of the economy still centers on stability 
rather than flexibility.. The continued emphasis on sales and excise 
taxes in most state tax systems is in part attributable to this trend? 

Stability of revenue is, properly speaking, a special case of adequacy. 
Although adequacy is not included among Adam Smith’s canons of 
taxation, it is frequently considered an important qualification of a 
good state and local revenue system. By adequacy is meant not only 
the capacity of a particular tax to produce a given initial amount of 
revenue but also its capacity to sustain this level in such a manner as 
to permit the maintenance of a given volume and quality of govern- 
mental services. A “fairly” stable tax system, and it should be re- 
membered that state and local governments depend primarily on taxes 
to finance their services, is thus one which assures the treasury an 

* The authors are, respectively, professor of economics and fellow in economics at the 
University of Wisconsin. 


*State tax studies in recent years have given as much emphasis to stability of revenue 
as to the “productivity” and ease of collection of the taxes under consideration. See Report 
of the Tax Revision Committee, State of Georgia, 1950; Indiana Tax Facts, Department of 
Treasury, State of Indiana, 1944; Study of the Tar and Revenue System of the State of 
Ohio and Its Political Subdivisions, State of Ohio, 1947; Report of the Taxation Commit- 
tee of the Legislative Council, State of Wisconsin, 1950. 


1R. W. Lindholm, “State Fiscal Activity, 1945-49,” Nat. Tax Jour. (Sept., 1950), p. 244. 
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_ approximately constant real income over a period of time. In a period 
of changing prices, assuming that money incomes change in proportion ' 
to the price level, tax yields would have to change in proportion to the 
change in income in order to maintain the level of government services. 
However, when total money income changes due to a change in real 
` output with a constant price level, tax yields could remain constant and 
still sustain government services. But in most cases, except when the 
expansion of total money income has passed the point of full employ- 
ment, changes in both price level and real income are involved. It 
follows that in general, from the point of view of maintaining a given 
level of tax-financed government services, tax yields may be allowed 
to vary in the same direction as total income, but the variation should 
be less than in proportion to the variation in total income. 

Thus, in contrast to the federal government whose special and 
strategic position in the economy makes deficits and surpluses from 
fluctuating revenues a blessing and hence instability of taxes (built-in 
flexibility) a virtue, the states and. their subdivisions are primarily 
interested in’ “built-in stability” and, theréfore, in taxes whose income- 
- sensitivity is low. Like the individual firms under pure competition, 
whose wage-costs and prices are data to which they must adjust, these 
smaller units of government are also part of what is studied under the ` 
heading of “microeconomics.” They have few if any of the unique 
powers that make fluctuating tax yields a matter of minor concern to 
the federal government. This study, accordingly, is devoted to the prob- 
lems arising from the desire for revenue stability on the part of state 
and local authorities. 


Il.—Classtfication of Taxes dea to Their Stability Record 


As has been pointed out above, the cost of government is likely 
to fluctuate less than income payments. Hence, if it is desired to main- 
tain intact at all times the level of government services and to finance 
them from taxes primarily, the total of state and local tax revenues 
has to be of less than unit income elasticity.* In order to judge the ex- 
tent to which the tax yields of a given state fulfill the stability require- 
ment, it is necessary to obtain elasticity coefficients for the various 
state ‘and local taxes. The term income elasticity (e) with respect to a 
given tax may be defined as the ratio of the percentage change in tax 
yield (T) to a given percentage change in income payments (Y)* 

* That is, tax yields should be of less than unit elasticity to the extent that variations in 


income are due to variations in real output and they should depart from zero elasticity to 
the extent that variations in income are due to price changes. 

“The Department of Commerce series of state income payments to individuals has been 
used throughout this study because it is the only authoritative source available for this 


i 4 
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- AT AY 
and may be written as e = — /—. 
T Y ; 

According to their degree of revenue stability, taxes may be divided 
into three groups: 

1. Taxes whose yield is very stable, that i is, whose income elasticity 
is substantially less than unity. In the limiting case, elasticity of zero, 
tax base and tax rate would not change as total incomes change. Ex- 
amples somewhat approaching this case are certain types of licenses, 
a rigidly administered property tax, and above all the poll tax. Taxes 
with an income elasticity of .80 and less may be said to fall into this 
group. 

2. Taxes whose yield varies roughly in proportion to fluctuations in 
income payments. Examples of this type can be found in the general 
sales tax area. Here tax collections vary in proportion to the amount of 
dollar expenditures on the taxed goods. Their income elasticity is close 
to unity. 

3. Taxes that have a high sensitivity to changes in income, that is, 
whose yield varies considerably more than in proportion to. changes 
in income. This is the case wherever (a) the tax base varies more 
. than in proportion to income, and/or (b) the average rate of tax 
. rises as income rises due to a graduated rate schedule. The group is best 
exemplified by the individual and corporate net income taxes. Their 
elasticity coefficient is generally above 1.5. 

In Chart I the yield data for three taxes have been plotted on 
double logarithmic scale against data of income payments. The income 
elasticity of each tax yield as defined above appears as the slope of the 
respective regression line. To obtain a numerical value for the income 
elasticity of the taxes here dealt with, a simple ocean equation 
of the form 

log T = bea + elog Y 


was used in which the regression coefficient, e, is the required elasticity." 
The points enclosed by a circle on the chart represent the fiscal years 
1943-46 during which gasoline and sales tax revenues were abnormally 
low as a consequence of war conditions. In computing e the war years 


` purpose. However, it is not identical with a measure of total income and production within 
a given state since it includes transfer payments but excludes corporate savings and taxes. 
Hence, income payments to individuals are more stable over the business cycle than total 
income, and some of the indices presented below may a a slightly exaggerate the 
degree of instability actually present. 

8 Since e is a constant, it describes a function of constant elasticity. There is, of course, 
no reason to assume that the income elasticity of any tax should be constant-throughout the 
years, The e here presented merely summarizes the Se of a number of years for 
comparative rather than predictive purposes. , 


~ 
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TABLE I.—Sratre Taxes CLASSIFIED By SENSITIVITY TO 
CHANGES IN STATE INCOME PAYMENTS® `. ” 





Per cent 
Change in ' 
Period Ind ‘| Tax Yield 
Covered er with 25% 
Change in ` 
Income 
I. Taxes of Low Income Elasticity (0-.80) 
Wisconsin utility property taxes? 1930-50 08> 1.8 
Wisconsin general property assessments 1929-48 22 5.0 
Wisconsin alcohol taxes 1935-49 „33b 7.6 
Wisconsin motor fuel tax _ 1934-49 36 8.4 
Wisconsin highway taxes (incl. motor fuel) 1932—49 40 9.3 
Wisconsin insurance taxes 1930-50 . 49 11.6 
Wisconsin privilege dividends tax ~ 1937-50 .60 14.3 
Wisconsin cigarette tax ` 1941-50 63 15.1 
Wisconsin telephone tax 1930-50 ee 17.4 
Ohio cigarette tax ~ | 1940-48 13 17.7 
I. Taxes of Medium Income Elasticity (.81-1.20) | 
Ohio sales tax 1937-48 99 24.7 
North Carolina sales tax’ 1940-49 1.00 25.0 
Towa sales tax l 1935-49 1.02 25.6 
Missouri sales tax l 1938-49 1.03. 25.8 
Michigan sales tax - 1934-49 1.09 27.5 
Oklahoma sales tax -1937-39 1.11 28.1 | 
California sales tax 1934-49 1.11 28.1 
Illinois sales tax 1934-48 1.11 28.1 
<I. Taxes of High Income Elasticity (1.21 and ie l 
Indiana gross income tax 193449 1.41 37.0 
Maryland individual income tax 1942-49 1.54 41.0. 
Wisconsin tares on income i 
Total Normal i 1935-49 1.64 44.2 
Normal on individuals 1936-50 1.75 47.8 
Normal on corporations ` 1936-50 1.50 39.8 
North Carolina individual income tax ” 1938-49 1.81. 


a In all cases, except as otherwise noted, the coefficient of determination of taxes by in- 
come payments was found to exceed 0,80. 

b Coefficient of determination for general property assessments is only 0.40; for cigarette 
and alcohol taxes, 0.69; utility taxes, 0.30. 

® The utility tax index i is based on the yields of railroad and heat, light, and power com- 
pany taxes. In both these taxes, the rate is determined by the average state property tax rate 
and is therefore not the same from one year to the next. Although these rate changes are ` 
slight, part of the fluctuation in yield of these taxes is due to one in rates rather than 
~ assessed valuations. 
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were omitted whenever the tax peze „was distorted due to war-time 
shortages and controls. 

‘Table I presents some of the taxes whose yields were related to state 
income payments in connection with a recent Wisconsin tax study. Tax 
yields were taken on a fiscal year basis and matched with income data. 
of the immediately preceding calendar years. This allows a six months’ 
period for time lags between tax collections and income payments.’ 
The choice of taxes included in this analysis was somewhat arbitrary. 
It was determined largely by the availability to the authors of data 
for taxes whose yields remained relatively uninfluenced over a reason- 
able period of time by changes in the law concerning rates, definition 

of tax base, or administration.’ 
It will be observed that the periods. covered in most cases include 
part of the 1930’s and most of the 1940’s. For purposes of illustration, 
‘each elasticity coefficient is accompanied by the percentage change in 
tax yield which would result from a 25 per cent change in income. 

The first group of taxes presented in the table comprises taxes which 
fluctuate little in response to changes in income, that is, primarily the 
. unit sales taxes and the general and special property taxes levied in 
Wisconsin.’ The unit sales taxes are based on the quantity consumed and 
will, therefore, fluctuate in direct proportion to consumption of the 
taxed goods. The demand for goods which are selected for taxation, 
especially at the state level, is usually inelastic to income change, 
which is presumably one of the reasons for their being taxed. The 
low sensitivity of the Wisconsin privilege dividends tax, a 3 per cent 
tax on all dividends originating from business transacted in Wiscon- 

oe of the Taxation Committee of the Legislative Council, State of Wisconsin, 1950, 
pp. 57-61. 


"The problem of adjusting’for time lags in estimating the cycle sensitivity of tax yields 
is dealt with on a somewhat more sophisticated level by Henri Guitton, “La Méthode des 
Décalages Appliquée à l’Etude des Sensibilités Fiscales,” Public Finance, Vol. IV, No. 1 
(1949), pp. 19-27, 


-* A reasonably thorough eek has been made to avoid gituations involving major Juwa 
other than those in income, In some cases, such as rate changes, adjustments could be made 
without great difficulty. Minor changes in legislation or administration, of course, had to 
be disregarded. The frequent revision of statutes was a particular obstacle in estimating the 
stability of state income taxes by this method, and for that reason no indices other than 
for Maryland, North Carolina, and Wisconsin are presented here. 

The stability of property tax collections as such could not be estimated, other than by 
way of correlating assessed valuations with income: property tax rates change too fre- 
quently. 

? Several of the tax yields presented in this group, e.g., the cigarette and idlepion tax 
yields, sre affected by a “trend factor” as well as by income. To the extent that this is true, 
the coefficlents of Table I may in some cases overstate the sensitivity of these taxes to 
income fluctuations. The trend factor could be allowed for by expanding the regression 
equation to T =< aYeCt where è stands for time period and C isa constant. No adjustment 
for this was made in this study. 
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CHart 1. RELATION or Tax YEÆLDs to STATE Income PAYMENTS: Wisconsin INDIVIDUAL 
NORMAL Income Tax (1936-50); Miıcuican Sates Tax (1934-49); AND 
~ Wisconsin Moror Furr Tax (1934-49) 


‘sin, stands in marked contrast to the high sensitivity of the tax on 
the total of corporate income (1.5). Since the Wisconsin corporation 
tax has only a negligible degree of progression, most of this difference © 
in income-sensitivity should be ascribed to the efforts of corporations 
to maintain stable dividend payments. The inheritance and gift taxes 
were omitted from Group I since, due to lack of correlation between 
income payments and these taxes over the short run, no meaning- 
ful coefficient could be obtained. 

The second group, taxes of medium income elasticity, consists en- 
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tirely of the general sales tax family, and the coefficients for the states 
for which data were readily obtainable indicate that the revenue yields 
vary on the whole almost in proportion to variations in income pay- 
ments. In contrast to the unit sales taxes of Group I, these taxes : 
cover a wide range of consumer goods and their yield is a function of 
both quantity sold and price. The ratio of taxation to income under 
various conditions depends on the relation of consumption spending 
to money income. It is, of course, possible that the exemption from 
tax of certain categories of goods, whose prices may be more or less 
volatile than the general price level, may have its effects on the elasticity 
coefficient. However, the category most frequently exempted, food, 
appears to have little effect in this sense, for although the quantity 
of food consumed has been more stable than income, food prices have 
been less stable. The result of these offsetting movements is that food 
expenditures and income change at about the same rate.” 

The third group in the table consists of taxes whose income elasticity 
exceeds 1.2. The presence here of the gross income tax of Indiana is 
explained by condition (a) as stated in the definition of this group. The 
gross income tax is usually considered more akin to the general sales 
than to the income tax family. Its coefficient of 1.4 is primarily caused 
by the fact that, though without graduation of rates, the tax has income 
exemptions which have the effect of increasing (decreasing) the ratio 
of tax base to income whenever state income rises (falls). The Wiscon- 
sin corporation income tax is also of the (a) type. It has no graduation, 
‘but corporate income is more volatile than income payments in general. 

Both conditions (a) and (b) are found in the graduated net income 
taxes: as incomes rise, more persons move from exempt status to tax- 
able status, and simultaneously everybody’s average rate of tax rises 
due to the graduated rate feature. Here an elasticity coefficient greater 
than 1 Is built into the tax law itself although the value of the co- 
efficient usually does not depend on the rate schedule alone but also on 
the prevailing distribution of income. An attempt will be made to 
state, briefly, in Section IV, how given rate structures and distributions 
of income affect tax yields at varying levels of income: ‘ 


III.—The Stability of State Tax Systems as a Whole 


_ In the previous section we presented data on the income elasticity of 

various state and local taxes. The question now arises; what is the 
result when these taxes are combined in the state and local tax system? 
An over-all (state and local) elasticity coefficient for each of seven 


* Clement Winston and Mabel A. Smith, “Income Sensitivity of Consumption Expendi- 
tures,” Survey of Current Business (Jan., 1950), p. 19. 
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midwestern states was computed for this purpose (Table II).™ It 
indicates that for the total of state and local taxes there may be no 
stability problem. If the coefficients are again interpreted on the 
basis of response to a 25 per cent change in income payments, the 
variations of the most stable system would be about 10 per cent and 
that of the least stable only 13 per cent over the period studied. The 
state-collected taxes, however, show less stability and vary from 15 to 
22 per cent with a 25 per cent variation in income. Moreover, the states’ 
executive budgef tax revenues are frequently less stable than state- 


TABLE IT.-—-SEVEN STATE. TAX SYSTEMS CLASSIFIED BY SENSITIVITY 
TO CHANGES IN INCOME PAYMENTS® ~ 


~ 





Total State and Total State- 
Local Taxes’ Collected Taxes 
Illinois 
Indiana 
Towa 
Michigan 
Minnesota ‘ . 
Ohio 43 l -63 
Wisconsin „56 .90 


* The composition of each state tax system is that of 1948. 


_ collected taxes as such since several of the latter, as, for instance, the 
very stable highway taxes, are usually earmarked for specific purposes, 
thus leaving the unstable taxes for purposes supported by less powerful 
interests. Wisconsin’s executive budget taxes have an index of 1.04. It 
may be of interest to note that Musgrave and Miller found the income 
elasticity of the federal tax system for 1947 to be about 1.5.** The over- 
all index owes its low value to the heavy weight of the very stable 
property taxes. Some may object that the high delinquency rate of 
property taxes in the early ’thirties contradicts the low elasticity co- 
efficient used in this study. But that would be putting the cart before 
the horse, for it was precisely because of the low income elasticity of 
the property tax and the heavy reliance upon it that these systems broke 
down. 


“These estimates are concededly crude ones and should be accepted with caution. 
Indices for the various taxes were weighted according to the relative share of the tax 


in its tax system, Due to lack of data, the Wisconsin index of a tax was in some cases” | 


applied to the same tax in another state. The principal cases in which this device was ' 
employed were property taxes, selective excises, and motor vehicle taxes. The weighting 
was done on the basis of 1948 tax receipts. 
“R. A. Musgrave and M. H. Miller, Am. Econ, Rev., Vol. XXXVII, No. 1 (Mar, 
` 1948), p. 126. This elasticity coefficient may not be strictly comparable to the one presented 
in this paper since the former is based on the 1946-47 experience only while the latter 
summarizes the experience of several years (see Table I). . 


$ 
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The conclusion may be warranted that whereas state ad Tr taxes 
in their totality have enough stability to be adequate for the mainte- . 
nance of governmental services at all times, the same may not be true of 
the tax revenues of such administrative subdivisions as the executive 
- budget of a state. This is due to the manner in which taxes are divided 
among the executive budget, the localities and various. segregated - 
funds. By the same reasoning, the state governments’ problem, par- 
ticularly in income tax states, is greatest in deflation, while the munici- 
palities’ stability problem is- perhaps most serious in inflation. The 
latter suffer from ‘the great stability of their tax system.in times like 
the present, but this feature constitutes somewhat of a blessing in times 
of recession. : : 


-IV.—Some Theoretical Considerations Implictt in the Data 
This section deals with two particular aspects of the income elasticity 


of taxes presented-in Tablé I. Both are treated on a somewhat higher 
level of abstraction than that 80 far employed. 


A. Income Elasticity under Output and Price Level Vain: 


As has been indicated at the beginning of this paper, the.distinction -. 
between income changes due to variations in output and those due to 
variations in price level should not be ignored. In the case of the unit 
. Sales taxes of Group I, the tax yield depends entirely on (real) con- 
sumption. Consumption of a good is, in most instances, positively related | 
to real income. If now the change in i income is due to a variation in the 
_ general price level as well as in real income, then the consumption of the 
taxed good may also vary in accordance with its price-elasticity of de- 
mand, For if it is assumed that the prices (before tax) of all goods change 
at the-same rate, it follows that a general rise in prices will result in a 
relative decline in the prices (after tax) of goods subject to a unit sales 
tax.” A fall in prices will have the opposite effect. And this being the 
case, there arises an interesting difference between the nature of sales _ 
` tax yield under conditions of income change due to price fluctuation, and 
under conditions of income change due to fluctuation in real income. 
For instance, if income increases, the yield of a sales tax may be expected 
to rise in either case. But whereas the real value of the yield will rise if 
the growth of income is due to rising output, the real value of the yield 
- will fall if the income change is due to a change in price level. While the 
relative decline in the price (after tax) of the taxed good may lead to , 
some increase in the volume of sales and hence in yield, this will hardly be 


1 Jacob Viner, “Taxation and Changes in Price _ Levels,” Jour. Pol. Econ., Vol. 31, 
No. 4 (Aug., 1923), p. on 
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sufficient to. offset.the decline in the real value of the tax dollar.“ 

' The case is, of course, different for ad valorem sales taxes. The 
real value of the yield of a specific ad valorem tax will not be affected 
by a change in price level, per se, since the relative price of the taxed 
good will remain the same as before. The same applies to a general 
(ad valorem) sales tax. Here the real, value of the tax yield is not so 
much dependent on the price level as on the relation pen Consun 
tion and income.- 

- Taxes on property are also ad valorem, that i is, again both quantity 
and values affect the tax base. The low sensitivity of the yield to- 
changes in income may be ascribed to two causes. To the extent that 
the quantity of property to be assessed consists of real estate, its 
fluctuations are largely dué to causes other than changes in ‘total 
real income, as, for instance, the rate of population growth and the . 
so-called building- cycle. The quantitative tax base would therefore ' 
tend to fluctuate less than real income. The second point to consider 
is the effect on assessed valuations of property when total income. 
changes due to variations in the genetal price level. Here the lag of 
-assessed valuations behind changes in the market value of property 
introduces another element of stability. The lag is partly due to 
deficient assessment methods and partly to the E: of most © 
state laws that property shall be assessed “at the full value which — 
‘could ordinarily be obtained therefor at private sale.” The word 
“ordinarily” suggests that the assessor should aim at “normal values” 
and this may require discounting of upward or downward trends in 
real estate values. Hence the taxation of property at a constant pro- 
portional rate of its assessed valuation will result in the ratio of tax 
to income falling when incomes are rising, and rising when incomes. 
are falling. But again the real yield will increase if the rise in income 
is primarily due to increased output, and it will fall if the income change 
is mainly due to a rise in price level. 


“Only if the demand for the taxed good is price-elastic, and the tax content in its — 
price great, can the change in monetary yield be proportionate to the change in prices. 


T 
More precisely, the latter condition can only be fulfilled if n: TEL 1, where 1 = price- 
elasticity of demand, T = tax, and P= price of the taxed good including tax. For ex- 


T 
ample, if — == .5, a general rise in prices of 2 per cent would result in a rise.of 1 per 
p | 


cent in the price of the taxed good, and the, decline in its relative price would be approxi- 
mately 1 per cent. In order for the rise in tax yield to be proportionate to the rise in 


me 5 7 T i - 
general prices n would have to be 2. The greater T the more scope there is for 7 to 


To a T N 
operate, but only when y > 1 can eae since = must always be less than 1. 
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In the case of income taxes, particularly if graduated, the state 
gains (loses) in real value of tax yield whenever. total income rises 
(falls), be it due to changes in price level or output. 

It is not possible to lay down hard and fast rules as to what income 
elasticity is necessary to maintain the volume of government services 
from taxes. If the fluctuations were solely in real income, an elasticity 
as low as possible (close to 0) might be required; if they were exclu- 
sively in money terms, that is, due to price level changes, an elasticity 
close to unity might be needed. In the first case the “burden” of gov- 
ernment (per cent of real income taken) would vary; in the latter, 
it would not. l 

If the income elasticity is greater than unity, the government gains 
in an inflationary period and loses in a deflationary period with respect 
to its relative share in real income; the public’s command over goods 
and services decreases and increases inversely to the -government’s. 
If the change is solely one in real income, the government’s relative 
share in total income varies in the same general-manner except that 
now the absolute amount of the public’s real income changes in the 
same direction as the government’s. States that rely heavily on income 
taxes find the going easy in periods of inflation compared to those 
which have no such tax. But the citizen whose real income remains 
the same while his money income doubles may find that his income 
tax, oblivious to such subtleties, has quadrupled. j 

If the elasticity coefficient is less than unity, the state is left with 
a decreased share of real income in inflation and an increased share in 
deflation. This is not only so in a relative sense but also in absolute 
terms.-If the change is one in real income only, the government is 
better off (absolutely) when income goes up and worse off when income 
goes down (unless the coefficient is 0), but the relative “burden” of 
government becomes lighter and heavier as real income goes up and 
down, respectively. , l 


B. Income Tax Progression vs: Stability 


We now move to a discussion of the automatic sensitivity of state 
income taxes to cyclical fluctuations; the manner in which it can be 
modified; and what such modification implies in terms of loss of pro- 
gressivity. As was indicated at the end of Section II, the degree of 
income elasticity of a graduated income tax depends on the distribu- 
tion of income as well as the rate schedule. The relationship between 
rate progression and yield stability is not a simple one. 

If we assume for a moment a tax system which consists of only 
one individual, the income elasticity for a given rate schedule at any 
level of income is equal to the slope of the curve obtained when plot- 
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ting tax liability against income on double logarithmic scale.” For 
any income tax in effect at present in the United States, the slope 
of the liability curve tends to flatten out, that is, income elasticity of 
the tax yield tends to decline, when -moving up the income scale. 
Consequently, in a tax system which covers numerous individuals ` 
whose incomes differ in size, each individual member’s tax has its own 
income elasticity. The income elasticity of the aggregate tax yield will 
therefore in part be determined by the prevailing distribution of in- 
come, that is, the steepness of the liability curve at the point (or 
points) of greatest concentration of taxable income. Thus, if the 
liability curve flattens out when moving up the income scale, it follows 
that the higher the mode of the distribution, the more stable the tax 
will be. Given the distribution of income, one may increase (decrease) 
the stability of the tax yield by decreasing (incredsing) the slope of 


. the liability curve near the mode of the distribution. 


To consider the practical possibilities of such a procedure, the fol- 
lowing statistical method suggested by William Vickrey“ may be 
applied. Any graduated tax of the familiar bracket type may be con- 
veniently broken down into as many component parts as there are 
graduations. Each component consists of a flat rate of tax on all income 
above a given “exemption,” each “exemption” corresponding to the 
point in the income scale at which the graduation occurs, and each rate 
being equal to the increase in rate which is effective at that level. We 
thus have a number of “flat” taxes, each with its own income elasticity 
which is entirely independent of the tax rate. The elasticity of a 
simple, flat tax is purely.a matter of “the ratio of the total income of 
the persons taxed to the income above the exemption to which the 
tax rate is applied:”!! For example, if a state’s taxpayers have an. in- 
come of $1 billion of which $500 million is taxable at a flat rate, a 


1 'This measure is identical with that of liability progression which has been defined 
as “the ratio of the percentage change in tax liability to the concurrent percentage 
change in income.” The slope of the corresponding curve when plotted on logarithmic 


scale may be expressed as cha ESE 
a log Y 


Progression, 1929-48,” ii. Pol. Econ., Vol. LVI, No. 6 (Dec., 1948), p. 504. 
- Unless the slope of the liability curve is the same for two incomes of different size. 
In the special case of a tax law whose rate schedule varies with every dollar of income in 
such a manner that the lability curve is of constant slope throughout the relevant range 
of personal income, the income elasticity of the yield is independent of the distribution of 
income. Liability progression and the income elasticity of the tax yield have identical 
values in this unlikely case. 

"William Vickrey, “Some Limits to the Income Elasticity of Income Tax Yields,” 
Rev. Econ. and Statistics, Vol. XXXI, No. 2 (May, 1949), pp. 140-44. 

4 Ibid., p. 140. It.is assumed that as total income: Surate the distribution of ee 
remains the same, 


. See Musgrave and Tun Thin, “Income Tax . 
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1 per cent increase in state income would bring about a 2 per cent 
increase in the tax base, assuming the distribution of income to remain 
the same. Note that the percentage increase in the tax base was greater 
than 1 per cent in the proportion which the total income of the tax- 
payers bears ‘to the base, namely 2, which is the income elasticity of 
this simple tax at this particular level of income.*® The income elasticity 
of an income tax which consists of several such flat taxes is equal to 
the weighted average of the elasticities of its components, the weights 
being the yields of each flat tax. One should be aware, however, that ` 
this method of determining the stability of an income tax loses in pre- 
cision if changes in income are large and/or the tax brackets very small. 

If one desires to change the elasticity of the tax yield, one may vary 
the increase in rate which becomes effective at various levels of in- 
come, or even the size of the brackets which make up the rate schedule. 
Supposing that a state wishes to increase the stability of its tax yield, 
it may lower the increase in rate which is effective at the level of 
income with the highest elasticity. Vickrey found the maximum 
elasticity with U.S. income data for 1944 at the $3,000 level, and the 
authors of this paper obtained the same result for Wisconsin in 1949,” 

Action based on this approach has, however, some serious short- 
comings. Revenue requirements will generally not permit a reduction 
‘of the increase in rate at one level without compensating for it at 
another level of income. If the component whose weight is to be 
changed begins at a relatively low level, such as $3,000, such compen- 
. sation becomes particularly difficult, for the component of the tax based 
on all income above $3,000 has of course a much larger base than 
one based on all income above $10,000. Thus, since the elasticity 
coefficients for the components which begin at the lower income levels 
are likely to claim most of the weight, stabilizing the yield might entail 
either a sacrifice of revenue or abandoning some degree of progression 
and smoothness of graduation. Using Wisconsin again as an example, — 
to stabilize that state’s income tax efféctively would require a shift in 
weight to the components of the tax which begin at levels of income 
below $3,000.7" It is, of course, conceivable that the elasticity of a 


* The Maryland personal income tax comes close’ to the above model. It has a flat 2 
per cent rate on all income above the exemption ($1,000 for single and $2,000 for mar- 
ried taxpayers) and a 5 per cent rate on all income from investments, Its income elasticity 
„is 1.5 (See Table I). . 
' The elasticity coefficients at the $3,000 level were 2.43 and 2.75 for the U.S. and 
. Wisconsin, respectively, Vickrey, op. cit., p. 142; Report of the Taxation Committee of 
the Legislative Council, p. 76. 

* Tt is a curious circumstance that the stability of yield evidenced by the federal income 
tax has not been attained by the Wisconsin tax and those of other states. If it may be 
presumed from an inspection of the Wisconsin data that the first component of the 
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component which begins at $7,000** is sufficiently low to contribute to 
stability of yield if its relative weight were increased. But it should 
be noted that due to the small base of this component, the increase in 
_ bracket rate at this level of income would have to be ten times as- 
great as that at, say, $1,000 in order for both of these components to 
have the same weight. A rate increase of such proportions would be 
difficult for any income tax state if for no other reason than that 
above a certain limit high rates may lead to migration of capital and . 
population. Due to these facts any feasible.increase in stability -result- 
ing from manipulation of the rate pattern of the income tax is likely 
to be small. It must be recalled that even a flat tax with no exemptions 
would have an income elasticity of unity. Some statistical tests with 
Wisconsin data indicate that feasible changes that preserve some 
semblance to the present rate structure of the tax could hardly reduce 
its elasticity to a point lower than 1.5. 

Is greater stability of income tax yields in the manner in which it 
is at all practical on the state level necessarily opposed to “progres- ` 
sivity”? If an increase in the level of total tax yield resulting from 
` changes in the rate schedule is precluded, then the answer is in the 
affirmative. But if a change in the level of yield is permissible, the 
answer depends on what measure of progressivity one has in mind. 
Suppose that the yield can be made more stable by increasing the 
rate on the first component of the tax. This is the same as adding a 
proportional tax to an already existing progressive schedule. As can 
be readily verified, an increase in all bracket rates by the same number 
of percentage points will leave the degree of average rate progression” 
unaltered, but will decrease the degree of liability progression as that 
term was defined in footnote 15. However, if one is interested in- 
disposable income (“Take-home-pay”), a concept known as residual 
income progression”™* becomes relevant. Here the degree of progression 


federal tax, which amounts to a tax of 20 per cent on all taxable income, has a low 
elasticity coefficient, then it can readily be seen why this is so. The Wisconsin normal 
rate schedule, similar to that of other states, progresses from 1 to 7 per cent, the top 
rate covering all incomes above $12,000. Its top rate is thus a larger multiple of its first 
component rate and applicable to a much larger part of taxable income than the federal 
top rate. From data presented by Musgrave and Miller (op. cit., pp. 126-27), it appears that 
in 1947 the federal persona] income tax had an income elasticity of only 1.47 which is 
considerably below that of most state taxes and tends to support the above reasoning. 

a Here again Vickrey’s 1944 coefficient and that for Wisconsin in 1949 agree in direction 
though not in value. In both studies the coefficient for the component at $7,000 con- 
stitutes a trough after declining from a maximum at $3,000. 


= Average rate progression may be defined as the rate of change in the average rate of 
tax with respect to taxpayer's income. See R. A. Gai and Tun Thin, op. cit., p. 499. 


™ Ibid., p. 507. 
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between any two points in the income scale is measured in terms of 


the ratio of the percentage change in income after tax to the percentage 
change: in income before tax. It is apparent that the less the per- 
_ centage change in disposable income relative to that in income before 
tax, the more progressive is the tax according to this measure. If the 
tax yield is stabilized by increasing all bracket rates by the same num- 
ber of percentage points, the disposable incomes of the “rich” are 
reduced by a greater percentage than those of the “poor.” It follows 
that stability and progressivity, if viewed in this-manner, are not 
necessarily incompatible. It may also be noted that the distribution 
of disposable income is shifted toward greater equality pari passu with 
an increase in disposable income progression. 


V. —Concluston 


We have here called attention to the fact, fréquently ignored, that ° 


‘the optimum level of stability in state tax systems has to be con- 
sidered in relation to the nature of income movements. If such move- 
ments are due to price changes, one answer may be indicated; and if 
they are due to output changes, another answer may be appropriate. 
It appears that state governments, particularly those that rely on the 
income tax, are principally concerned with instability during deflation 
while municipalities with their reliance on the general property tax 


may face their hardest revenue problems during inflation. Our sta-— 


tistics indicate that state and local tax systems are considerably more 
stable than the federal tax system. At the same time, most state income 
taxes are less stable (more income-elastic) than the federal income tax. 

It has also been shown that states with income taxes can adjust 
their rate schedules so as to decrease somewhat the fluctuations in 
yield from these taxes. If at any time a tax increase should become 
desirable, a flat increase in bracket rates of the income tax could 
“kill three birds with one stone:” (1) It would add to the state’s 
revenue; (2) It would increase the stability of the income tax al- 
though not necessarily that of the state’s tax system; (3) It would 


not decrease the progressivity of the tax or the system if progressivity . 


is interpreted in the sense of effect on the distribution of disposable 
income (or even average rate progression for that matter). One may 
also consider in this connection that the personal exemptions of most 
states are higher than those of the federal tax, and that the degree 
of average rate and liability progression, for the range of income 


over which state tax schedules are usually graduated, is in most cases ° 


as great as, or greater than, that of the present federal tax. 
Where progressivity and stability in the income tax are found to be 
opposing interests, the states can avoid choosing between them by 


~ 
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_ stressing other, less sensitive, taxes.” But this only-seems to avoid _ 
- the issue because these alternative taxes will add stability at the ex- 
‘pense of progression in the tax system as a whole. Moreover, they 
would probably do this to a much greater degree than would a change 
in the income tax pattern and, in addition, they might be less equitable © 
on other counts. 

It is hoped that this article will help to clarify those issues of state 
tax policy that cénter on stability as a criterion of a tax. That these 
` issues are of some importance is apparent from the most cursory 
attention to state legislative debates. A net income tax in Indiana was 
rejected in favor of a gross income tax among other reasons because 
the latter was thought to be more stable. An expansion of the state 
income tax to finance enlarged school aids was opposed in Wisconsin. 
largely on the same ground. In the movement to “nationalize” the 
state income tax in Canada much was made of the argument that this 
could be used to stabilize local revenue. More thinking’ on the kind of 
income tax which suits the needs of the various layers of government 
appears in order. There is too much crystallization of thinking about 
the idea that the-only useful employment of income as a tax base is 
in the conventional models developed for central governments that 
operate in the macroeconomic sphere. In the formulation of state tax 
policy with regard to-progression and stability one cannot always dis- - 
pose of his cake and have it too. But there are several ways to dispose 
of the cake and the decision to have or to dispose is one that requires 
more understanding. 


* Alternatives outside the tax system are not considered here. 


DOMESTIC AIR LINE SELF-SUFF ICIEN CY: A PROBLEM OF’ 
ROUTE STRUCTURE 


By Harotp D. Koontz* 


For approximately twenty-five years, since the passage of the Kelly 
Act of 1925 and the Air Commerce Act of 1926, it has been the policy 
of the federal government to foster private ownership and operation | 
of commercial air lines through construction of airports and airways 
_and through air-mail subsidies. The policy with respect to air-mail 
payments was placed on a permanent basis by the Civil Aeronautics 
Act of 1938 which. directed the Civil Aeronautics Board to establish 
rates of pay for the carriage of mail adequate, with other revenues, to 
enable the air lines, under honest, economical, and efficient manage- 
ment, to maintain and continue the development of air transportation 
to the extent and of the character and quality required for the com- 
merce of the United States, the postal service and the national defense. 

In establishing such a policy, it was clearly the intent of the law- 
makers that the air lines would ultimately reach a position of financial . 
self-sufficiency. While this intent has been forgotten in the enthusiasm 
for developing “feeder” or local service air lines to bring the advantages 
of air transportation to small communities, and bas been sidetracked 
in the field of international transportation where American Flag 
Carriers will probably be indefinitely supported as an instrument of 
' national policy, strong opinion exists that at least the domestic trunk 
air lines should eventually become financially self-supporting. There 
is a feeling that, even though the subsidy elements involved in the 
provision of airways can be justified for national defense and the 
subsidies involved in furnishing airports are disappearing through 
adequate user charges, the time has come to take a sharp look at the 
nature and necessity for air-mail subsidies. 

The present program of the Senate Interstate and Forez Com- ` 
merce Committee to study means for separating subsidy elements in 
air-mail payments and to draft legislation requiring separation has 
served to focus attention on the problem. The President’s recent budget 
message raises, similar questions about the air-mail subsidy. The well- 
publicized case of the railroads that they should not be required to 


* The author is professor of business policy and transportation in the School of Business 
Administration, University of California, Los Angeles. 
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compete against subsidized transportation is also beginning to have- 
some effect. Moreover, the conspicuous profits of many of the domestic ` 
trunk line air carriers in 1949 and 1950 raise question as to the 
necessity for continuing air-mail payments beyond the reasonable 
allocable cost of the service. 

Most of the emphasis by government authority, as is evidenced by 
the investigation of the Senate Interstate and Foreign Commerce Com- 
mittee, has been placed on the determination and separation of air- 
mail subsidies. This approach seems to dodge the more basic issue. 
Even though it may be useful. to know now how much the disputed 
air-mail subsidies are and to. what kinds of air service they may be 
attributed, the efforts of public investigation might better be directed 
toward the underlying factors which make an air-mail subsidy neces- 
„sary at all. The mere separation of subsidy will not cure the cause of 
subsidy, although it may serve to.concentrate attention on the problem. 

As has been indicated, there seems to be little purpose in examining 
now the tinderlying reasons for air-mail subsidies in the case of the 
international air carriers or in the case of the local service, or “feeder” ” 
carriers. The national policy aspects of American’ Flag Carriers both 
explain and justify subsidy for these air lines, particularly since they 
must compete against air lines operated by foreign governments so 
willing to subsidize operation of their instruments of national policy. 
And there appears, at this time, no more reason to expect the “feeder” 
air lines to be self-supporting than to expect rural free delivery 
services of the Post Office Department to be ‘self-sustaining.’ 

On the other hand, the profits of several of the domestic trunk air 
lines have been great enough during the past two years (and in the 
case of Eastern Airlines for the past decade) that air-mail ‘subsidies 
would not. have been required to make these carriers self-sustaining, 
regardless of how air-mail subsidies are calculated, or what kind of 
separation is made. 

There is some evidence that most of the domestic trunk line air 
carriers have reached a position of financial self-sufficiency and have 
joined the ranks of American businesses able to care for themselves 
' without specific government subsidy. For, after a périod of postwar 
readjustment which reached a crisis in the industry’s net operating loss 


1 Despite the roseate attitude of some persons as to the great strides made by the local 
service air lines, the fact is that even the most successful of these air lines could not 
cover operating expenses with air-mail payments based upon a service (non-subsidy) > 
mail rate. Note that, in the twelve months ending June 30, 1950, the feeder lines received 
on the average a mail pay of $30.29 per ton mile for air mail against 36 cents for express 
and less than 58 cents for passengers. And only 8 of the 18 carriers showed a net operating 
income, Even so apparently successful an operator as Southwest would have required mail 
pay of approximately $20.00 per ton mile to break even during this period. 
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of almost $21,000,000 in 1947, the industry enjoyed a net operating 
profit of nearly $25,000,000 in 1949 and more than doubled its 1949 
earnings in 1950. Improvement in financial well-being has been widely 
enjoyed in the industry. In 1947, only four of the sixteen domestic 
carriers were in the black and only one of these four earned a reasona- 
ble? operating profit- In 1949 and in the first eleven months of 1950, 
only two of the sixteen carriers showed operating losses and in 1950 
practically every carrier operating in the black showed a reasonable 
net operating income. 


To What Extent Are the Domestic Trunk Air Lines 
Financially Self-Sufficient? 


The apparent prosperity of 1949 and 1950 is somewhat illusory. 
If possibly excessive mail pay is stripped away, the picture for these 
two profitable years changed materially. Without presuming to decide 
what a service mail rate (#.e., one free of an element of subsidy) 
should be, some progress can be made in stripping away the camou- 
flage of extra mail payments by assuming that-a service mail rate 
for the domestic trunk air lines is an amount equal, pound for pound, 
to the pay received for the transportation of passengers and their 
baggage. It is difficult to argue that a compensatory rate would have 
been higher, considering that the trunk air lines have been operated 
predominantly to meet the demands of passenger traffic,’ although 
there have been a few cases where schedules ‘have been operated to 
meet the needs of the mail service rather than to suit passenger de- 
mands. On the other hand, as a working hypothesis, it is not un- 
reasonable to assume that a service mail rate would not be much less 
than the passenger fare level in view of the priority treatment of mail 
demanded by the Post Office. There are many cases in which the air 
lines must reserve space and weight for mail well beyond the average 
weight of mail that is actually tendered by the postal authorities. 

On the assumption that a non-subsidy mail rate would have been 
. equal to the industry average passenger return, the financial results 
in 1949 and in the first eleven: months of 1950 for the sixteen domestic 
_ carriers have been adjusted to reflect the effects of mail pay. Such 
data are shown in Table I for 1949 and in Table IT for 1950. 


*By “reasonable” is meant more than a token profit. For example, three of the four 
carriers earned an operating profit of approximately 3 per cent of gross revenues and 
the same per cent of assets used in the business. Such a low profit rate is obviously 
“unreasonable” in the sense that it cannot support the flow of capital into the business. 

*For the twelve months ending September 30, 1950, of the total of 894 million ton 
miles of revenue traffic handled by the domestic trunk air lines, 79.3 per cent was 
passengers and their baggage, 4.8 per cent was mail, 3.7 per cent was hs ia and 12.2 
per-cent was freight. 
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The results are surprising, particularly for 1949 which can be re- 
garded as a more normal year than 1950. Only the four larger air 
lines, the “Big Four,” would have shown a net operating income* for 
1949 after adjustment for mail pay, against a total of 14 of the 16 
domestic carriers which were in the black on the basis of the mail pay 
actually received. Some of the losses resulting after adjustment are 
startling. In the case of Capital Airlines, a fairly respectable operating 
profit becomes one of the two highest losses in the industry after 
adjustment for mail pay. | 

The results for 1950 before any air-mail pay adjustment are, of 
course, considerably better than in 1949, although the record- still 
shows two of the sixteen trunk line carriers in the red. Even after 
adjusting operating revenues to reduce mail pay to the level of 
passenger return, the record for 1950 is materially improved over 1949, 
with half of the domestic carriers in the black. Despite this showing in 
1950, there are no grounds for optimism. While the Big Four would 
have shown profits of material size, the profits of the other four carriers 
in the black would not have been impressive. 

Moreover, as is well known, 1950 was an unusually profitable year 

for the air lines. The défense program and the Korean conflict swelled 
the demand for air travel and brought about passenger load factors 
well above normal. During 1950, passenger load factors’ averaged 
approximately 63 per cent for all trunk-air lines and were measurably 
higher for three of the Big Four. This load factor experience should 
be compared to more normal 1949 during which the sixteen carriers 
averaged 59 per cent and more truly normal 1948 when they averaged 
58 per cent. 
_ Im general, then, even during a period of record industrial profits 
- and extraordinarily high profits'in the railroad industry, the air-line 
industry, except for a few carriers, would not have earned very large 
. profits in 1949 or 1950 if it had not been- for mail payments at a 
substantially higher level than passenger fares. However, the very 
fact that a few air carriers showed reasonably substantial profits in 
1949 and 1950, regardless of the level of mail pay, does lead to the 
belief that there must be some factor or factors, other than the price 
charged for passenger and freight service, which account fot the 
presence and absence of financial self-sufficiency in the industry. 


Economies of Size an Unsatisfactory Explanation 


It is not often realized how widely different in size are the sixteen 


‘Net operating income is net before such other income and expenses as non-operating 
income or expense, interest on long-term debt, and income taxes. 


" The percentage of seat miles sold to seat miles available for sale. 
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- carriers which make’ up the domestic trunk line air carrier system of 
the United States. As will be seen in Tables I and II, the domestic 
carriers can be divided into five groups—large, medium, medium small, 
small, and very small. Such classification properly places emphasis 
upon the smallness of most of the air lines when compared to the Big 
Four. In terms of gross revenues in 1949, for example, the four very 
small air lines were approximately one-twentieth the size of the four 
largest; the three small air lines were one-tenth the size, on the 
average, of the four large companies; the three medium small were 
roughly one-sixth the size of the largest four; and even the two 
medium size air lines (the fifth and the sixth largest in the industry) 
were scarcely more than one-third the size of the Big Four. As 
measured by available ton miles of service produced, the size disparity 
was even greater.’ Although the difference in size when measured by 
route miles served is not-nearly so great,’ the variation is significant 
for an industry with so few firms. 

The wide disparity in size, along with the circumstance that only 
in the case of the four largest air lines are profits at all good, would 
seem to make a clear case that the lower costs normally attributed to 
size are of controlling importance in the air-line industry. But, 
strangely enough, the facts do not justify such a conclusion. While 
there are certain economies in size, and while the four very small air. 
lines are certainly higher cost air lines than the others, the-answer is 
not to be found in the economies of size. _ 

Utilizing cost per available ton mile? as the best single gauge of 
air-line cost of production, the principal -expense classes of air-line 
costs have been calculated for the sixteen carriers for 1949 and 
summarized in Table III. As will be noted, the pattern of costs, as ` 
related to size, is not conclusive, except in the case of the smallest 
four to six air lines. Taking total operating expenses per available ton - 
mile or direct operating expenses (those directly related to the flying 
of aircraft) per available ton mile, there is little to choose, cost-wise, | 


*Data for 1949, reported to the Civil Aeronautics Board, show the average for the 
Big Four to be 288.4 million, against 11.6 million for the very small, 23.3 million for the 
small, 50.6 million for the medium small, and 92.0 million for the medium sized air lines. 


"Ranging, in 1949, from an average of 6,238 route miles for the Big Four to approxi- 
mately 4,000 miles for the medium sized air lines, 2,900 miles for the medium small, , 
2,700 miles for the small, and 1,500 miles for the very small air lines. 

- *The cost per available ton mile is the expense involved in offering for sale one ton 
of weight carried for one mile. It is calculated by dividing expenses by the average weight 
available In airplanes multiplied by the number of miles traveled. The available ton mile 
should be distinguished from the revenue ton mile which is that portion of available ton 
miles of service sold for revenue. Costs of production in the air-line business generally 


vary more directly with the available ton mile than with any other statistical measure- 
ment of service. : 
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benes the four large air lines and at least the next six air lines of _ 
lesser size. It is interesting to find that (1) the lowest cost air line 
was National which had only 10 per cent of the revenues of American; 
' (2) even smaller Midcontinent had the lowest direct maintenance cost 
in the industry; (3) in most of the expense categories the medium 
and medium small air lines did equally or almost as well as the large 
air lines. ` 

` In order to show the relationships between size and costs, the data 
are presented in Table IV-by ranking in order operating expenses in 
each major classification with the sixteen domestic air lines ranked 
in size according to the available ton miles of capacity produced in 
1949. The rank ‘correlation coefficients for total operating expenses, 
total direct, operating expenses, and total indirect operating expenses 
show for the sixteen air lines a fairly significant negative correlation 
which might lead one to believe that considerable evidence exists as 
to economies of size in the air-line industry. However, closer inspection 
of the data discloses that this high i inverse correlation i is more apparent 
than real. 

In the first place, the high negative rank correlation may be traced 
to a few expense classifications. In the case of total direct operating 
_ expenses, the correlation is due to the significant inverse relationship 
in flying operations expense (the expense involved in actual airplane 
operation). This relationship is largely coincidental, since the larger 
air lines generally have routes which make it possible to schedule a 
higher average trip distance,’ and this factor is not necessarily a 
characteristic of size. Most flying expenses tend to vary with the hours 
of airplane operation. Since the number of miles an airplane travels 
per hour varies sharply with trip distance, especially for distances 
under 250 miles, one would expect direct flying costs per available 
ton mile to be lower the longer the trip distance. In the case of direct . 
equipment maintenance and depreciation of flight equipment—other 
items of direct operating expenses—there is no rank corrélation with 
size, even though maintenance, being somewhat similar to a factory 
operation, would be expected to show greater effects of economies 
of size. 

In the case of indirect operating expenses, the high negative rank 
correlation is due primarily to the significant correlations found in 
ground operations expense (the expense of operating stations, com- 
munications, and similar activities) and general and administrative 


°In 1949, American, United, and Trans World flew average trip distances of 241 miles, 
258 miles, and 250 miles, respectively; Eastern was at the industry average of 178 miles; 
and nine of the remaining twelve smaller airlines flew trip distances ranging from Braniff’s 
168 miles to Northeast’s 89 miles. / 
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expense. These items, being truly overhead in nature, should, and do, 
reflect economies of scale. It is noteworthy that, for the sixteen air lines, 
these. classes of costs do follow the pattern to be expected from the- 
lowering of expenses with ‘higher scale of operations. However, in 
other classes of indirect operating expenses, the effect of scale is not 
particularly significant. — 

A second reason why the inverse rank correlation which appears in 
total operating expenses must be interpreted cautiously is that ranking 
necessarily neglects actual costs. In many cases the differences in actual 
costs are relatively small, even though the differences in size between ` 
the air lines are considerable. In some of these cases, the cost differ- 
ences are almost indistinguishable in practice. 

A third reason why the rank correlation coefficients are subject to. 
question is the fact that the clearly high cost operations of the smallest 
four air lines have weighted unduly the inverse relationship between 
size and costs. There is ample evidence that the four very small. air-' 
linés are at a serious disadvantage because of the diseconomies of scale. 
But the wide differences in size between the small and medium small 
air lines, on the one hand, and the large air lines, on the other, have 
apparently not made for great differences in costs. This can be seen 
from the calculation of rank coefficients on the basis of the twelve larg- 
est carriers (see Table IV). When this is done, the rank correlation | 
coefficient for total direct operating expenses drops from —0.75 to 
—0.45, for total indirect operating expenses from ~0.90 to —0.59, 
and for total expenses from —0.73 to 0.59. In many expense classes 
the data give no evidence of economies of scale. In others, such as 
flying operations, as has already been pointed out, correlation is due 
to other factors. Only in the case of ground operations, ground and 
indirect maintenance, and traffic and sales expense is the inverse 
correlation significant; and in these cases the slight differences in 
- actual costs are not large enough, in view of the great differences in 
size, to be very conclusive. 

When only the nine largest air lines are considered, evidence of any 
_ economies of scale virtually disappears. The rank correlation coeffi- 
clents between size and expense (see Table IV) provide no such 
evidence. Despite the fact that the three smallest air lines among 
these nine were only one-sixth the size of the four largest, the cost data 
in this group of carriers do not disclose that there is an appreciable 
difference that can be traced to the size of the operating unit. 

As a matter of fact, many of the medium and medium small air lines 
have cost records comparable to those of the four largest air lines. In 
some cases, their records are even better. Noteworthy is their record 
on direct maintenance where both the costs and the lack of correlation 
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with size indicate no apparent advantages due to scale. Moreover, in 
other classes of indirect expense, such as general and administrative 
expense, ọne would expect a sharper difference due to the size of 
operations. 

- Thus, for most of the air lines, the cost experience of 1949 does not 
support a strong case for the existence.of important economies of 


size.over a wide range of plant sizes, Only the four very small air lines 


appear clearly to be at a serious cost disadvantage on account of their 
_ . size, Although only 1949 costs are used to illustrate this fact, analysis 

of records. in other recent years would not show essentially different 
results. i 

This is not to say. that there are no available economies of size. Even 
the large domestic air lines are not large as big business goes. It is 
difficult to conceive that most of the economies of size have been 
utilized when air lines reach the size of the small or medium small air 
` lines listed in Tables I and II. It is certainly open to question’ that 
there should be so little difference in costs per available ton .mile 
between air lines the size of Braniff or Western and those the size of 
American or United, which are seven to fourteen times as large. One 


N 


gets the impression that costs are often gauged to ability to pay and ` 


that cost control is the more effective the more the need for it. In any 
case, one cannot find the answer to air-line self-sufficiency in the-econo- 
mies of large scale production, even though the four smallest air lines 
appear to be so small as to offer little hope for low enough costs ever 
to promise self-sufficiency. 


Variations in the Effectiveness of Management 


It is often easy to explain differences in profitability in an industry 
by ascribing them to variations in the effectiveness of management. 
While the quality of management is almost surely the greatest single 
factor shaping the course of a business, there is no convincing evidence 
that managerial differences explain the basic problem of domestic air 


line financial self-sufficiency. To be sure, the record of Eastern Airlines. 
is due very largely to the effective managerial controls over costs . 


which have long been exerted, to aggressive sales promotion, and to the 
policy of offering a high volume of frequently scheduled service. But 
this air line’s success has also been due, as will be shown below, to 
certain favorable route considerations. Moreover, the current high 
profits of American Airlines are in part due to the strong position taken 
by the management of that company several years ago to re-equip with 
_ modern aircraft in quantities which made many less optimistic air line 
_ managers shake their heads; the result has been that American has 
been able for several years to offer a high quality, high volume, fre- 
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` quent, and conveniently scheduled air-line service which has attracted 
a tremendous revenue volume. The high load factor experience of 
United Airlines and the remarkably low maintenance cost record of 
that air line can likewise be ascribed in part to management policies 
of building up an extraordinarily excellent passenger service and of 
making large capital investment in the most modern maintenance and 
overhaul facilities. 

But these and other factors of excellence of management of the 
large air lines can be duplicated among the smaller air lines. National’s 
record for low costs is equal or superior to Eastern’s. Western’s low 
maintenance cost on their new Convairliners has been superior to 
American’s despite its much smaller fleet.® Continental and Mid- 
continent have also shown the effects of excellent management, particu- 
larly with respect to such items as maintenance costs. Delta’s high- 
quality low-cost service is likewise largely due to an outstanding 
management. 

A detailed study of air-line management would show wide differences 
in managerial effectiveness. But these differences are not wide enough 
to explain the problem of financial self-sufficiency of the domestic air 
lines. Nor, as has been shown, is there a correlation between effective 
management and profitable operation. It cannot be denied that if an 
air line could enjoy National’s low costs for flying operations and 
general and administrative expenses,. Western’s (or Mid-Continent’s) 
record on maintenance, and Eastern’s (or National’s) low expenses 
for ground operations and sales expense, the result would be a cost 
level more than 20 per cent below the industry average. Such a per- 
formance, if realizable, would have increased industry profits in 1949, 
after an adjustment for mail pay, by some 20 times that actually 
earned." Of course, even if one assumes that the outstanding records ' 
of certain.air lines with respect to various costs were dué to managerial 
effectiveness, it is not realistic to believe that every air line could 
practically reach the optimum in every department of cost and it is 
not true that every air line could reduce its costs by the industry 
' percentage.. A number of air lines are so affected. by route and other 
considerations (e.g., Northeast, Colonial, and Continental) that re- 
duction of costs to an industry average would doubtless be impossible. 

“For example, in the early part of 1950 American’s maintenance costs for a fleet of 


74 Convairliners was approximately 22 cents per plane mile while Western’s costs were 
9 cents per plane mile for a fleet of 10 airplanes. 


“Tf it could be assumed that the industry could, on the average, operate at the cost 
per available ton mile of these leaders in low cost (interestingly enough, the average lengths 
of haul of Western, Eastern, and National are close to the industry average), the result 
for 1949 would have been approximately 22.7 cents per available ton mile, compared to 
the industry actual cost of 28.7 cents. Converted to effect on net operating income, this 
difference would have amounted to approximately $9,000,000 in 1949. 
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Other air lines (¢.g., National) are at such a low cost level that further 
reductions in cost to the optimum level could not answer the problem 
of self-sufficiency. 


Financial Self-Sufficiency Most Related to Revenue Load Factors 


On the basis of the evidence presented for 1949 and 1950 and on the 
basis of the well-known record of air-line profits during World War II 
and the current Korean defense boom, one finds that the most important 
single factor explaining air-line financial self-sufficiency is the revenue 
load factor.” As will be noted from Table V, all of the four largest air 
lines except Eastern enjoyed, during both 1949 and 1950, load factors 
considerably higher than the other trunk-line carriers with the lone ex- 
ception of Inland’s load factor in 1949. The significance of the revenue 
side of the air-line picture is even clearer when it is realized that, in 1949, 
every air line except the four very small air lines would have earned a 
profit, after mail pay adjustment, if each had enjoyed the load factors of , 
American, United, or Trans World. And in 1950, every air line, without 
exception, would have shown a moderate to large net operating Income 
had it been able to operate with American’s revenue load factor. Interest- 
ing, too, is the fact that in 1949, National alone, in addition to Eastern, 
could have made a profit, after mail pay adjustment, on Eastern’s 
actually experienced load factor. In 1950, however, due both to . 
Eastern’s higher load factor and to noteworthy improvements in their 
breakeven load factors, National, United, Delta, Braniff, and Inland 
would have been in the black with Eastern’s load factor. 

In any case, examination of total load factors and passenger load 
factors indicates that the real answer to the financial success of certain 
carriers is in their ability to sell a higher percentage of ton miles or 
' seat miles produced, although it must be admitted that inspection of 
breakeven load factors brings out again the fact that significant differ- 
ences in costs of production exist—and that only within broad limits 
are they related to size. The ability to operate at relatively high revenue 
load factors is not believed to be due to sales promotion or to out- 
standing service differences, but rather to the size and pi of the 
market facing the domestic air carriers. 


Comparative Strength of Air Line Routes 


Unlike many other businesses, the air lines, of course, have their 
market largely determined by public authority through the Civil 
Aeronautics Board’s control over routes. The strength of these routes 
has considerable bearing not only upon the volume of traffic a carrier 


” The percentage of available ton miles actually sold. 


~ 


aig THE AMERICAN: ECONOMIC REVIEW 


has offered. i it, but, even more important, upon the density of 
traffic movement; since this factor is of primary importance in de- 
termining load factot: In other words, even though the total volume of 
business offered to an air line is a significant market factor, the volume 
of traffic available between pairs of stations on the route is of greater — 
strategic importance in determining the economic strength of the route. 
A high volume of .available traffic between points makes it possible 


normally to use larger and more efficient aircraft and to sell a higher. ` 


portion of available seat or ton miles than would otherwise be the 
` case. Most direct expenses vary with hours or miles of plane operation, 
thus making the revenue load factor.an important key to profitability. 

A fairly accurate guide to the comparative strength of. the various . 
air-liné routes may be obtained by analysis of the passenger traffic 
surveys made by. the Civil Aeronautics Board each March and Sep- 

tember, These surveys attempt to summarize for those sample months 
_ -the movement of! passenger traffic between every-point served by air 

' lines in the United States. These surveys show the points between 
_ which passengers travel and, while they do not summarize mail, ex-, - 
press, or freight movements, experience with transportation indicates 
that the movement of passengers bears a striking correlation to mail 


traffic movements and to movements of merchandise freight and ex-° 


press of the kinds the air lines handle. 
It is interesting how these surveys show the importance of relatively. . 


few cities as traffic generating points and how few pairs of cities 


among the many thousands carry a large percentage of the traffic. The . 
: survey made for March, 1949, for example, showed that. only 10 of . 
430 cities served by domestic trunk line, feeder line, and territorial 
. carriers generated 53 per cent of the passenger miles, that 50 cities 
-generated 84 per cent of the passenger miles, and 100 cities accounted © 
for 93 per.cent.of the passenger miles.” Similar results are shown in’ 
other survey months. With’ respect to the concentration of traffic on 
relatively few routes, the traffic. surveys for September, 1948, and for 
March, 1949, covered 14 859 and 15,532 pairs of cities, respectively. | 
Of the approximately 15,000 pairs, 100 pairs, or much Tess than oné | 
per cent of the total pairs, accounted for 47 per cent of the passenger. 
miles in March, 1949, and only slightly fewer in September, 1948, 
The importance of ‘having the high traffic density pairs of cities on 


-33 See Civil. Aeronautics Board, Airline 1 Traffic Survey, March, 1949, Vol. I, 2 “The 7 
top ten cities in March, 1949, were New York, Chicago, Los Angeles, Miami, San Francisco, 
Washington, Boston, Detroit: -Seattle, and Dallas. Note that the domestic trunk-line carriers 


served 324 of the 430 points covered by the survey, although they served all but 7 cities -` 


. (5 of these being outside the Continental United Sri in the ee 200 cities which . 
generated 98, 2% of the passenger miles. , 


“ 
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TABLE VL. PASSENGER MILE POTENTIAL OF AIR CARRIER Routes: 
DOMESTIC TRUNK LINE Arr CARRIERS 
As MEASURED BY INTERCITY Roure Trarric or Tor RANKING PARS OF Citres 
(Data for two months, September 1948 and March 1949) 





l Aver- Potential Actual | Ratio of 
Num- Total age Passenger | Actual 


ber of | Passenger Miles of | to Pro- 


Carriers rated 
Top 97 | Miles of During | Poten- 


Pairs of | Top Pairs: Two ` : 
~ : tial 
Cities | Served is 
Survey | Passen- 
Served | (000,000’s) Months | ger 
(000,000'’s) | Miles 
Sixteen Trunk Air Lines | 978 1054.6 2.10 
Large Air Lines 
American 44.5 248.6 2.15 
` United 36.5 205.4 2.04 
Trans World ` 30 143.6 1.74 
Eastern 22 174.3 2.12 
Medium Air Lines 
Northwest 10 53.5 2.31 
Capital ss 10.5 48.3 2.07 
Medium Small Air Lines 
- Delta 4.5 36.2 3.66 
Braniff 5 32.8 4.62 
National 6 25.4 0.95 
Small Air Lines 
_ Western 6.5 18.4 1.06 
Chicago Southern 2.5 18.5 6.00 
Midcontinent 1 17.0 18.89 
Very Smal! Air Lines 
Northeast 1 9.7 1.64 
Continental ‘0 . 10.6 — 
Colonial -1 7.8 2.69 
Inland 0 4.5 — 





* Although Civil Aeronautics Board Surveys summarized top 100 pairs of cities, two pairs 
in September and four in March were excluded since they were not served by a single 


domestic carrier. 
Source: Civil Aeronautics Board, Air Line Trafic Survey, Vol. 1, September, 1948 and 
- March, 1949, s 


a carrier’s. routes cannot be overestimated. Heavy travel brings favora- 
ble load factors, particularly where aircraft can be scheduled non-stop 
between the high traffic generating pairs of cities. For if the volume of 
traffic (and the route structure, provided by the Civil Aeronautics 
Board) permits adequate schedules on a non-stop basis, a carrier’s 

load factor is not held down by the inevitable loss of revenue space 
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when passengers must be accommodated en route. It is a difficult 
enough job to schedule seats to meet, at reasonably good load factors, 
‘the variation in passenger demand by days of the week and times of 
day. But when, in- addition, the variations occasioned by trying to 
piece passenger trips together on a multi-stop schedule are added to 
variations of time, the task of giving service and of maintaining a 
profitable load factor is difficult indeed. Just as most of the top 50 
or 100 pairs of -cities lend themselves to high volume, non-stop, 
scheduling, most of the other 15,000 pairs of cities require many-stop 
scheduling between points of low traffic density. 
A measure of the relative strength of the sixteen domestic trunk 
line air carrier routes can be obtained from the data summarized in 
Table VI. As might be expected, the four largest carriers have by far 
the strongest routes, as measured by the number of the top traffic 
generating cities on their routes. And American’s and United’s routes 
are noticeably stronger than the routes of Trans World and Eastern. 
The route strength of the Big Four is apparent not only in terms of the 
number of the top-ranking pairs of cities on their routes, but also in the 
average volume of traffic these pairs of cities handle. 
_ ' Certain other factors of interest appear from this analysis. Except 

for Eastern, the four largest air lines have more than the industry 
average of 2. 2 carriers serving each of the major pairs of cities, while 
most of the smaller carriers operate over route segments served by 
fewer carriers. To the extent that these top 97 pairs are indicative, 
and they certainly represent the most competitive portions of the 
entire air-line route structure, this would seem to mean that the basic 
problem of the domestic air lines is not air carrier competition. To be 
sure, less competition than that which now exists would help any air 
line, but the element of competition cannot explain why the four largest 
carriers appear to have the elements. necessary for financial self- 
sufficiency while the twelve other carriers do not. With the exception 
of Capital Airlines, which obviously has a high degree of competition, 
these facts do not support the thesis, sometimes advanced; that the 
principal problem in reaching air-line self-sufficiency i is the degree of 
intercarrier competition.* 

The data summarized in Table VI indicate how some carriers must 
obtain a disproportionate number of their passenger miles from the 
smaller traffic generating route segments. The ratio of total passenger 
miles carried by all the air lines during the two survey months to the 
number carried over the 97 pairs studied was 2.1. For the industry as 
a- whole, this ratio indicates that approximately 47 per cent of the 


4 See, e.g., Gill, F. W., and Bates, Hi L., Airline Competition (Boston: Harvard Business 
School, 1949), pp. 618ff, 
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passenger traffic was obtained from the top-ranking pairs of cities. 
Since the potential traffic for each air line has been calculated on the 
basis of the passengers carried between the top pairs où its route and 
the average number of carriers serving the pairs on each route, a ratio 
of actual traffic less than 2.1 for any carrier indicates either that it - 
has more than a proportionate number of the top-ranking pairs on its 
route, or that the air line has been unable, because of inadequate 
service or marketing practice, to obtain its fair share of the traffic. - 
Conversely, a ratio higher than 2.1 indicates either that the air line 
does not have its proportionate share of the highest density traffic. 
pairs, or that it has greater effectiveness mian others in its sales pro- 
motion or quality of service, 

In most cases where the smaller air fines had higher-than-average 
ratios (and two of these—Continental and Inland—got none of their 
traffic from the top pairs), the reason has been the relative fewness 
of top-ranking pairs andthe greater number of weaker air-line route 
segments. Interesting exceptions during the period studied were 
National and Western, whose low ratio of actual traffic to their pro- 
rated share was not due to a high number of the most productive 
traffic pairs, although for their size these were somewhat above the 
average, but rather to a lack of ability to compete effectively in the 
good markets in which the Civil Aeronautics Board has allowed them 
to operate. Likewise of interest’ was Trans World’s position among 
the Big Four, this air line not getting its share of the traffic between 
the important traffic generating points. As is well known, the some- 
what poorer showing of these carriers is an indication of their inability, 
at the time of the surveys, to offer a volume of first-grade service 
largely because of shortages of equipment, shortages which have re- 
cently been or are being at least partially corrected. l 

In any case, the survey data support the belief that the real differ- 
ence among carriers, which tends to give the four largest the most 
promise of financial self-sufficiency and the other carriers less promise, 
is in the character of the market facing them. The differentiating factor 
appears not to be competition, but rather the size and density of the 
traffic generating routes which they may serve. This is a matter of 
route structure, which in turn is a matter of government policy as 
exercised by the Civil Aeronautics Board. Given a route structure like 
that enjoyed by American or United, with a good number of the high 
traffic density pairs of cities on it, and with little more than half of the 
trafic from among the lower density route segments, it appears that an 
air line may become financially self-sufficient, if that air line has a 
fair degree of cost control and a reasonably effective management. 
Bring to bear, in addition, the type of cost control practiced by Eastern, 
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National, and Western and an air line would be able to operate 
profitably without the benefit of government subsidy. 


Meeting the Problem of Inadequate Markets: Revision 
of Route Structure through Mergers 


In most businesses faced with the kind of market’ problem which 
holds so many of the domestic trunk line carriers in the vise of subsidy, — 
the solution would be a matter of business policy. Uncontrolled busi- 
nesses would attempt to obtain a more effective market either through . 
an increased sales coverage, a larger sales promotion program and 
advertising budget, or through merger with another firm or firms 
with the desired marketing outlets. In an industry like the air-line 
business where the market is prescribed by public authority, the answer 
. must be obtained by recognition of the problem by the government 
agency concerned, by the development of a plan for solving the prob- 
lem, and by devising procedures to make the plan effective. This is 
the proper approach for the Civil Aeronautics Board, as the govern- 
ment agency responsible. And it should appeal to political and busi- 
ness leaders who feel that government subsidy of an industry should 
be resorted to only after other measures fail. 

So far as the domestic trunk air lines are concerned, there appear to be 
several alternatives open to the Civil Aeronautics Board: (1) it may 
continue the practice of subsidizing the majority, of trunk air-line 
companies; (2) it might open the high density traffic routes to the 
weaker carriers; (3) it might redraw the domestic air-line route 
structure to develop fewer companies sharing in the good and poor 
traffic routes -so that each carrier might have a market which could be 
served profitably; or (4) it might force upon the existing carriers a 
program of mergers which would accomplish the essential objective 
of redrawing the air-line route structure. In every one of the alterna; 
' tives, except possibly that of continuing the present program of air-mail 
subsidy, it is assumed that the Board would re-examine the need for air 
service to a large number of points for which traffic demands or the 
needs of national defense or public welfare do not require air service. 
When, in March, 1949, approximately 200 of the 324 cities served 
by the domestic trunk line air carriers accounted for 98 per cent of the . 
passenger miles carried, there is evidence that air service has perhaps 
been too generously handed out by the Board i in its route cases of 
recent years. 

Among the alternatives open to the Board, one cannot accept the 
' present subsidy policies even as a last resort. Subsidized contractors 
operating for the government must occasionally be accepted as a 
matter of public‘policy; and it may be that, if local air transport to 


N 
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small ‘cities is regarded as essential for the public good, government ` | 


air:transport contractors: may have to be accepted as a part of the 
air transport industry. But, where possible, private business should be 
encouraged to stand on its own leet and the dead and restrictive hand 
of subsidy removed. 

The second alternative Te whereby the good markets should 
_ be opened to the weaker carriers, spells a program of increased and | 
- perhaps destructive competition. Such a policy is, of course, unac- 
ceptable. It would result either in a weakening of the industry with 
danger to public safety and welfare, or in survival of the strongest with 
the dangers -associated with monopoly. 

To attempt to, ‘redraw the domestic air-line route structure and, 
- in effect, start over, would. so completely disrupt the industry that 
it cannot be taken as a plausible alternative. Such a step, even assum- . 

_ ing that the planning can be done, could not be accomplished gradually 
and would-be far too difficult to undertake without interfering with 
efficient operation, capital investment, and continuous service. 

The fourth alternative, that of devising and forcing a program of 
mergers, while not easy, appears to be the most fruitful course to . 
pursue in removing the primary obstacle to a self-sufficient domestic 
- air-line industry. For if the problem of the trunk line air carriers is 
that only those carriers with access to a number of the high density 
traffic routes can be expected to make enough money to.cover their 
costs in normal times, without subsidy, the policy which the “en | 
Aeronautics Board should follow seems clear. - 

In the first place, the Board should develop a plan. This plan should d 
not be based upon the premise of cutting up the currently large and 
-successful air lines, but rather of merging the smaller air lines into a 
few large systems or with one of the Big Four. Moreover, in some 
cases, additional route mileage might be granted if necessary to weld 
an effective system together, although this measure should be used - 
sparingly so as not to increase competition unduly on the profitable 
~ route segments of the domestic air travel pattern. 

A starting point could be the present routes of the Big Four, which 
appear able to operate without mail pay subsidies. As can be noted 
by making a few calculations from the data included in Table VI, 
the four largest carriers have a prorated traffic potential among the 
top 97 pairs of cities covered in the September, 1948, and March, 
1949, surveys of 381.7 million passenger miles of the total of 502.8 mil- 
lion. This would indicate that the remaining twelve air lines draw only a 
total of 121.1 million or 24 per cent of the total. Similar percentages 
come from 1949 and 1950 traffic statistics when the twelve smaller 
air lines handled only 26 per cent and 27 per cent, respectively, of . 
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the revenue. ton miles of traffic carried by the domestic trunk line 
industry. If the character and size of the routes of the Big Four are 
_ any criterion, these data indicate ‘that a recast industry could not: well 
support many more than a total of six companies, all.of the approxi- 
mate size of the four largest carriers. These companies might well be 
comprised of four transcontinental carriers and two north-south 
carriers operating in the eastern half of the United States. 

A plan for consolidating the existing sixteen lines into six strong 
lines could be undertaken without reducing competition on most of the 
important traffic segments. An air-line system of four transcontinentals 
and two north-south lines would doubtless result in increased competi- 
tion in major segments like Los Angeles and San Francisco to Chicago 
and might put a second carrier in such markets as Los Angeles— 
. Denver—Chicago. Any reduction of competition which might result 
would be slight and would certainly not affect the over-all competitive 
level of air-line service. With such a merger program, however,.there 
' would almost surely be some reduction in competition between pairs 
of cities of light traffic density, although this reduction would not be 
large nor serious since these low density route segments are often 
served by a single trunk line carrier now. 

After developing a plan for consolidations based upon the premise 
of developing a few strong routes, the Civil Aeronautics Board must, . 
as a second major step, devise methods for forcing the adoption of 
: the, desired mergers. A voluntary system would doubtless accomplish © 
something, for there are many strong motives for effective air-line 
‘consolidation. It is true that there has not been a single major air-line 
merger affecting in any material way the trunk line route structure 
since the Civil Aeronautics Act was passed in 1938. Merger plans 
have been announced on a few occasions and other merger plans have 
been developed, but all major plans have been dropped, largely be- 
cause of the unsympathetic attitude of the Civil Aeronautics Board. 
But, now, if the Board came out with a suggested plan of mergers which 
promised economic advantage, and indicated that it would look favora- 
bly upon merger proposals along the line of its plan, it is believed that 
some mergers might be developed which would help the air-line route 
structure. 

But there is little more reason to expect that a voluntary con- 
solidation plan would be more successful with the air lines than it was 
with the railroads some thirty years ago. So long as there is no com- 
pelling economic necessity for mergers, the managements of the twelve 
smaller air lines—many of whom are pioneer founders—cannot be — 
expected to give up their positions and independence by agreeing to 
merge into a larger company. However, the reason there is no com- 
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pelling economic necessity, at least in fairly normal traffic times, is 
that the government has continued to pay the bill through its air-mail 
subsidy. 

Consequently, air-mail payments should furnish the Civil Aero- 
nautics Board a strong stick to use in forcing desirable mergers. By 
threatening to withhold the subsidy element involved in mail pay, 
unless merger plans were worked out substantially in accordance with 
a plan by a reasonable time, the Board could surely compel desirable 
consolidation. Moreover, such use of its power to fix mail pay does 
not appear to be an abuse. The Act of 1938 directs the Board to 
consider, among other things, in fixing mail pay, such factors as - 
economy and efficiency and the reasonable needs of the public for an 
adequate and economical air transport system. Surely if a program of 
well planned and selected mergers shows promise of bringing the trunk 
line carriers to a position of self- sufficiency and does not materially 
reduce compétition or the volume of service, the Board is really com- 
manded under the law to take a strong stand, 


COST OF PRODUCTION, PRICE CONTROL AND SUBSIDIES: 


f 


AN ECONOMIC NIGHTMARE 


. By Harry GUNNISON Brown* 


In recent decades the attention of economists interested in value 
theory has been largely turned away from a consideration of cost of - 
production in the sense of “opportunity cost” toward consideration of 
the so-called “cost” of production to the individual company or “firm.” 
Emphasis is put on the “marginal cost curve” and the “marginal 
revenue curve” and these are used to express graphically the hypothesis 
that the “firm” will tend to increase its production up to but not beyond 
the point at which “marginal cost” is as great as “marginal revenue.’ 

Possibly a principal reason for this new emphasis by teachers and 


` writers of economics is the great expansion in collegiate training for 


business. For such expansion would bring, presumably, a desire to give 
more attention to matters that’seem to relate to the “practical” de- 
cisions of business executives. 

In this paper I want to distinguish between the outlays of the “firm,” 
as such, and those alternative opportunities which make up the cost or 
costs’ of production in their effective supply-determining sense. I am 


not greatly concerned with the question of definition. I admit the 


right of others to define “cost” or “costs” of production as they like. . 
But I believe there are very real advantages in using the expression 
“cost of production” in a sense that fits in with and is helpful to a de- © 
mand and supply analysis. And for such analysis, “firm” outlays are 
not the important causative influences. To get at these we must direct 
attention to the alternative employment possibilities of each separate 
worker, each separate piece of land, each bit of capital equipment. 

I strongly suspect that the logical justification for this view is not 
anything like generally understood by economists. Perhaps the great 


. majority of economists do not understand it. If so, gapianaton; 1S 


especially important. 

Suppose, to begin with a relatively simple case, we consider a firm © 
engaged in the production of wheat. This “firm” could be an indi- 
vidual proprietorship, a partnership or a corporation. For our purposes 
it does not matter which. The “firm” employs a number of workers, 
the various pieces.of land embraced in the farm (and perhaps some _ 
land not thought of as part of “the” farm), and such buildings, fences, 


* The author is professor emeritus of economics, University of Missouri. 
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acne: fertility and other forms of suite as the operator thinks 
desirable. Wages are paid to the workers, interest is paid for the use — 
of capital, land rent is paid to the landlord or landlords for permission 
to use the land. Are all these outlays to be regarded.as costs im the ` 
sense that they are necessary payments to maintain the production? 
The answer is in the negative. Consider first the rent of the land. 
The “firm” is, indeed, in competition with other wheat producers 
for the use of good wheat land and must pay as much for it as is neces- 
sary to meet this competition. But what if the demand for wheat should 
become less and, therefore, the price of wheat should fall? Would not 
the bidding of rival wheat producers to use this land decline? If so, 
could not our assumed “firm” offer a lower rent to- the landowner and . 
still be.as certain of having the use of the land as he was previously 
at the higher rent? - 
This might indeed be the case and therefore, it does not at all 
_ follow that the outlays the firm is obliged to undertake to outbid a 
rival or rivals in the same business are\a necessary cost of keeping the — 
land in that business and, therefore, continuing to get wheat from 
‘the land. l E 
On the other hand, as could easily be the case, the land might be 
` so productive for a different crop, e.g., oats, potatoes or sugar beets, 
and some tenant, therefore, willing to pay enough rent to use it for 
this different crop, that at a slightly lower price for wheat the land . 
would be rented to the tenant who would use it for the othet crop. (This 
might or might not be the same tenant who, at the high wheat price,- 
would use it to produce wheat, for all users are certainly not equally 
good in all lines of production.) The amount. which must be paid to 
- keep the land in this instead of an alternative line of production, és 
cost of production in a sense significant for a study of the supply and 
demand and the price of wheat. . 
But we cannot assume that all the land used for the production of 
wheat by a particular farm or farming company is equally productive. 
Nor, even if it should be, can we conclude that all of it is equally good 
for some alternative crop. If we suppose that on the particular farm | 
there are ten separately fenced-off fields used for wheat and if we go 
so far as to suppose that these fields are equally good for the raising 
of wheat, the land rent cost of producing wheat on these separate fields 
may still be different. Perhaps field A is so poor for any other use that ` 
even with a pretty low price for wheat it would still be used for that 
purpose. The wheat attributable (“imputable”) to the use of that 
field is, comparatively speaking, low-cost wheat. Field G, on the other 
hand, may be so good for the production of (say) sugar beets that 
even a very slight fall in the price of wheat would cause it to be diverted — 


128 THE AMERICAN ECONOMIC REVIEW 


to the production of sugar beets. If the present tenant does not know 
how-to produce sugar beets, the owner may rent it to another tenant 
who does. Wheat raised on field G is, comparatively speaking, high- 
cost wheat. 

So far as the land rent is aane then, we cannot say that the. 
farmer or the farm company or the farm firm 3 is either a low-cost or 
a high-cost farm or company or firm. In the sense in which cost re- | 
lates clearly and simply to the conditions of supply and-to a supply and 
demand analysis, there is no one cost for a particular firm. Part of each 
firm’s production may be low cost and part, high cost. 

Now let us turn to the matter of labor and wages. Here again, the 
cost of production, in the only sense directly relevant to a supply and 
demand analysis is the amount necessary to get and keep the “factor” 
(in this case, labor) in the particular line of production. And so here, 
again, such cost must be reckoned in alternative possibilities, and not 
in mere outlays. . 

The workers engaged in the production of. wheat may be unevenly 
productive and may be receiving varying wages for their work. But 
we shall here assume that they are equally productive and are receiving 
equal wages. Still, the cost of production of the wheat produced by 
some will not be the same as the cost of that produced by others. For 
their alternatives will, presumably, not all be the same. Though all 
thay be receiving, say, $8 a day, K might be ready to quit and go into. 
an alternative line if his wages in the wheat fields should go down only 
to $7.99, while Q might conceivably have no alternative line that would 
: pay him more than $4.00 a day and would therefore remain in wheat 
production even though wheat were to fall almost, or quite, to half its 
` previous price and his wages were to go down almost, or, even, gente, to 
$4.00 a day. 

. This does not mean that any firm could get Q on such terms so long 
as the price of wheat remained high. For different companies then 
could and would bid for Q’s services, and at any wage the tiniest bit 
below the amount necessary to get K, would prefer Q to K. Thus, they 
would compete against each other for Q up to that point before hiring 
K. But it does mean that if the demand for wheat should decline and, 
therefore, its price should fall, with consequent decline in the demand ` 
for that particular kind of labor, the resulting lower wages would not 
necessarily cause all the workers in wheat production to quit it for 
other work. Some would quit but, unless the reduction in wages were 
very great, others would not. 

Of course, the number of young persons going into this Wna of pro- 
duction might decline very rapidly even though many older workers, 
less adaptable, remained for years in the work. 
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Our general conclusion must be that with labor and wages, as with 
land and land rent, cost of production of goods must be reckoned as 
what is necessary to keep each individual worker (or each individual 
piece of land) in the given line of production. This depends-on what 
they can earn in the best alternative line of production. What the “firm” 
has to pay as wages, because of the competition of other firms in the 
same line; is mot cost in the sense in which the word is here used. The 
cost of production of the wheat imputable to the labor of each worker 
must be reckoned in terms of whether tkat worker would or would not 
stay in that industry producing (as in this illustration) wheat for a 
ss wage than is being paid him. 

A similar analysis can be made in regard to the cost of keeping 
capital equipment—buildings, ships, the readbeds of railroads, loco- 
motives, machinery, orchards——in any specific line. And here, as in 
the case of labor, a distinction must be made between the long run, in 
which the equipment wears out and replacement depends on a return 
high enough to make such replacement worth while, and, on the other 
hand, the shorter run, when some equipment would remain in its line 
for very little annual return, because it is so highly specialized as to 
have no practical alternative. 

It is true. enough that the logical way to run a specific firm is to 
increase output up to and only up to the point where the marginal 
revenue is no longer in excess of the so-called “marginal cost” (but 
meaning marginal outlays); and, of course, to decrease output if and 
when it is discovered that excess production has-made marginal out- 
lay greater than marginal revenue. But by itself this analysis is super- 
ficial as regards production in general. For it fails to stress the fact that 
there is no one cost for all units produced by a firm, that the cost of 
part of the product is low, of part intermediate and of part high; that, 
with a reduction of demand for the product and a fall in its price, such 
outlays as wages and land rent- would be likely to decrease; that with 
these lower outlays the so-called marginal “cost” for any “firm” would 
be lower; and that any one firm might be willing enough to produce as 
much as before, even at a lower price, considering its lower outlays per 
unit of goods; but that so many individual workers, individual fields 
or pieces of land, and individual units of capital equipment, would not 
remain for the lower return, as to mean less total production. 

And so the important fact for our analysis is not that some “high- 
cost firm” quits at the lower price for the product but -that some 
workers, some pieces of land (in agriculture,-some fields) and some 
capital instruments quit. This might possibly involve a diminished. 
number of “firms” in the business if otherwise the smaller scale of pro- 
duction would mean less economy of operation. But certainly the refer- 
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ence to individual firms as high-cost and low-cost is, by itself, super- 
ficial. The significant matter is that “factors” (labor, land, capital) 
quit. Hardly ‘ever will all the labor,’ al the land, all the capital as- 
sociated in one “firm” quit simultaneously. Workers who do not quit 
but who have been working on land that does, will recombine with 
another piece of land (and likewise, with other capital) which does not 
transfer to another line, but some of the workers on which do trans- 
fer. 

The analysis is the same when the'“firm” owns—instead of hiring 
or. borrowing—the land or capital it uses. For management, will pre- - 
sumably choose to divert, into another line or lines such land and 
capital as will yield more in such line or lines than in the line it has 
been in previously. Even if the economist who emphasizes “cost” to the 
“firm,” contends that in the case of land and capital owned by the firm 
itself he is not thinking about “outlays” but about some “reasonable” 
or to-be-expected return to the firm, he is missing the main point un- | 
less this “reasonable” return is measured in what could be had in an 
alternative line or lines. And in any case, as regards all labor, land and ` 
capital hired or borrowed, he is still missing the main point. 

All this has a bearing on the contention that prices can advan- 
tageously be kept down—or reduced—by the payment of subsidies out - 
of money raised by taxes, and, especially, on the claim that the ex- 
pense of the subsidies to taxpayers will be less than the gain to con- 
sumers in lower prices. Thè basis of this claim has been that the subsi- 
dies will need to be paid only to the “high-cost” firms. But our analysis 
has shown that much of the production of a so-called “high-cost” firm 
is actually low-cost production, in the sense that some of the land, 
labor and capital used by it would, if product price were forced down, 

. nevertheless -remain ‘in that line of production for less rather than 
transfer to another line or lines. Our analysis showed, too, that a part 
of the production of a so-called “low-cost” firm is high-cost produttion,- 
in the sense that some of the land, labor and capital used by it would be . 
shifted to another line or lines rather than accept any less remunera- 
tion. Presumably, the “firm” which is said to operate at “low cost,” ` 
tends to employ these factors as long as there is any gain to the owners 
and operators of the firm—or up to the point where there is no longer 
any gain—and, therefore, could not normally employ as much of each 
and all of them at a forced reduction of product price. In short, the 
effort to distinguish “firms” of the “high-cost” variety from “firms” 
of “low cost” and to base policy on this distinction is utterly super- 
* The concerted quitting characteristic of.the strike of labor is a not uncommon phenom- 


enon of our industrial life. But it does not invalidate the principle stated. In fact, the 
principle operates not only where labor is unorganized but also where it is organized. 
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ficial, and leads : only to confusion and to unwise legislation and ad- 


-` ministration. 


To. illustrate, suppose we ciie the oropal sometimes made— - 
and sometimes acted upon, e.g., during World War II—that prices 
in specific lines be kept down through the payment of a subsidy to pro- 
ducing “firms” by government. This was done in various lines during 
World War II, was defended by President Roosevelt as necessary and 
‘effective and is currently part of the administration program. The 
thought is that if (say.) milk would sell in an unsubsidized market at 22 - 
cents a quart, a subsidy from government of 4 cents a quart would 
enable the producers to sell the same quantity for 18 cents a quart. 
The consumer, as such, would pay the 18 cents. The government would 
pay 4 cents. 

Assuming this 4 cents a ee to be paid by taxation, it should be 
clear enough that, collectively, the people are still paying 22 cents a 
quart, though some taxpayers will then probably be paying, in part, for 
the milk consumed by other families than their own.’ , = 

But when it is pointed out that the 4 cents paid by government out . 
of taxes is just as much a cost as if paid by consumers directly, the re- 
. joinder is made that the 4 cents does not need to be paid to all 
firms but only to the “high-cost” firms, and that there is thus an 

“economy” in the subsidy system. 

As we have seen, however, it is impossible thus to divide firms into 
“high-cost” and “low-cost” firms. The significant costs are costs for ` 
getting. and keeping the factors of production—land, labor and capital 
.—-In the given line. And these costs are not the same for the various 
workers or. for the different pieces of land used or for each of the 
various units of capital equipment..If, therefore, there is any logic at all 
in the paying of subsidies to hold down or bring down the prices of. 

_ Specific goods and if it is desired to pay these subsidies only for the 
really high-cost part of the supply, then the subsidies should be paid ` 

to some workers but not to all, to the owners of some land but not to 

all, etc. | 

But let us see what this more truly logical application of the sibady | 
plan for the “high-cost” part of the output would mean. To do this, let 
us return to our assumed alternatives for workers in the wheat fields 
(for the principle is the same whether the product is wheat, or is milk, 
butter and cheese). The worker who, because he could make an equal 
income in another line, would not remain in the wheat business (or 
the dairy business) for less than $8.00 a day, is “high-cost” labor, and 

"If the subsidy should be paid, for example, by a new issue of paper money, there would . 


also be price level inflation; but it would still be true that, collectively, the people would 
be paying for what S received. -> ` 5 ; i -i 


` taxes so’ that he can still realize his $8. 00 and will still remain in the ~ 
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if the price of the product is to be kept down to where he would not 


get the $8.00 from consumers as such, he must receive a subsidy. from 


given. line. But for the equally eficient worker in this line who could , 


not make more than $4.00 in another line and who would, therefore, 


stay where he is despite regulation lowering the price of the product— 


for him no subsidy is required. And the only way to have this so-called 
“economy” is not to give him the subsidy. 


Thus, ‘the payment of a subsidy to the one worker and not to the. 


other would mean that one of the two workers—and it could be 160 
out of 200-—though equally efficient and productive and thus rendering 
equal service, would have to be grossly discriminated against.. If the 
price were regulated to half the normal market price, the worker dis- 
criminated against would receive only $4.00 a day. The other, being 
subsidized, would. receive $8.00 a day for no greater production. or 
service. That such a subsidy system would arouse great resentment is 
sufficiently obvious. 

In a system of truly free markets, the sorker who cannot change 
to another line without substantial loss, is protected against having 
his wages greatly reduced on that account by the fact that many others 
can and will change if wages in the particular line greatly fall. The 
subsidy system. deprives him of this protection. ` 


P) 
we 


_ There is also to be considered, of course, the administrative im- — 


possibility of such a system of subsidies. How shall we know which 


if. their’ wages should be reduced and which of them would not? Any 


‘of them might say he would, if that would get him a subsidy other- 


wise not obtainable. But, in fact, most of them probably do not them- 
selves know until finally faced with the actual problem, under just 
what pay conditions they would or would not change their line of work. 

It seems unnecessary to repeat the argument of the last four para- 


_ graphs, in its application to land and to capital. The reader who has 
‘followed the analysis up to this point should have no difficulty in ia : 


how it applies to these other factors of production. 
Since some natural resources—e.g., a rich mine of coal, copper or 


silver—which yield high rent (or royalty) in one line of production, 


are entirely or almost entirely useless for any other production, it will 
perhaps be urged that the price of the particular product should be 
held down and that then the owners of such natural resource will 


just have to take a lower rent or royalty, to the clear gain of consumers. . . 
Or, if the operating company itself owns the resource, it will have to | 


accept a lower “profit”—although the income from the: resource, as 
such, is really no less a rent or royalty, imputable to the resource, than 


- of 1,000.or 100 ,000 workers would change permanently to another line ` 
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if it were owned by.a private individual who received monthly, 
quarterly or annual-checks from the company for its use: - 

But to hold the price of the product down. by force would mean that 
the price was also reduced on such parts of the product .from this 
rich mine itself as are produced at the “intensive margin” and, like- 
wise, on such parts of the product as are produced from noorer—in- 
cluding marginal—mines. Then some, at least, of the labor and capital 
. used in both cases referred to would probably quit rather than accept 
any lower return and, short of compulsion, would remain in the busi- 
ness only if subsidized. 

Such holding down of the price by subsidization would not only 
arouse resentment from some workers, as indicated above, but would 
tend strongly to encourage a larger use of the product. as compared.: 
with other goods, at, of course, the expense of taxpayers. Unless a 
rationing -system forcibly held down demand, the amount of. these 
goods consumed, as compared with other goods, would be larger than if 
marginal costs were covered by prices to consumers instead of being. 
partially covered by taxes. The economy would be thus more largely ` 
a directed economy and less an economy based on voluntary choice. 
To a considerable extent, in fact, the so-called non-communist world 
has been moving toward a directed economy and away from the free- 
dom in which its “leaders” pretend to believe. 

If any advocate of a directed economy is inclined to take satis- 
faction from such a possible case as this, in the thought that rents or 
royalties (including, “profits”) to owners of natural resources would 
thereby be reduced, it can be pointed out to him that such reduction 
could be accomplished through taxation of the unearned gains from 
natural resources and sites, without disturbing effects on the operation 
of a free-market economy. Such taxation could—and should—-be gen- 
eral on all land values rather than discriminatory on the land which 
has only one advantageous use. It would not substitute regimentation 
and control for the normal operation of the private enterprise system, 
' but would, in ways that have been frequently pointed out, remove 
_ obstacles to its most effective operation and conduce to strengthen 
and maintain it. l 

_ The subsidy policy of World War- II was an outgrowth of a rising 
price level which was itself a consequence of failure of government to 
balance its budget. Since taxation—-plus individual investment in gov- 
ernment bonds from saving—did not provide the desired funds, and 
since Congress would not levy taxes nearly sufficient to do this, there 
was resort to inflation of the circulating medium, through extensive 
financing of the war by borrowing from the banks. Then, although. . 
rigid price regulation had been held out as the remedy, the administra- : 
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tion decided. that there must be not only regulation but 'also dide 
Subsidies were demanded as the necessary means of making regulation 
effective. Yet such subsidies meant additional expenses when expenses 
were already far outrunning tax revenues. Such additional expenses 
must then require still further borrowing from banks and bring about 
still further inflation of the circulating medium, with'a resulting in- 
creased upward pressure on average costs and prices. That so many 
of the “intelligentsia” and so many “good” organizations supported 
the subsidy idea (and that two successive administrations have em- 
‘ployed and defended it) would appear to be significant evidence of 
the general economic illiteracy. l 


COMMUNICATION 


The Effects on Trade of Shifting Reciprocal Demand Schedules* 


The purpose of this note is to restate, with certain elaborations, a well- 
known proposition, first formulated by Marshall,+ concerning the comparable 
effects on ‘international trade of iso-elastic shifts in reciprocal demand 
schedules of different elasticities. Marshall’s rule was criticized in some respects 
by Graham,? who later was supported by Viner;* but Duncan,* among others, 
pointed out that Marshall was correct on his own definition of “increased 
demand,” which was not identical with that of Graham and Viner. In dis- 
tinguishing the Marshall type of shift of the reciprocal demand schedules 
- from the Graham-Viner type, two points will be discussed below: (1) Viner, 
following Marshall and Graham, assumed that the various reciprocal demand 
schedules of countries E and G were elastic, and largely in order to include 
cases of inelastic demand in the Marshallian problem, it is desirable to alter 
Duncan’s correction of Viner’s exposition; (2) Viner’s type of diagram differs 
somewhat from that of Marshall, and we shall translate the argument of 
Viner into a straight-line version of the Marshallian curves. 


I 
Marshall states the following rule,° in the case of a general increase in E’s 
demand for G’s goods: 


The more elastic the demand of either country, the elasticity of the 
demand of the other being given, the larger will be the volume of her 
exports and of her imports; but ‘the more also will her exports be en- 
larged relatively to her imports; or, in other words, the less favorable to . 
her will be the terms of trade. 


*The author wishes to acknowledge the suggestions and comments of the following 
at various stages in the preparation of this note: Lionel W. Mackenzie, Robert H. Strotz, 
_Jacob Viner, and Lloyd A. Metzler. The work was completed while the author held a 
fellowship of the Social Science Research Council. 

* Alfred Marshall, Money, Credit and Commerce (London, Macmillan and Co., Limited, , 
1923), pp. 177-78, 342-44. 

*F. D. Graham, “The Theory of International Values,” Quart. Jour. Econ., Nol. XLVI 
(1932), p. 601. / 

* Jacob Viner, Studies in the Theory of International Trade (New York, Harper and 
Brothers, 1937), pp. 543-46. 

+A. J. Duncan, “Marshall’s Paradox and the Direction of, Shift in Demand,” Eiga: 
metrica, Vol. VI (1938), pp. 357-61. See also D. H. Robertson, “Changes in International 
Trade and the Terms of Trade,” Quart. Jour. Econ, Vol. LII (1938), pp. 539-40; 
A. K. Dasgupta, “The Elasticity of Reciprocal Demand and Terms of International 
Trade,” Indian Jour, Econ., Vol. XXII (1941), pp. 169-70; J. L. ‘Mosak, General- 
Equilibrium Theory in International Trade (Bloomington, Principia Press, 1944), pp. 
85-86. ; 

* Marshall, of. cit., p. 178. 
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Graham and Viner agree 2 that the rule holds for G’s trade and terms of trade, 
but not for E’s. 

Viner, again supposedly following Marshall, assumes anal “when a re- 
ciprocal demand ‘increases,’ it shifts to the right by a uniform percentage at 
all points of the original curve.’”® Viner is not, however, following Marshall’s 
technique on this point.’ For in Viner’s diagram a shift of E's curve uni- 
formly proportionally “at all points” means “at all prices’——there is a 
given proportional increase (at all prices) in E’s exports and imports; for 
Marshall, it means “at all amounts of G’s commodities”—there is a given 
proportional i increase (at each level of E’s imports) in E’s exports.’ In short, 


8 Viner, op. cit., p. 543; cf. Marshall, op. cit., p. 342. 

‘Viner has acknowledged his misinterpretation of Marshall’s diagram. “Indemnity 
Payments and Gold Movements: A Reply,” Quart. Jour. Econ., Vol. LITI (1939), pp. 
316-17. 

*In terms of the usual kind of (straight) demand curve, the difference in the shifts of 
Viner and of Marshall is this: for Viner, the original and the increased curves would have 
the same intercept on the vertical (price) axis, and for Marshall, both curves would have 
the same intercept on the horizontal (quantity) axis, with the increasing curve rotating 
from the common intercept in both cases. 

For a given percentage increase in an elastic E- ~curve, if the Viner reciprocal demand 
shift is constructed with a Marshall shift on the Marshall-type diagram, Marshall’s in- 
creased curve lies to the right of Viner’s shifted curve. See note 13, below. 
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an equi-proportional shift for Viner'is an iso-elastic shift with respect to price; 
for Marshall, it is an iso-elastic shift with respect to quantity. Although it 
has not been so stated in the literature, an iso-elastic shift of some kind is 
the significant kind of movement, for we wish to determine the effects of a 
shift of a curve of given elasticity. 

since Marshall’s procedure involves an increase of E’s exports for a given 
quantity of G’s exports, which constitutes a fall in the relative price of E’s 
commodities, Duncan states that Viner, in wishing to restate Marshall’s 
proposition, should have shifted his E-curve vertically downward instead of 
horizontally to the right.° Now, so far as just the export ratio of the two 
countries is concerned (or the import-export ratio of either country), an 
increase in E’s demand could be represented by maintaining E’s éxports and 
reducing G’s exports, or by holding G’s exports constant and increasing E’s 
exports. The latter method is Marshall’s. Duncan, who is attempting to re- 
state Marshall’s solution with a Viner-type diagram, inexplicably uses the 
former method. His version of Viner’s figure is correct on that basis, but by 
assuming that E’s exports remain constant while the terms of trade vary, it is — 
not possible to analyze the Marshallian problem involving an inelastic G- 
curve.*° If Marshall’s approach is used, #.e., increasing E’s exports and 
maintaining constant E’s imports, by moving the increasing E-curves along a 
rectangular hyperbola, it can be seen that some of Marshall’s stated con- 
clusions do not obtain for E when the G-curve is inelastic. (The same demon- 
stration can be made on Marshall’s own diagram, of course.) 

In Figure 1, R is constructed as a rectangular hyperbola,’so that at any 
point on R the quantity of E’s imports (G’s exports) remains constant al- 
though the terms of trade change. G is an elastic curve, and G’ is inelastic. 
The e and e’ curves are more elastic than Æ and E’. With the elastic G curve, 
an increase in E’s demand causes E’s exports and imports to be greater and 
her terms of trade to be worse the more elastic the E-curve; and, with a 
given increase in E’s demand, the more elastic the G-curve the greater is G’s 
trade and the worse her terms—which are Marshall’s conclusions. However, 
with the inelastic G’ curve, not all of Marshall’s conclusions hold for E: 
the more elastic is E’s curve, the smaller the change™ in her trade, and the 
better her terms. With Duncan’s alteration of Viner’s diagram, it would 
appear that the more elastic is E’s curve, the worse is E’s terms of trade and 
the larger her exports even when the G-curve is inelastic; and, again in ` 


\ 


*Duncan, op. cit., p. 360. In Figure 1, Æ and ¢’ would intersect directly below the 
intersection of E and e. In Viner’s figure, the new intersection is directly right of the old, 
i.e., at the same price level. 

*Not only is Duncan’s procedure inadequate in cases involving an inelastic G-curve, 
but, even though the E-curves be shifted in such a way as to give the same terms of 
trade when either method is followed, the magnitudes of the imports and eapon involved 
will depend on the method employed. 


ii When the change in trade is an increase, we may restate Marshall’s conclusions in 
terms of the relative magnitudes of movements. Viner uses this terminology, and Graham 
suggests that Marshall shoud have done so, at least in speaking of the terms of trade. 
However, G’s exports decrease when G’s curve is inelastic; thus, E’s imports show less - 
change from their original total and are greater the more elastic is E’s curve. 


~ 
4 





z 6G-GO0DS 


138 THE AMERICAN ECONOMIC REVIEW 


t 
' 

a 

. 

78 

1 

` 

' 

t 

. 

. 

. 

. 

2 

+ 

. 

t 

k 

z 

t 

z 

. 

z 

z 

z.s. 
+ 
o- s.. arr srme u e a a amm aa 
: 


E - GOODS 


FIGure 2 


contrast to Figure 1, his figure indicates that E’s imports, with an inelastic , 
G-curve, would be smaller the more elastic the E-curve. 


It 


Viner, it is seen, prefers a diagram in which one commodity is represented 
on the horizontal axis and the price of that commodity in terms of the 
foreign commodity is represented on the vertical axis. Marshall employs a 
diagram in which the axes each represent the total quantity of one or the 
other of the two commodities. In short, Viner prefers a diagram in which 
a direct reading of terms of trade can be made, rather than one in which 
a direct reading of total amounts traded by both countries and of approximate 
elasticities of both curves can be made.™ We shall now use Marshallian curves 
to present Viner’s concept of the problem. : 

In Figure 2, curve G’ represents an elastic G demand curve, and E and E’ 
are elastic E-curves. The problem calls for Æ, the increased E demand, to be 
iso-elastic to Æ with regard to price: at every price, the difference in the 
quantity of imports demanded (and exports supplied) between the two curves 
is the same proportion of the original quantity demanded as at every other 
price. Therefore, when the curves are, straight lines, Æ is parallel to E. 
Considering the curves in their entirety, Æ and Æ would not normally be 
parallel, for they would pass through the origin. But at any price, the slope 
of E will equal the slope of F’; i.e., the tangents to the curves at the respective 


“Viner, op: cit., pp. 541-42. 
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À FIGURE 3 


I 


points cut by the price line will be paralel.*? 

We start, in Figure 2, with E intersecting a G-curve so that G’s exports 
are ON and her imports are OM; now the E-curve shifts iso-elastically to Æ 
and intersects alternative G-curves of different elasticities. Marshall, Graham, 
and Viner presumably would agree that we have the following results for 
country G: 


The more elastic the G-curve: (1) the greater is the increase in G’s 
exports (#.e., ON” > ON > ON’), or the less the decrease (if the G- 
curve is inelastic), irrespective of the elasticity of the E-curve; (2) the 
greater is the increase in G’s imports, if the E-curve is elastic (t.e., 
OM” ’ > OM” > OM’), or the smaller is the increase, if the E-curve is 
inelastic; (3) the smaller is the amount of favorable movement in the 
terms of trade to G (#.e., angle POX > POX > P”’OX), irrespective of 
the elasticity of the E-curve. 


In Figure 3, we have only one G-curve. E ea E’ are parallel (ż.e., iso- 
elastic with respect to price) inelastic curves; e and e’ are parallel elastic 


. “It is convenient to use straight-line Marshallian curves to compare the Viner-type 
increased demand of country E with the Marshall-type shift on the same diagram (cf. 
note 8, above). In the figure below, E is the original curve, E is the Viner-curve show- 
ing a given proportional increase, and Æ” is the Marshall-curve based on the same pro- 
portional increase—or, more realistically, E, EZ’, and E” may be considered tangents to 
reciprocal demand curves at P, P’ and P”, respectively. Employing a measuremént demon- 


„strated by Marshall (op. cit, p. 337, note 1), it is evident. that the three points in 


question have the same elasticity: ep = OR/OM, e,’ and e” = OS/ON, and OR/OM = 
OS/ON. And the points on E and H’ determined by any other price-line will be equal 
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curves. E and e intersect G at the same point; now E increases (any amount) 
to Æ’, and e shifts to e’. Since the problem is to compare the respective effects 
of (iso-elastic) shifts of an inelastic curve and of an elastic curve, we increase 
the elastic curve as much as the inelastic curve at the original price; t.e., E' 
and e’ intersect OP at the same point. In contrast to Marshall, Graham and 
Viner apparently would come to the following conclusions in this case: 


The more elastic the E-curve: (1) the smaller the increase in E’s ex- 
ports (i.e. OM’ < OM”); (2) the smaller will be the increase in E’s 
imports (i.e., ON’ < ON”), or the less the decrease (if the G-curve is in- 
elastic) ; (3) the smaller is ‘the movement of the terms of trade against E 
(i.e. , angle POX > POX). 


It is evident, in comparing Figures 1 (the Marshall case) and 3 (the Graham- 
Viner case) that Marshall’s conclusions are the opposite of those of Graham 
and Viner when the G-curve is elastic, but they are the same when the G- 
curve in inelastic. Thus, in the problem of’ the effects on E’s trade of an in- 
crease in E’s demand, the basis of the difference of the Graham-Viner results 
from those of Marshall rests not only in different concepts of increased de- 
mand, but in the failure of all three to investigate the cases in which the G- 
curve is inelastic. Witiram R. ALLEN* 


* The author is instructor in economics at Washington University, St. Louis. 


in elasticity; similarly, the elasticities of ee on E and E” at any level of E’s imports 
(G’s exports) are equal. 
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‘Similarly, in the case of straight inelastic E-curves, two curves are iso-elastic at each 
quantity of imports demanded when the curves have a common positive intercept on the 
Y-axis. 
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Economic Theory; General Economics 


The Economics of Collective Action. By Jonn R. Commons. (New York: 
Macmillan. 1950. Pp. xii, 414. $5.00.) 


In the final decade of his life John R. Commons devoted much of his 
time to the preparation of a statement in simple terms of the essentials of his 
economic thought. This statement now appears posthumously as The Eco- 
nomics of Collective Action, which was prepared for publication under the 
editorial direction of Professor Kenneth H. Parsons with the aid of Pro- 
fessor Selig Perlman and others. Those who are acquainted with Commons’ 
writings, especially with his Institutional Economics (1934), will be very much 
interested in seeing what success Commons has achieved in presenting the 
essentials of his economic thinking in a form mah is more acceptable 
to the general reader. 

This final work of Commons is divided into four parts. Part I on “Economic 
Activity” deals with his major scientific interest, the growth of collective 
action and the ways in which it has transformed the free-enterprise economy 
of the nineteenth century. Collective action is analyzed by Commons in 
terms of his well-known managerial, bargaining, and rationing transactions. 
In his chapter on capitalism, Commons traces the evolution of capitalistic 
economic organization through three stages: competitive, financial, and ad- 
ministrative capitalism. He explains that in the latest stage of economic 
development the governmental or administrative agency has taken the place 
of the financier as the dominant or directing force. Part II is concerned with 
what Commons describes as “simplified assumptions.” These assumptions re- 
late to five aspects of financial capitalism under the headings of sovereignity, 
scarcity, efficiency, futurity, and custom. What Commons does in this con- 
nection is to select five distinguishing features of twentieth-century capitalism, 
and he then analyzes economic behavior in the light of these special features. 

Part UI of Commons’ summary volume, concerned with “Relativities,” 
includes discussions on methods of investigation, theories of value, economic 
power, and conciliation, What ties these diverse topics together is Com- 
mons’ interest in the economic system as a going concern or process in which 
the whole is more than.the sum of the parts. All matters are viewed as systems 
of relations rather than as simple mechanistic structures. Part IV on “Public 
Administration in Economic Affairs” examines the problem of public control 
in economic matters. Commons explains how in the fields of agriculture, bank- 
ing, and industrial relations conflicts of interest are controlled through the 
establishment of a balanced equilibrium under governmental or administra- 
tive direction. 

Although there is nothing new in The Economics of Collective Action along 
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the line of economic analysis, this work is important because it does a good 
. job of presenting all the basic ideas that Commons worked out over a span of 
forty years or more. In addition, there is nothing here in the nature of ex- 
- tended digression or poor literary style that would deter the uninitiated from 
seeking an acquaintance with the contributions of one of the best-known 
American economists of the past half century. There remains the question, 
however, as to how well Commons has served himself in trying to reach a wider 
audience through this simplified statement of the complex body of economic 
thought which he worked out over many decades. 7 

What is most striking about the four parts into which Commons divides 
this simplified statement of his economic thought is the lack of integration of 
his material. There is no attempt to provide the reader with any over-all 
interpretation or framework of reference within which he could place Com- 


' mons’ essentials. Unfortunately, Commons has outlined the basic ideas of - 


his institutional economics without at the same time explaining the general 


framework into which these essentials may be fitted. Unless the reader already 


.understands the general mold in which Commons has cast his economic 


thought, the general effect of The Economics of Collective Action is an ` 
extremely diffusive one, The observant reader is inevitably led to ask what it. 
is that ties Parts I to IV together and makes Commons’ economic thought. 
_ in some way systematic. But no satisfactory answer to this question is pro- 


vided by Commons. The editor’s comments in the short introduction remedy 
this major defect in a small way, but they are no substitute for a general state-, 
ment of his own position by Commons himself., 

The unity in Commons’ economic thought is to be found in his interpreta- 
“tion of what he calls “banker” or “financial” capitalism. From Commons’ 
‘viewpoint economics is not a study of mental states, commodities, or market 
situations; instead, it is a study of economic organization, especially that form 
of economic organization which has developed in the United States since 
- 1875. Running through Commons’ views on collective action, transactions, 
economic power, negotiated values, and economic controls is an over-all 
view of the modern economic order. As with Werner Sombart, Commons 
takes the “economic system” as his basic concern, He is primarily interested 


in the economic organization of an advanced industrialized nation as it ap- 


pears in the first half of the current, century. It is this general view of the 
‘capitalistic order which’ provides the framework for Commons’ many and 
varied economic investigations. Unless one has a clear grasp of this broad 
framework, he is not likely to get the real significance of much of Commons’ 
economic thought. 


ww 


' Since Commons was not interested in developing the field of pure economics, +. 


his name is today not associated with any special contribution in this field. 
His primary concern was with the economic system as a concrete cultural 
product. He saw the need to generalize about the economic system but.not to 
the extent indulged in by the pure theorists. There is little in common be- 

tween the economic model of the pure theorist and Commons’ stagés of 
' capitalistic evolution. For Commons a'stage of capitalism, such as competi- 
tive or banker capitalism, is a special combination of legal, aoe and 


t 
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economic arangements in the light of which particular economic problems are 
to be analyzed. As he saw it at the close of his career, the United States 
was moving from financial capitalism to a new stage of economic develop- 
ment described as “reasonable” or “administrative” capitalism. It is this 
transition which dominates all economic problems.at the midpoint of the 
twentieth century. When the reader relates Commons’ discussion of the many 
topics which appear in this volume to the transition from banker to reasonable 
or administrative capitalism, . the essentials of Commons’ economic thought 
then take on more meaning. Once again it is a case of the parts taking on’. 
meaning when related to the whole. 

These essentials of Commons’ economic thought » were worked out in support 
of his position that the modern economy is no longer moving towards any 
' kind of.general equilibrium. In place of the automatic equilibrium of his 
famous contemporaries, Alfred Marshall and John Bates Clark, Commons 
would put his “administrative equilibrium.” According to Commons’ interpre- 
tation, the basic forces of the modern economy do not bring about stabilization 
at high levels of employment and output. Modern science has given us the as- 
. gembly-line technology; the new industrial technology has altered the struc- 
‘ ture of the economic system in such a way as to place large-scale economic 
enterprise at the center of things; and, finally, each major economic group 
has become a protectionist interest which places its own welfare above that of 
the community. The consequences of. these developments, Commons points 
out, are economic instability and insecurity for the masses. In this situation 
the only way out, as Commons sees it, is to establish a managed or adminis- 
trative equilibrium under the direction of a government which will unite all 
major economic groups to. the end that the national interest may prevail. 

In developing his thesis that the modern economy is no longer self-adjusting 
in any broad sense of the term, Commons fails to push his analysis as far as 
he could very well have gone. He has no well-developed theory of capitalism 
which gives adequate attention to the following three matters: the nature of 
economic change, the theory of economic classes, and the rôle of government , 
in economic affairs. Although Commons touches upon these matters at many 
points, there is lacking a consistent attempt to tie them together in a theory - 
of the capitalistic order which would have as its central theme the shift from 
an automatic to an administrative equilibrium. 

This deficiency in Commons’ work may be attributed to the fact that all’ 
during his active life he was more concerned with solving economic problems 
than with explaining them. He much preferred settling a labor dispute to 
attempting to relate it to the broad economic matrix from which the dispute 
had emerged. Support for this explanation of Commons’ major deficiency is 
found in his remarks in Chapter X on “Methods of. Investigation.” His ex- 
planation of what he calls the “comparative method of reasoning” shows that | 
he was much more concerned with methods of investigation than with methods 
of scientific analysis (p. 124). Methods of investigation are very important to 
the mediator in a labor dispute, but they are not a very useful device for the — 
. construction of a theory of the capitalistic order. In order more successfully 
to nave made use of the vast store of economic information which he gathered 
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during a long lifetime’s contact with a large variety of economic problems, 
Commons would have had to move much farther beyond the-réle of the in- 
vestigator than he did. Perhaps this is too much to expect from any one man, 
especially from one who made “problems” and not “analysis” his major in- 
terest over a span of half a century. 

One detects in Commons’ final work a special emphasis upon the importance 
of public administration in economic affairs. So strong is this interest in 
governmental action that we find Commons describing his science as “ad- 
ministrative economics” (p. 130). This type of economics takes as its central, 
issue the control of economic affairs through various forms of collective action. 
The highest or most significant form of collective action is that of the ad- 
ministrative investigational body. It is at this point where administrative 
collective action is under consideration that Commons’ economic thought 
reaches its culmination. His whole life’s work, his investigations in the fields 
of public utilities, taxation, and industrial relations, and his excursions into the 
realm of economic thought all point to but one thing, namely, the rôle of 
public administration in economic life. Commons begins Tke Economics of 
Collective Action with the statement that “This is an age of collective action”; 
and he closes his simplified statement of the essentials of his economic thought 
with the observation that the last half century has witnessed a shift from 
“laissez faire” to “control economics.” The bridge between’ these opening ` 
and concluding observations is a consideration of the importance of govern- 
mental or administrative action in economic affairs. 

Commons’ interpretation of twentieth-century capitalism is much stronger 
than his suggestions for economic reform. When he turns to the question of 
what should be done to make the economic system function more satisfactorily, 
nothing new is added in this volume to what had already been said in his 
Institutional Economics and other writings. His position with regard to: 
economic reform may be summarized in the following manner. Modern eco- 
nomic problems can be handled satisfactorily only by means of a program of 
limited government intervention. The general aim of this limited interventionist 
program is, as Commons says, “to trim off the most destructive edges” of such 
private economic dictatorships as corporations, banks, cartels, and unions 
(p. 290). The government is to act as an umpire who keeps all large economic 
units under control and operating according to the rules of the economic game. 
However, the umpire himself must be watched for there is always the danger 
that the government will become a twentieth-century leviathan which domi- 
nates the whole “administrative national economy.” Since Commons was not 
. an enthusiastic centralist, he shows a strong aversion to some of the centrip- 
` etal tendencies of the modern large-scale economy. His ultimate goal is some 
kind of “primitive democracy” which in modern circumstances would unite 
government and private enterprise in such a way as to keep the institution of - 
private property in a vigorous, healthy condition. Economic controls are to 
be devised and put into practice only up to the point where the institution of 
private property continues to be een It is plain to see that there was. 
nothing of the socialist in Commons. : 

In his eee concerning a program for economic reform Commons was 
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‘far from being. specific. This is not surprising when one calls.to mind’ the 
strongly pragmatic bent which he possessed. In the concluding remarks of 
The Economics of Collective Action Commons recapitulates his views on the 
problem of economic reform by stating that “These observations are not in- 
tended to excite discouragement, however true they are to the facts and the 
probabilities. They are intended toward reorganizing the ethical or democratic 
forces along new lines to be discovered by investigation of the actual 
facts. . . .” (p. 290). Commons looked with strong disfavor on utopians 
whether of the past or present. Ideals, he found, must be backed by a study of 
“Institutional details” which show whether or not the ideals can be made to 
work out. There is room for suspicion, however, that Commons carried his 
interest in investigations of the “actual facts” too far. An excess of facts is 
no better than an excess of ideals. Commons’ failure to say much about the 
broad goals of economic reform can be attributed, in part at least, to an 
excessive regard for facts and details. His limitations in this connection are 
the usual limitations of many pragmatists who tend to be more impressed by 
the trees than by the forest. 

The literature of economics is considerably enriched by this general review: 
of his own economic thought by Commons even though, in the opinion of this 
reviewer, Commons was not always capable of putting his own contributions in 
their best possible light. Tke Economics of Collective Action should attract 
a wider reading audience than did the ponderous and sometimes awkward 

Institutional Economics. In doing so, this posthumous volume will serve the 
- good purpose of bringing economists of the future into contact with an un- 
usually keen interpreter of the flow of economic events in the first half of 
this century. Commons frequently described his type of economics as “futur- 
istic.” This term will doubtlessly for a long time continue to describe his 
influence on those economists who realize that their science has once again 
become “political economy.” 

ALLAN G. GRUCHY 

University of Maryland 


Oxford Studies in the Price Mechanism. Edited by T. WrLson and P. W. S. 
Anprews. (Oxford: Geoffrey Cumberledge. New York: Oxford Univ. 
Press. 1951. Pp. xv, 274. $4.25.) 


This volume consists of thirteen essays, of which seven have previously been 
published in the Oxford Economic Papers and six are new. Of the latter, four 
summarize or bring up to date the work that was done in Oxford before the 
outbreak of war and two are new contributions. 

Two prewar investigations undertaken in Oxford’ have aroused special 
interest elsewhere, and it is satisfactory to find them reprinted here. There are 
six articles on the rate of interest, including a summary of the article by 
Professor J. E, Meade and Mr. Andrews in which they discuss the replies of 
37. businessmen to an enquiry into the degree to which interest rates affected 
their behaviour. Attention should be drawn to a further article by Mr. Andrews 
which has received much less publicity since it was not published till after 
the outbreak of war. This latter study analyzes 309 replies to a very simple 
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questionnaire, and the- conclusion is reached that the rate of interest, and. - 
indeed the availability of credit, are of little Importance in business: decisions. 
It cannot be said that either of these enquiries ‘is conclusive (in the second, 
answers were only received to a quarter of the enquiries made). Nevertheless, 
they are still- of interest for very little further evidence has been brought 
forward since they were made. Certainly caution is needed in interpreting 
these results, and it would be going much further than the facts adduced 
warrant if we were to conclude from them that changes in the rate of interest 
can have no appreciable effect on business outlays. This caution is expressed, 
both in Sir Hubert Henderson’s prewar comments and in Professor Sayers’ 
postwar review, both of which are reprinted in this volume. . 

In addition, the articles by Messrs. Hall and Hitch on “Price Theory and 
Business Behaviour” is reprinted in full. There are chapters on the rate of: 
exchange (two articles by. Professor A. J. Brown containing econometric 
studies) and on the bii of Labour to Economic Incentives” by Mr. 
H. W. Robinson. 

_ For those of us who have access to the files of the Oxford Eino Babes 
the real meat consists of two new articles which discuss the working of the 
' price mechanism in the light of recent work. in Oxford and elsewhere. Mr. - 
Andrews devotes himself to industry and Mr. Giles to agriculture. Mr. 
Andrews is concerned to show that a “full cost” theory of pricing is consistent ` 
with much of Marshall’s treatment of firm behaviour. In this he is sticcessful 
but only because Marshall never attempted a complete analysis of firms; 
- when a writer is inconsistent in his treatment of a subject, we can call ourselves | 
true followers of the master whichever part of the-whole we decide to discard. 
On the constructive side, Mr. Andrews hardly goes beyond a restatement of 
the thesis he presented in “Manufacturing Business.” For this thesis I have 
a good deal of sympathy, but I cannot say that Mr. Andrews copes with the 
difficulties which arise. Two of these may be referred to here. If firms fix 
their prices at the level of average costs, it is essential to consider the output . 
on which this average is based. After all, almost any price will be the average: 
cost for some level of output. Messrs. Hall and Hitch were vague on this point . 
_ and thereby attracted some rather superficial criticism, but Mr. Andrews 

. should ~be more precise. Again, the “cost” in this context must include an 
allowance for profits. But how are the profits to be calculated? I cannot believe 
that it is useful to say that the rate of profit will be equalized throughout 
industry; this implies a level of abstraction which is remote from the analysis’ 
of firms arid industries with which the theory purports to deal. There is much 
to be said for Mr. Andrews’ position, but as yet he has provided the sketch of 
a theory rather than a complete system. And it is only when the system is 
produced that it can properly be appraised. 

Mr. Giles purports “to consider critically the operation of the price mecha- 


nism in relation to agriculture.” In fact, he provides a useful review of the ` 


research into agricultural problems which has been ‘undertaken in Britain and 
America, but without providing much that is new. He refers occasionally to 
Mr. Andrews’ analysis as explaining the behaviour of the packers and the 
processors of. a produc while remaining content with a theory of 
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profit maximization to explain the behaviour of farmers themselves. This is 
hardly satisfactory; the main.reason for going beyond a theory of profit 
maximization is that, as soon as we recognize that profit is a shorthand term. 
for a complex of values and cannot simply be expressed as a single amount of 
money, then this theory ceases to tell us what will- happen i in response to a, 
change of data. The difficulty arises, though possibly in different forms, in 
agriculture as much as it does in industry. However, if Mr. Giles has failed to 
provide the companion piece to Mr. Andrews, his survey is valuable in itself. 
In sum, the main appeal of this collection will be found in the republication 
of aportant and inaccessible articles rather than in the new contributions. 
ALEXANDER HENDERSON 
Carnegie Institute of Technology 


The Theory of Investment of the Firm. By FRIEDRICH and Vesa LUTZ. 
(Princeton: Princeton University Press. 1951. Pp. x, 253. $4.00.) 


Professor and Mrs. Lutz have given us a systematic account of the formal 
theory of investment decisions of the firm. The theory is presented with ad- 
mirable precision, and many points commonly glossed over are explicitly arid 
satisfactorily dealt: with. Hardly any 1 reader will fail to clarify some of his 
ideas on this subject. 

The book is essentially a manual on the calculus of profit-maximizing be- 
havior when interest rates enter into the firm’s decisions. The authors first 
establish the general although not universal, applicability of the criterion of 
maximizing the excess of the present value of future receipts over the present 
value of future costs: After a general analysis of quasi-rents, they proceed to 
various cases of investment in goods in process, such as the single investment 
act (the planting of the Austrian treé, the leading softwood of capital theory), ° 
the continuous investment process, and inventories. Thereafter the optimum 
life of durable goods, and the optimum,types of durable goods, are examined 
for single and successive machines and for staggered processes. Some of these 
cases are re-examined under the assumption that the supply curve of funds 
to the firm has a positive slope. Then the supply of funds receives a correspond- ' 
ing but briefer treatment, with special reference to the maturities of loans 
and the relative proportions of equity and loan funds.. Certain related topics, 
like depreciation policies and the “Ricardo effect,” are also discussed. 

A treatment based on cases, cross-classified by ‘hypotheses, has serious limi- 
tations. The multiplicity of instances destroys all literary appeal, obscures the 
structure of the theory, and entails much repetition. The authors give no 
general theoretical or empirical schemata which would help us to determine 
whether, or which of, the particular cases chosen for analyses are important. 

' The emphasis upon manipulatory technique is heightened by the vagueness 
of some of the fundamental concepts. For example, parallel analyses are 
sometimes made of entrepreneurial decisions based upon what are termed 
dependent and independent internal investment horizons. The former horizon 
is equal to some multiple of the investment period of a “tree” or specific | _ 
machine; the latter horizon is some period of calendar time. There is no rea! 
explanation of these horizons, or of the factors which lead a firm to choose 
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one rather than the other (see page 122 n.), or how an economist could tell 


which horizon a particular entrepreneur had chosen. The chief purpose of .- 


the horizons appears to be to supply simple upper limits to integrations. 
Again, the problem of uncertainty, which might be thought to be basic in 
this area, is given a simple and unsatisfying treatment (Chap. XV). 

The technical analysis in this volume is unusually fine in quality, but I 
am afraid that its significance is diminished because the authors have defined 
their task so narrowly. 2 
GEORGE J. STIGLER 
Columbia University 


Economic Dynamics. By WILLIAM J. BAUMOL, with a contribution by Ratpm 
Turvey. (New York: Macmillan. 1951. Pp. xiii, 262. $5.00.) 


Economic statics is generally taken to be the study of the characteristics 
of states of equilibrium, as determined by’ given underlying conditions 
(tastes, technology, legislation, etc.). Economic statics can analyze the results 
of changes in these conditions, but only by comparing a new equilibrium 
with the old. Economists have long been interested, following the example 
of mechanics, in constructing a theory applicable to the process of response 
over time to the underlying conditions, and this is the sense in which “eco- 
nomic dynamics” ig usually understood today. “Statics” and “dynamics” 


refer to methods of analysis, and either may in principle be used to study ` 


progressive or stationary states of the economy (f.e., states in which the 
underlying conditions do, or do not, change over time). Despite its title and 
despite Mr. Baumol’s apparent acceptance of something like the distinctions 
just made, this book is not strictly limited to the study or application of 
dynamic methods of analysis, but also examines the application of both 
static and dynamic methods to non-stationary states of the economy. 

The volume under review is split into two halves, sharply distinct in 
method and subject matter. The first half (Parts I and II) consists of a 
series of essays on the theories of the classical school, of Marx and 
Schumpeter, Harrod’s model of economic growth, Hicks’ Value and Capital, 
Lange’s Price Flexibility and Employment, and on the cobweb theorem and 
stability of equilibrium-—each of which is taken to be an example of dynamic 
analysis or of analysis of the non-stationary economy. The second half of 
the volume (Part IIT) contains, after a chapter on certain Scandinavian 
views on period analysis (contributed by Ralph Turvey), a brief elementary 
course on the mathematics of difference and differential equations. 


` 


In Parts I and I, Mr. Baumol reveals an unusual talent for lucid exposi- _ 


tion in the traditional (literary) manner, aided by geometrical examples 
and demonstration. In several of the essays (most notably in the one on 
“classical dynamics’’), the exposition is necessarily something of a synthesis 
and not a mere digest.-Nevertheless, the author succeeds, whatever may have 
been his intention, in effacing himself to a remarkable degree. It may almost 
be said that in the entire first half of the volume there is hardly a single 


view expressed which is clearly the private opinion of the author and not. 


of the person or school whose views are being described. Such self-restraint 


r 
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while elucidating the views of others is certainly creditable. Beyond a cer- 
tain point, however, the lack of guidance cannot but confuse the reader. 
Half a dozen different views and approaches to the same facts of economic 
life have been presented in the same plausible neat manner. But all these 
. theories cannot be equally valuable—they are not even mutually consistent 
in all respects. True understanding for the reader can only come after the 
resolution of the conflicts among the different approaches and the integration 
of the sound portions of the various views into a new and broader outlook. 
Such a task can never be perfectly performed, of course, but without some . 
attempt at it, we have only disconnected essays. For this reason, the first half 
of the volume seems incomplete despite its expository qualities. 

The second half of the book is an elementary presentation of the mathe- 
matical techniques of difference and differential equations. The talent for 
lucid exposition, demonstrated by the author in the literary sections of his 
work, easily meets the more difficult challenge of abstract mathematical 
argument, I feel safe in saying that, whatever objections mathematicians 
might raise, the non-mathematical economist could not find a better explana- 
tion for his purposes. The author achieves this success by a happy intuition 
as to the points likely to cause difficulty (the origin of e, for example, and 
the use of imaginary numbers), and a presentational technique which, sacri- 
ficing “elegance” to pedagogy, refrains from the sort of elisions which save 
lines of type while endangering the reader’s comprehension of the whole. 
Suitable examples and exercises are also provided, with answers. Perhaps 
we have reason to hope that Mr. Baumol will be our long-awaited Apostle 
to the Non-Mathematicians. This must remain a hope for the present, how- 
ever, since the second half of Economic Dynamics covers only a small portion 
of the mathematics economists need. 

The two halves of the book are thus essentially separable works, each 
showing promise, but each incomplete. The first half will be most useful 
as an aid to the understanding of the theories it describes, perhaps chiefly 
for students having difficulty with the originals; the second half will be 
more generally useful as an excellent short course for economists in difference 
and differential equations. ! 
| . JACK HIRSHLEIFER 
University of Chicago 


Economics: Experience and Analysis. By BROADUS MITCHELL, ANATOL 
Mourap, Monroe Berkowrrz and Wruruam{m C. BAcLEY. (New York: 
Wiliam Sloane Associates, 1950. Pp. viii, 884.) 


This volume, while likely to prove especially useful in courses that have a 
broad general education objective, also provides an adequate analytical base 
for advanced work. The authors have achieved a lively and non-pedestrian 
style of presentation. At the same time they have not balked at closely 
reasoned argument They have avoided the frequent dichotomy of “theory” 
and “problems” by choosing as their organizing concept “the ways of securing 
the wealth and welfare of society as a whole,’ so that economic analysis 
is embraced within the broad framework of political economy. The viewpoint 
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is liberal, the analysis broadly Keynesian. Continuing stress is placed on the 
dynamic character of economic institutions, arrangements, and thinking, 
and economic generalizations are treated as propositions that have signifi- 
cance only within a relevant context. l 

This book differs from many of its rivals in introducing the student to the 
‘contemporary economy through a survey of European and American economic 
history, and of the development of economic ideas in relation to their historical 
background. The perspective gained through such an introduction can 
sharpen the student’s appreciation of the dynamic character of economic 
life, and provide an antidote to the tendency to assume that because they 
are familiar, contemporary economic and social institutions and patterns 
of behavior are somehow basic and immutable parameters. 

Passing “from historical recital to description and awalysis,” the fourth 
section includes chapters dealing with the contemporary social setting, funda- 
mental concepts, the character and history of national income, the deter- 
minants of national income, business enterprise and the corporation, markets 
and price determination, the maximum profit position of the firm, the struc- 
ture of exchange, credit, currency and banking, money and payment, and the 
value of money. 

A fifth section, comprising more than a third of the entire volunie, ts de- 
voted to economic life in America today. Four chapters on sharing the national 
income cover the distribution of income and the conventional rubrics of inter- 
est, rent, profits and wages. Three chapters on using the national income deal 
in turn with consumption, family budgets and cooperatives, and protective 
social legislation. Another, heterogeneous group labelled “some economic 
problems and applications” treats such diverse topics as business cycles, 
public finance, trends in organized labor, and population. Two chapters on 
accounting as an economic tool and basic statistical concepts, apparently in- 
cluded in this section for want of some other home, suggest the important 
rôles of these techniques in the analysis and control of economic activities. 
‘Their introduction at a much earlier pout in the book would have enhanced 
their usefulness. 

A final section devoted to international economics outlines the character- 
istic features of the international economy, world trading systems, the con- 
trol of world trade, the problems of rebuilding the wong economy, and 
comparative economic systems. 

‘With respect to content and organizational pattern each ie will find his 
.own grounds of difference with the strategy of the authors. A more compre- 
hensive picture of the framework of the contemporary American economy 
might have been provided by considering, in the first part of section four, not 
_ only the structure of business enterprise but also the organizational aspects 
of labor, agriculture, and government, as well as the rôle of the monetary, 
financial, and fiscal mechanism. A transfer of the two chapters dealing with 
national income analysis to a point following, rather than preceding, the theory 
of value and distribution in microeconomic terms would also permit a more 
closely integrated treatment of the aggregative aspects of the functioning 
economy. As it stands; the aggregative’ analysis is scattered and the rationale 
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of the shift from aggregative to partial analysis is not apparent.. Moreover, 
the relegation of business cycles and fiscal policy to later treatment, in the 
miscellany of “some economic problems and applications” sacrifices the op- 
portunity to point up their all-pervasive eoeree in the behavior of the 


_ aggregate economy. 
, Space does not permit the registration of concurrence or dissent with many 


~ 


points of detailed analysis or viewpoint. However, the difficulties inherent in © 


a “functional” explanation of the distributive shares in terms of “rewards” 
for specific “contributions” to productive activity are again exemplified, par- 
ticularly in the treatment of Profits, and once more little light is shed on this 
difficult subject. : 

Inasmuch as the section on money and panka involves the most substan- 
tial variation from the conventional treatment, and is likely tó present the 
“most serious challenge to the student’s mental processes as well as to the 
_ teacher’s powers of exposition, it may appropriately be singled out for par- 
ticular consideration. This section is notable for the virtually complete absence 


of the usual discussion of the functions of money and the quasi-historical , 


classification of commodity money, representative money, near-money, etc. 
Significantly absent, also, is the customary survey of monetary standards. In 


sharp variance with the conventional: treatment, money is identified merely _ 


as the unit of account in which transactions are stated, and currency is 
given a broad definition to include bank deposits, note issues, etc., utilizéd 
as the means of mobilizing and socializing the credit of individuals, business 
firms and governments. The essential function of the banking system is to 
increase the scope within which credit instruments achieve currency and are 
_ accepted as means of making financial payments. Real payments, however, 

consist of direct or indirect exchanges of goods and services; the passage 
of currency from hand to hand or from account to account does not effect 
real payment, but simply- transfers claims to generalized purchasing power, 
which are expressed in terms of the unit of account... 

The value of money, therefore, merely reflects the willingness of people to 
accept, in financial payment, claims to purchasing power that are stated in 
terms of the unit of account. Inasmuch as money is not a thing but an abstract 
concept, the value represented by the unit of account is not to be explained 
by the quantity of money (which in this view is a meaningless expression) or 
of currency, on the basis either of a cash transactions or a cash balances 
approach. The value of claims expressed in the unit of account is reflected in 
the price level, and rises or falls as prices fall or rise. Hence the value of the 
unit of account depends on the whole complex of forces affecting the price 
level, to which the quantity of currency is related in a derivative rather than 
in a ‘causative way, the-chief factors being, of course, the state of aggregate 
demand, production, and income. 


er 


This analysis, however unconventional, clears away a great deal of dead- . 


wood accumulated in the past, and suggests many ramifications that obviously 
cannot be explored ‘in an elementary text. That the argument as. it-stands is 
fully rounded out is also questionable. It would seem that, perhaps for pur- 
poses of emphasis, the significance of variations in the quantity of currency 
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has been played down top much, particularly in ‘relation to the influence of 
deposits created as an incident to government financing through the sale of 
government bonds to the banks. : 

As is to be expected of a book reflecting the work of several men, close 
examination discloses occasional instances of apparent inconsistency of view- 
point or analysis. At various points, for example, the authors touch upon the - 
nature of scientific method in economics and on the proper rôle of the 
economist (e.g., pages 138-39, 160, 207-8). Without seeking to resurrect the 
perennial controversy over wertfrei economics, one may question whether the 
treatment of this implicit question, on pages 138-39, is not itself somewhat 
contradictory. The relativistic character. of economic ideas, the inability of the 
economist, try as he may, to abstract himself completely from the contem- 
porary context, is appropriately emphasized and illustrated. Nevertheless, we 
are told that “his duty must be to interpret the facts, to tell us what to aim 
for, what to do. This is what society expects of the economist, and this is the 
only justification of his work.” If this statement means that the economic 
elite somehow “know” what is best for us all, and have a peculiar mandate to 
determine our social goals and the means of implementing them, the overtones 
are somewhat disquieting. Read in context it may perhaps be interpreted as . 
pointing up the importance of intellectual honesty on the part of the econo- 
mist who addresses himself to issues of social and economic policy, and the 
contribution that careful analysis may make to intelligent and informed choice 
on the part of all who together comprise the body politic. / 

Some element of contradiction also emerges in the section on foreign trade 
and finance, where the quantity theory of money appears to be readmitted 
through the back-door (pp. 745, 755) after having been summarily ejected 
at an earlier point in the performance (p. 411). 

Such discrepancies, however, are of minor significance and do not detract 
from the sense of substantial unity and coherence that is conveyed by a 
reading of the book as a whole. Particularly notable is the sense of movement 
and significance that is achieved in the discussion of economic problems, 
including labor relations, social legislation, the. regulation of industry, and 
international trade and economic relations, where so often the economic 
topography is lost from sight in the dense forest of factual description and 
enumeration. 
ArcHiBatp M. McIsaac 
_ ` Syracuse University À 


Catholic Social Principles. By REVEREND JOHN F. CRONIN, 5.9. SEIWaHEES: 
Bruce. 1950; Pp. xxviii, 803. $6.00.) 


This journal and this reviewer are not qualified to assess the place of 
Father Cronin’s book in Roman Catholic parochial writings. The author, 
however, offers his work “for the careful consideration of men of good will, 
.of all faiths, who may wish to know the ideals of our Church” (p. xv). This 
review considers the volume only from the point of view of such readers. 
In a sense the subject matter of the book lies entirely outside the field of . 
economics. It is frankly concerned with the ends of economic and social 
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activity. But in a larger sense economics is meaningless unless some set of 
ends for economic activity are defined. Measurement, which Lord Kelvin 
declared to be the hallmark of a science, is meaningless if the attribute 
' measured lacks significance. The very process of measurement implicitly 
confers importance upon the thing measured. The stress in modern economics 
upon the measurement of the national income in monetary terms has 
strengthened the tendency to accept implicitly monetary values as a measure 
„of social achievement. 

Catholic Social Principles presents a different set of standards for the 
evaluation of economic and social action. In their appeal to the scientifically 
trained mind these standards have the disadvantage of being essentially 
non-quantifiable. But incommensurability must not be equated with unim- 
portance. That Father Cronin presents the social principles of the Catholic 
Church without apology and without appeal to any authority outside that 
of the Christian tradition, goes without saying. The presentation of authori- 
tative translations of a large part of the great encyclicals Rerum Novarum 
(1891), and Quadragessimo Anno (1931) as well as generous quotations 
from other papal and hierarchical statements is especially valuable for the 
non-Catholic reader. 

The Catholic criticism of the fundamental bases upon which the American 
economic system rests is not blunted in the statement of social principles. 
“The basic trouble with American economic life is that it is disorganized 

. .it is vainly expected that a sound and consistent order will result from 
conflict” (p. 25). “A philosophy of secularism, materialism, selfish indi- 
vidualism, greed, avarice, limitless ambition, and denial of social interests is 
bound to make society unhealthy” (p. 27). Similarly, the statement of the 
- need for basic reform of the present: institutions is unequivocal: “. . . the 
existing form of economic organization is not in itself unchangeable” (p. 52). 
“, .. ethical aims may be untfealizable under a given form of organized 
economic life. ... This fact explains the stress laid by Pope Pius XI upon 
the reform of the institutions of society” (p. 53). 

Those who feel most keenly the immorality of some of our present institu- 
tions may regret that when it comes to specific reform of economic life the 
Church can make only prudential recommendations. One might more aptly 
regret that the American Church has failed to raise its voice on the side of 
reform as strongly as the papal leadership would seem to warrant. Father 
Cronin has done less in this book to strengthen the voice of the Church for 
reform than might have been hoped. It is to be hoped that the teaching by 
Catholic scholars of courses on Christian social principles for which his 
book is primarily designed may produce more far-reaching effects. 

The present reviewer is sceptical about some of the reforms which are 
recommended. The return of real economic and political power to smaller 
social units, which is proposed in the outline of an organic society in Chapter 
VU, seems sound. But such units, if organized around the productive process 
would seem to lead almost inevitably to neglect of consumer rights. The 
concessions of the author (pp. 269-72) to the almost completely discredited 
view that the marginal productivity theory offers a moral basis for income 
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distribution seem to the reviewer unwarranted on the basis of Catholic 
principles as stated in. this volume. . 
In spite of some shortcomings, the volume is definitely worthwhile reading 


for those economists who believe that religion has a rôle to play in reshaping 


our economic institutions. The organization of Protestantism makes impossi- 
ble -a similarly authoritative treatment of the social principles of the 


_ Protestant churches, But Protestant social scientists might help produce a 


more Christian social order by being as willing as Catholic scholars to 

consider religious values explicitly. . 
; l CALEB A. SMITH 

Brown University : 


Economic History; National Economies 


Sveriges Ekonomiska Historia Frân Gustav Vasa. By ELI F. HECKSCHER.. 


Fad 


2 vols. (Stockholm: Albert Bonniers Forlag. Pp. 894, lxii, 46.) 


Eli Heckscher is Scandinavia’s great economic historian, the founder of 
Sweden’s flourishing school of economic history. He is best known. outside 
his country for his study of mercantilism. The language barrier has un- 
fortunately limited to a relatively small audience other major works of this 
eminent and prolific scholar; a recently published bibliography? attributes to 
him some 1148 separate items, ranging in subject matter over the entire 
field of economic history and theory. 

The crowning work of this long and extraordinary career is the detailed 
economic history of Sweden of which the two volumes under review represent 
the second part, covering the period 1720 to 1815. The first part-of ‘the 
history, published in 1936, began with the year 1520, when Gustav Vasa 
commenced a reign that profoundly influenced Swedish economic develop- . 
ment; and covered the 17th century, when Sweden became a world power. 
With 1720, where the first volume of Part 2 begins, came the transformation 
of the medieval economic society into one marked by more modern, progres- 
sive tendencies; and first under the aegis of mercantilism, and then of a 
freer system, the Swedish economy entered a period of change culminating in 
the industrial revolution at the end of the 19th century. Part 2 breaks off 
with the year 1815, and it is to be hoped that Professor Heckscher will be 
able to carry his history beyond that point. ? 

Perhaps the best approach to a review of these volumes by one who is 
certainly not competent to analyze critically the wealth of detail- that 
crowds their pages is through a consideration of Heckscher’s conception of - 
the methodology appropriate to the writing of economic history. Despite a 
meticulous care for detail, Heckscher is no proponent of accumulating facts 
for the sake of the facts, nor. does he share the belief that concentration upon 


* Ekonomisk-Historiska Institutet, EE F. Heckscher’s Bibliografi 1897-1949 (Stockholm, 
1950). 


Professor Heckscher has published a shorter one-volume history covering both the 
medieval and modern periods: Svenskt Arbete Och Liv (Stockholm, 1941). 
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the unearthing of facts of all sorts will lead in some miraculous fashion to 
the formulation of general concepts. Two decades ago, in an ace entitled 
“A Plea for Theory in Economic History,” he wrote: : 


. the value of economic theory [for economic historians] increases 
enormously when the work of historians is carried further than the stating 
of external facts; for its most important use refers to the choice of facts 
and the explanation of them ... the history of banking, of iron, of 
shipbuilding, of agriculture, may be absolutely non-economic, if it is not 

- concerned with the part played by these different activities in their rela- 
‘tion to demand, if not studied from the point of view of their inter-rela- 
tions with the other factors of economic life.? 


To understand isolated facets of human activity in their relation to the 
totality of an economic system, a theoretical construct is a sine qua non, 
Heckscher insists—and he practices what he preaches. The, volumes are 
characterized by a consistent application of theoretical hypotheses, some of 
them well-known general theories, others of a more limited nature, to specific 
factual situations. A few examples may serve to indicate Heckscher’s method. 

The analysis of Swedish population trends during the 18th century is. 
built around the framework erected by Malthus in ‘his Essay on the Principle 
of Population. Heckscher confirms Malthus’ ideas on the relationship between 
urbanization and mortality rates by a comparative analysis of Scandinavian 
statistics. The famous Malthusian hypothesis of food resources as a limiting 
factor in population growth is examined, and the following conclusion 
reached: “The results correspond completely with Malthus’ conclusion, that 
the Swedish peasants were too poor to import grain in times of poor harvests 
and that they therefore in that situation had no alternative but to let the 
youngest and the oldest or the otherwise weakest die” (p. 174). 

Again, in his description of iron manufacturing. during the 18th century, 
Heckscher spares us the dull catalogue of technological and economic fact 
that too often goes by the name of economic history, and presents instead 
a fascinating account of the domestic and foreign trade repercussions of the 
. government attempt. to limit production in order to maintain monopoly 
prices. Modern price theory is employed to explore the relationships that 
prevailed among prices, costs, wages, and profits. 

As a final example, the use of the concepts 'of monopolistic competition 
theory to analyze the rôle of the urban gilds may be cited. Here Heckscher 
comes to the interesting conclusion that “the profitability of the urban 
trades stood in inverse relationship to their monopolistic tendencies” (p. 545). 
This seeming paradox, from the point of view of what we expect of the 
monopolist, Heckscher ascribes to the fact that “the gild oligopolies were 
primarily aimed at securing a method of entrance to the trade which reserved 
it to particular favored groups, primarily the families of the masters,” and 
he then goes on to show that this objective was not necessarily consistent 
with profit maximization. Present-day students of the trade union. movement 
are beginning to make similar discoveries. 


3 Economic Journal (January, 1929), p. 525. 
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But if economic theory plays an important rôle in Heckscher’s historical 
work, he is equally insistent about its limitations, particularly when it be- 
comes completely general and abstract. Heckscher takes a somewhat dim. 
view of the value of modern dynamic theory, with its tendency to confine 
itself to a small number of key variables, particularly when mathematical 
manipulation is desired: 


[Dynamic] theory is based upon invariable .. . static assumptions with 
respect to economic life; and its deviation from static theory consists 
only in that it includes the role of the time factor in a social situation, 
which in itself is regarded as continually recurring or “repetitive.” The 
theory thus has no place for the study of the transition from one social 
situation to another, and pays little attention to the study of the inter- 
action between the changes in the assumptions and changes in results.’”* 


Both static and dynamic theory, therefore, can be of great value in cutting 
through to the heart of the meaning of particular historical episodes, but 
neither is a substitute for “facts, quantitative facts, and quantitative facts 
of a historical description, #.e., showing the character, rate and extent of 
constant social change.” Theorists, he asserts, “must learn to understand 
that the society of which they study an abstracted side, the economic ‘one, 
is in a constant flux, nay, that the.situation they are studying is no more 
than a horizontal section of an indivisible whole, conditioned by what went 
before and leading to something different from the object of their theories.” 
` He deprecates in particular the value of theories “which do not admit 
verification at the hands of facts, being frequently not even related to any 
given state of society.’”® If theory is to be a handmaiden of history, its 
assumptions must be grounded in the realities of economic life, #.e., it must 
contain a great number of variables, though it thereby loses in generality. 

One of the notable aspects of Sveriges Ekonomiska Historia is the ex- 
emplary manner in which Heckscher employs quantitative data. There is a 
consistent refusal to be satisfied with qualitative explanations of historical 
events, particularly: those emanating from contemporary sources, and a 
continual probing through the use of such statistics as may be available, 
‘often unearthed with great difficulty, and always manipulated with ingenuity. 
Some 58 pages of tables and 38 charts constitute a quantitative attestation 
to Heckscher’s industry, particularly when it is recalled that economic statis- 
tics for 18th century Sweden do not grow on the nearest bush. His pre- 
occupation with the transition between historical stages leads Heckscher to 
place great emphasis upon the construction of long time series, even if 
approximations and heroic assumptions are necessary to achieve this end. 
The tables, and particularly the charts, on population, harvests, prices, wages, 
and commerce, bridging the centuries, give one a feel of the grand sweep of 
history, of the great secular movements in economic life that render sterile 
the efforts to premise theory upon static conditions. Heckscher’s genius con- 


* Svenskt Arbete Och Liv, pp. 9-10. 


f “Quantitative Measurement in Economic History,” Quarterly Journal of Economics 
(February, 1939), p. 167. 
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sists in his judicious blending of theory and history, the binding element 
between the two being the constant posing of problems, the theory being 
indispensable in their formulation, the statistics in their solution. 

Though devoted to scholarship, Heckscher has maintained a lively interest - 
in current affairs, and he is by no means oblivious to the significance of 
historical research for attacking the problems of our own time. His faith 
in the possibilities of economic history as a link in a science of economic 
prediction, as well as his acknowledgement of its limitations, are best summed 
up in his own words: 


A science of prediction in the broader sense of the term presupposes a 
degree of stability in the subject matter that goes far beyond what the 
economic system yields. ... The most that one can aspire to in methodical 
prediction in the economic sphere is what, to use a statistical term, can be 
called extrapolation of known curves, which can be judged to continue into 
the immediate future on the same course. The parallel among the natural 
sciences which lies closest at hand, and which is not too flattering for the 
economic historian, is meteorology, which nowadays can predict tomorrow’s 
weather in generally satisfactory fashion, but has scarcely discovered a 
method of determining the weather appreciably in advance. Through care- 
ful study of the way in which a current economic state of affairs has arisén 
and of its evolutionary tendencies, it is possible, I believe, to understand 
its significance and its immediate future, at least to a significantly greater 
degree than what is possible solely by studying a situation as if it were 
given once and for all, which is precisely the function of theory. 


WALTER GALENSON 
PEERY) California - 


War and Human Progress. By Joun U. NEF. (Cambridge: Harvard Uni- - 
versity Press. 1950. Pp. xii, 464. $6.50.) 


This book is, in the first place, a major contribution to the. economic 
history of the period since the fifteenth century; especially, but not exclu- 
sively, to that of the arts and crafts, the industrial and commercial policies, 
that affected or were affected by the practice of warfare. Professor Nef here 
assembles the results of his own and others’ earlier studies, together with | 
the harvest of his more recent travel and research in Britain and Western 
Europe. 

All else apart, this material is of great intrinsic interest and considerable 
novelty. One is struck, for instance—as was the author’ himself—by the- 
persistence of aesthetic motivation until quite modern times in the design 
of cannon, firearms and ships of war, even at the expense of both quantity 
and efficiency. That is by no means the only evidence of a lost sense of 
style in international relations, whether military or diplomatic. Again, 
Dr. Nef’s studies in the development of the metals and other materials 
accessory to warfare call for the revision of many a historical cliché; par- 
ticularly that of “the” industrial revolution, its dating, relative progress 
in different lands, and social effects. 

But the book offers more than narrative economic history. In accordance 
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with jie aims of the Chicago Committee on Social Thought, it endeavors to, 


focus the insights of scholars in other fields on its central problem. “By 
itself and without its relations to the entire story of an epoch, war can no 
more be properly the subject of history than economic development.” That 
broadens the scope to a difficult and exciting degree, which to a less experi- 
enced explorer would spell danger. ` 

Professor Nefs method is to keep asking questions of his material; his 
justification is that they are questions which every reflective student will 
want to ask. What was the effect of free scientific enquiry on military enter- 
prise, and vice versa? Why did the introduction of the gun, and later the 
bayonet, cause more apparent revulsion than the recent American resort to 
atom-bombing? What delayed for so long the military application of six- 
teenth and early seventeenth century technology? What was the effect of 
the Reformation on the will to kill? What were the restraints that made the 
period 1640-1740 one of relatively mild or limited warfare, and why did ` 
they so swiftly dissolve? What was the influence of the new conceptions of 
human nature and society? What of the rise of mass democracy under in- 
creasing industrialization? Why has not the extension of modes of com- , 


_ munication brought a corresponding extension of effective human community? 


Such questions involve induction and interpretation, and the temptation’ — 


` to argue is almost irresistible. Philosophers and sociologists will-have a field 
day with chapter nineteen—-The Intellectual Road to Total War—and its 


three subdivisions: (1) the- weakening of moral and aesthetic values; (2) 


the decline of intellectual bonds; (3) the cult of violence. In this and the 


final chapter of his work Dr. Nef is pointing up his history, quite legitimately, 
not toward a general theory of culture, but toward a working diagnosis of 
our current condition. “We find that never before has a movement towards 
war assumed such proportions as during the past century and especially the 
past fifty years ... (we) have to believe as never before in the powers for 
good of the mind and spirit, and to act upon this belief, at the very time when 
the directions which the mind has taken are one not towards peace but 
towards war.’ 

The author does not analyse recent attempts at the elimination: of war. 
or the causes of war—-that would require another volume—and the index 
has no reference to the League of Nations or disarmament. But he indicates, on a 
deeper level, the view of human motivation at which he has arrived, and 
certain broad conclusions to which it leads. He thus enhances the value of, 
his fine historical contribution by an effort to make it significant and service- 
able to every thoughtful reader. : 

WILLIAM A. ORTON 

Smith College . 


Russia's Soviet Economy. By Harry ScHwartz. (New York: Prentice-Hall. . 
1950. Pp. xxvi, 592. $7.35; college ed., $5.50.) . 
The great interest in the Soviet Union in general and in the Soviet economy 
specifically is natural under present conditions. Courses on the Soviet economy 
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are held at many colleges. Teachers are, however, compelled to recommend . 
books they realize are of a greatly biased nature. An impartial reference or. 
textbook is badly needed. Dr. Schwartz’s volume thus fills a very definite need. 

The great handicap, however, is that knowledge of the Soviet economy 
has not yet reached the textbook but is iri the research stage and even in the 
_ early phases of that. Outright distortion is found in most important official 
~ data such as on national income, industrial output, trade, and incomes of 
the population. Even some of the biased writers are finally coming around 
to admit informational distortion on the part of the Soviets. In addition . 
comes suppression—on an unprecedented scale—of such standard information 
- as on population numbers, death and birth rates, farm output, wages, distri- 
bution of wage earners, price indexes, etc., and even on such technical items 
as, for example, the cost of railway transportation. Research on the Soviet 
economy must largely proceed along. ‘the lines of detective work, piecing 
together patiently what little information there is, aaa every Soviet 
figure, every” word. 

Under such conditions it is impossible to present a good picture of the 
Soviet economy within the time that would not make the book out of date. | 
Only prolonged work of many will bring our knowledge of the Soviet economy 
to anything conclusive. Moreover, with the rapid dwindling of the released 
evidence, the task of appraising Soviet economic developments is becoming 
ever more difficult. 

Schwartz’s book necessarily reflects all | those shortcomings. His analysis 
of the industrial output and national income, for example, is. based on the 
official indexes in terms of “unchangeable 1926-27 prices,” the highly mis- 
leading nature of which cannot be changed by any qualiñcations. New in- 
vestments are certainly a very important feature of the Soviet economy, yet 
_ their analysis was impossible because the official data are in terms of rapidly 
rising prices, with no price index available. Schwartz does point out that - 
the data on retail trade in rapidly rising prices are meaningless, but he is 
unable to state the real changes in this important barometer of the well-being 
of the population. These are only a few (amps of the topics not discussed . 
at all, or inadequately discussed. 

Schwartz’s book contains, nevertheless, a iren deal of useful information. 
In conformity with the nature of the evidence released by. the Soviets and 
reflecting the progress of research outside of the USSR, general descriptions 
of resources, output of industrial goods in physical terms, operation `of the 
transport system, and similar material represent the best portion of the book. 

Schwartz deserves credit for bringing Prokopovicz’ comparisons of changes 
in wages and food costs up-to-date with the help of price indexes computed 
by Kravis and Mintzes. Food costs are of course only an inadequate substi- 
tute for living-costs indexes. But the difference between the fantastic official 
claims and the bitter. reality is so crass that the comparison serves a very 
useful purpose in spite of its defect. It leaves not the smallest doubt that 
such assertions as that 1937 was a year of unexampled ee for the 


Soviet consumer are not based on recat 
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_ The up-to-dateness of the book does not leave anything to be desired. It 
is indeed such as cannot be attained without sacrifice in maturity. The pub- 
lishers deserve unqualified praise. The book will no doubt be widely used in 
schools and everybody who needs quick reference will find it useful. The 
present writer himself turns to it not infrequently. 

Schwartz’s present job will keep him informed of current developments 
in the USSR. It is to be hoped that it will also leave him the considerable 
amount of time needed for improvements, specifically to follow the progress 
of research on the USSR, in order that future editions of the book may 
benefit from the new findings. - 

_ Prefaces by political writers (in this case by William Chamberlin), no 
matter how deserving the person may be, seem to be out of place in books 
of this type. l 

NAUM JASNY 
Washington, D.C. 


The Basis of a Development Program for Colombia. Report of the Mission 
to Colombia of the International Bank for Reconstruction and Develop- 
ment, headed by Lauchlin Currie. IBRD pub. no, 1950. 2. (Washington: 

. Internat. Bank for Reconstruction and Development. 1950. Pp. 642.) 


Publication by the International Bank for Reconstruction and Develop- 
ment of The Basis of a Development Program for Colombia represents a 
landmark in the current efforts of the International Bank and its members 
to establish `a broad framework for future collaboration. This comprehensive 
report prepared by a thirteen-man mission headed by Lauchlin Currie was 
designed as a working paper for the formulation of a development program 
to raise the standard of living of the Colombian people. Now under formal 
consideration by the Bank’s own staff and by a special Committee appointed 
by the President of Colombia, the report is likely to play an important rôle 
in Colombia’s future development policy. As the first comprehensive report 
outlining an economic. development program prepared under the auspices 
of the International Bank, it may also influence the nature of economic de- 
velopment programming among many of the underdeveloped countries. 
The comprehensive report contains over 600 pages; a summary report of 
76 pages has been prepared in pamphlet form; and 10 technical appendices 
constituting about 150 pages have been made available. The outcome of 
nearly a year’s work by the mission, the comprehensive report covers a wide 
array of topics under two parts—‘‘first, a description and diagnosis of eco- 
nomic conditions and problems in the various fields discussed and, second, 
proposed measures for improvement and estimates of financial and other 
requirements to carry them out.” From the point of view of the Colombian 
government, the report represents a veritable textbook of economic policy, 
careful study of which can be expected to help sustain a high rate of economic 
progress and a more equitable distribution of the fruits of such progress. 
The program as developed in Part II of the Comprehensive Report covers a 
wide variety of actions and policies designed to raise the standard of living 
and production efficiency and to distribute gains more widely. While stressing 
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the desirability of a well-integrated investment program, the mission gives 
due recognition to all kinds of practices and policies, both in the private i 
and public sectors, constituting correctible sources of weaknesses in the 
development effort. Though stressing the advantages to be gained from 
simultaneous improvements throughout the economy, the mission denies any 
intention to suggest that a radically new and different economic order be 
adopted by Colombia. On the contrary, the intention is rather “to modify 
an existing situation, to shift the emphasis somewhat, to suggest a multitude 
of improvements and reforms.” 

The need to place main reliance on the utilization of domestic resources is 
forcefully presented. The mission, showing a keen appreciation of the limits 
which surround any effort quickly to augment capital investment without 
greatly increased foreign capital inflows, carefully appraised the total amount 
of investment which the economy could support and the measures which 
would have to be devised, particularly in the fiscal and monetary sphere, 
to ensure implementation.of the program while maintaining economic sta- 
bility. The mission’s analysis depends heavily on a tentative set of national 
accounts and on projections of productivity, employment, prices, govern- 
ment receipts and expenditures, etc. Although the resulting model of the 
national accounts for the mid-year of the program is subject to many 
reservations, it serves to-support the conclusion that total investment of 
about 1 billion pesos in 1953 is a practical goal. 

_ The total investment program of 1 billion pesos covers the entire economy, 

including both the private and public sectors, and is distributed among the 
various sectors (industry, agriculture, transportation, mining, etc.). This 
program in its distribution among the sectors constitutes partly a projection 
of past trends, partly a reflection of an appraisal of specific projects, and 
partly the result of an assessment of social and economic priorities. 

In general, the assessment of relative priorities among the broad sectors 
of the economy constitutes one of the-weakest areas in the report, although 
within particular sectors (transportation, for example) the analysis appears 
to be excellent. 

Although the mission emphasizes that the market je will still allocate 
a substantial part of investment resources, its formulation of the total invest- 
ment program by sectors implies that the figure for each field constitutes a 
target for public and private action. Given the absence of a common rationale 
for the estimates and the lack of any real justification for the recommended 
magnitudes in some fields, the investment limits for each sector cannot be 
accepted as targets, and no other purpose is apparent: 

From the viewpoint of establishing objectives for policy purposes in. an 
economy which is not to be completely planned, an investment program 
might well be formulated along different lines, the detail dependent upon the 
degree and kind of influence which the government seeks to exert in order 
to secure its objectives. First, investment expenditures directly under control 
of the central government authority—with as fine a breakdown by fields or 
projects as prior analysis might justify; second, investment expenditures by 
other government divisions and autonomous agencies, with as fine a break- 
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down by fields or projects as prior analysis and the degree of control to be 
exercised might permit; third, those investment expenditures by non-govern- 
mental institutions over which the government would wish to exercise an 


influence through special financial and other aids offered by government ` 
institutions; fourth, other investment expenditures, over which governmental - 
control would be limited to those imposed by general fiscal and credit policies, ` 


. or to’outright prohibition, The fourth area could not, be divided into different 
fields, although if absolute prohibitions were contained in the program, the 
areas affected could be designated. The figure shown for “other investment” 
expenditures would represent a target only as a total—it would serve as a 
_ guide to those institutions implementing fiscal, monetary, and other indirect 


controls. The composition of investment in this sector would not constitute ` 
a target, although å continuing appraisal of its historical composition would 


be useful in reappraising the composition and magnitude of the public in- 
vestment program. 

F ortunately, the report already includes some of the elements necessary to 
fill in such an outline as that presented above. It is regarded by the mission 
itself as a first draft of a program, or'as a working paper, which should serve 
as the basis for a definitive program. Disagreements will certainly arise con- 
cerning many elements of ‘the program. It has been reported that the mission’s 
recommendations against some specific projects are already the subject of 
. controversy in Bogota. The broad scope of the report should serve to put 
such controversies in proper perspective. l i 

GERALD: ALTER 
Waskingion, DG; 


The Closing of the Public Domain. By E. Louise Perrer. (Stanford: Stan- 
| ford University Press. 1951. Pp. xf, 372. $4.50.) 

Unfortunately, questions of public policy frequently are the compounds of 
pressure politics, empire-building bureaucrats, compromises, jurisdictional 
disputes, administrative indecisions, and indifference on the part of a-citizenry 
- whose interests are affected. Often it requires a major catastrophe such as a 
flood, a drought, or an emergency created by the declaration of a state of 


war, before the masses are stirred and time-serving officials are moved to take: 


measures they should have adopted years ago. Such forces influenced The 
Closing of the Public Domain, just as they are currently influencing policies 
of every conceivable sort. 


E. Louise’ Peffer, the historian-author of this painstaking volume focuses ` 


attention on several of these history-shaping forces. At the outset she modestly 
asserts that her study “does not purport to be a history of the public domain 


in the twentieth century.” Cognizant of the existence of more than one def- | 


nition of the public domain, she prefers that concerned with “the vacant, 
unappropriated, unreserved public lands.” Within these self-imposed limits 
inquiry is made into the causes for the change in attitudes, shifting from 


the earlier one of disposing the public domain to legally qualified entrants to | 


that of preserving it in behalf of the public interest. 


This volume invites comparison with the pioneer work of B. 4. Hibbard, ' 


~ 


i 


A History. of the Public Land Policies. the product of a distinguished farm 
economist with historical insight, and a later study by Roy M. Robbins, Our 
Landed Heritage, which integrates land history with other forces shaping 
American civilization. Miss Peffer begins by briefly recapitulating the changes 
in attitude during the late nineteerith century, placing major emphasis on the 
grazing lands but smaller and varying degrees of attention on national forests; 
water resources, mineral lands, taxation, land use problems, and related 
subjects. Her investigations carry her down through the post-World War I 
era. Hibbard begins his work with the early national period and closes in 
1923, while. Robbins starts in 1776 and ends in 1936. All three are primarily 


concerned with federal lands, Miss Peffer, like Hibbard, is concerned with - 


' policy matters, how and why they were formulated, treating the beginnings 
of conservation, the departmental feuds, pressure groups, and sectional atti- 
tudes. Like Robbins, the author treats the twentieth century, but unlike him 
_ she places the various issues, conflicting attitudes and interests in sharper 


focus. Because of this, the economist is apt to find The Closing of the Public — 


Domain more suited to his purposes. A distinction is drawn between the 
-ending of the frontier and the closing of the public domain. The frontier, as 


` Turner saw it, had passed years ago, while the public domain discussed here . 


is a post-Turner phenomenon, devoid of the far-reaching influences of the 
former. In fact, what happened after the frontier had’passed well confirms 
much of what Turner wrote. The author concedes that. Congress and private 


and sectional interests are to blame for many of the abuses’ to which the . 


public domain has been exposed, but she also finds that an indifferent and 
ignorant populace is just-as much, if not more, at fault. 

- Miss Peffer has written a penetrating and -realistic account within the 

limits of her stated purpose. The Congressional Record, legislative committee 
‘reports, standard secondary accounts, periodicals, newspapers, personal corre- 

- spondence, and departmental reports are conspicuous among the sources con- 

sulted. Her account is descriptive and analytical, and reflects a judicious 


blending of the chronological and topical approaches in the handling of her 


materials. If anything, one might have wished for a broader treatment of 
the subject with a greater stress on’ environmental factors, and perhaps a 


closer observatiom of the field through the ae of the people who were being 


directly affected. 

In concluding, one can hardly minimize the many merits which the inter- 
disciplinary approach of this study reveals. It is.heartening to observe that 
the author has discarded the traditional interdisciplinary intolerance, which 
has long plagued the social sciences, to bring forth this creditable volume. 

ones SALDU TOR 

Case) of California, Los Angeles 


Twentieth Century Economic History of nr By PauL. ALPERT. (New . 


York: Henry Schuman. 1951. Pp. xiv, 466, $6.00.) 


This book is an account of the major economic events of. Europe from 
1914 to the end of 1950. Somewhat more.than-half is devoted to the period _ 
since, the beginning of the second World War, and the period from 1914 to 


~ 
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1939 is presented in large part as the background leading up to more recent 
economic history. The main value of the book consists thus: in its being a 
presentation of the relevant facts shaping the economic progress of Europe 
in the last few years and the immediately preceding period which in germ 
contains some of the variables attaining their full import in the more recent 
past. - a a, 

The greatest merit of the work is its presentation of well-selected factual 
material. The style is clear and fluent- and the tables are, almost without 
exception, lucid. The book has an excellent index: Dr. Alpert has used good 
judgment throughout in assembling the most- relevant data and presenting 
‘them in an essentially objective and unbiased fashion. For example, the 
chapter on the postwar economy of the USSR attempts to present a compre- 
hensive picture of what development has taken place in the Russian economy 
since the end of the war—an effort which by necessity bogs down sometimes — 
owing to the serious deficiency of reliable published data on production, con- 
sumption, monetary circulation, and fiscal policies. Another example of 
-objective statement is the chapter on the postwar German economy, in which 
the changing fate of the German level of output is: neatly related to the 
political developments since 1945 and in which, perhaps more bluntly than 
anywhere else, the impact of the deterioration in the world political situation 

upon the economic policies of one country is exhibited. 
' .Qne’ weakness of the work is that, on the whole, the memean of 
events is not as fortunate as the selection and presentation of factual ma- 
terial. The author has felt, correctly, that an adequate account of the eco- ` 


, > nomic history of any region must go beyond the purely economic variables 


' and- must relate them to political, social, and’ psychological factors. Un- 
fortunately, in doing this, Dr. Alpert often lapses into stereotypes or anec- ` 
dotes. For example, he explains British economic policy toward the rest of 
Western Europe, in part, by the “indomitable and most exasperating superi- - 
ority complex” of the British (p. 433). In another place he argues that the 
` failure of the Germans to receive assistance in France in 1931 was due in 
no small part to the lack of vision and generosity on the part of Pierre Laval, 

the “auvergnat horsedealer” (pp. 154-55). Examples such as these occur all 
through the book and’ somewhat mar its general excellence. Dr. Alpert’s’ 
evaluations. of French, British, or German national character, as well as his 
characterizations of public figures, are too facile and superficial to carry 

much conviction. 

’ A second demerit of the book is its almost complete lack of critical appraisal | 
of policies and events. Although the stated aim of the work is to present an 
objective account; objectivity is not served by absence of criticism. Dr. ` 
Alpert takes the line of an enlightened well-meaning liberal, who abhors 
regimentation of the Nazi or Soviet type and who believes that laissez-faire i8 
_ essentially a hopeless -policy since it is likely to lead to domination by © 
monopolies. He favors what is commonly regarded in Western Europe as a 
policy of “political and economic democracy,” which implies a certain extent -` 
of central planning; he favors Western-European political unification, and 
the increasing integration of the economy of the Marshall Plan countries. — 
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Hence he is unequivocally behind such measures as the European Payments 
Union, the Schuman plan, the Benelux and the Italo-French custom’s union, 
and the Council of Europe. He sees essentially no flaws in any of these 
policies and if some of them arè difficult to realize, he merely states the fact 
that such difficulty exists without indicating specifically the tendencies 
operating against their successful implementation or the potential dangers 
that their realization may imply. The result is that the reader, although 
informed on what actually occurred, is only in a few instances informed 
about the choices that were open before a particular policy was decided upon, 
and about the relative advantages and costs of alternative policies. If it is 
argued that such considerations are essentially analytical and have no place 
in a historical account, one can reply that much of the-book deals with history 
of such recent vintage that the final effects of many policies discussed in the 
book are not certain. Moreover, it is the author’s opinion that the recent - 
economic history of Europe may serve as a “particularly instructive example” 
for Americans (p. xiii). A specialist might draw the appropriate conclusions 
himself; but the major audience of this book will be—and should be—students 
and general readers. If Dr. Alpert intended the book to be a guide for 
Americans to avoid pitfalls of economic policy.and to follow`a path that is 
likely to lead to welfare and peace, more critical evaluation of alternatives 
was certainly called for. It is thus regrettable that Dr. Alpert confined him- 
self almost exclusively to straight, factual reporting of historical events, 
for in this field he has shown force and lucidity. Primarily for this reason 
the work may be used as valuable collateral reading in any course in which 
it is desired to acquaint students with the main facts of recent European 
history. 
Bert F. Hoserirz 
Universsty of Chicago 


Statistics and Econometrics 


Statistical Inference in Dynamic Economic Models. Edited by T. Koopmans. 
(New York: John Wiley & Sons. 1950. Pp. xiv, 438. $6.00.) 


Eleven outstanding econometricians and mathematical statisticians have 
written a total of nineteen articles or chapters which together with the auxiliary 
indexing, etc., make up this exceptionally formidable book. . 

The excellent fifty-page introduction by J. Marschak. develops the nature 
of the problems dealt with in the rest of the book and surveys the results 
achieved. 

Part One deals with three subjects: identification, estimation, and compu- 
tation. T. C. Koopmans, H. Rubin, and R. B. Leipnik present jointly a 
nearly two-hundred page systematic treatment of these problems. This is 
followed by several short articles or notes: three on problems of identifica- 
tion, by A. Wald, L. Hurwicz, and T. Haavelmo, respectively; four on prob- 
lems of structural and predictive estimation, by L. Hurwicz, T. C. Koopmans, 
A. Wald, and T. W. Anderson, Jr.; one on some computational devices, by 
H. Hotelling. 
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The problems dealt with in Part One were all closely related to the 
assumption that the economic models to be tested and estimated involve 
simultaneous equations. In Part Two the existence of simultaneoñs equations 
is relegated to the background and attention is focused on more specifically 
time series problems. Three articles, by L. Hurwicz, H. B. Mann, and R. L. ` 
Anderson, deal with problems connected with trend and seasonal movements. 
Certain estimation problems are considered by H. Rubin and L. Hurwicz, 
respectively, and an article by T. C. Koopmans on models involving a con- . 
tinuous time variable completes Part Two. 

Part Three deals with specification of hypotheses. T. C. Koopmans speci- 
fies when an equation system is complete for statistical purposes; L. Hurwicz 
briefly considers systems with non-additive disturbances; and H. Rubin has 
a note on random coefficients. 

The main purpose of the extensive labors leading. to this volume has been 
the adaptation of statistical methods to the peculiarities of- the data and 
the objectives of economic research. In so far as this volume gives any 
indication, the peculiarities of the data and of the objectives that should be 
taken into consideration are obvious enough not to require any supporting 
evidence. 

The view underlying the problems dealt with in this study is that by means 
outside of those considered in this volume we have or may obtain non- 
quantitative knowledge of the structure of the economic system and that we 
wish to determine from non-experimental data the values of the parameters. 
of the structure in order to provide guidance to policy makers by predicting 
the consequences of changes in the structure. The problem thus is somewhat 
analogous to that of giving a radio to a physicist and asking him to determine 
the operating characteristics of each component part merely by observing 
the radio as it plays but without being able in any way to take it apart or 
rearrange its circuits or perform experiments on it. If given a wiring diagram 
and a specification of what are to be treated as the component parts, our 
physicist could determine the operating characteristics of each of the specified 
components; then a radio engineer could form some judgment as to the ~ 
consequences of rearranging the components in any desired manner in much 
the same way that an economic policy maker might use information about 
the operating characteristics of components of the economic system, such as- 
consumers, investors, etc., to predict the consequences of a modification 
or rearrangement of the components. 

It is quite clear that in general one cannot determine uniquely the behavior 
characteristics of components from mon-experimental observations on, a 
system. Therefore, a major problem to be faced is whether it is possible to 
determine from such data the parameters of a model of the system on the 
assumption that the model is.a correct one. This is known as the problem of ~ 
identification and the treatment of this problem represents in this reviewer’s 
opinion one of the outstanding contributions of this volume. Whether identi- 
fication is possible depends, as might be expected, on what kind of a model 
is specified and how completely it is specified. The identification problem is 
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a problem purely in deductive logic and prior to any problem of estimation 
from samples. The question to be answered is whether or not one has in- 
vented a model which, if it were an accurate representation of reality, would 
generate data from which inference of the parameters of the model would be 
possible, 

For all practical purposes, the models dealt with are restricted to linear 
systems of difference equations involving as many equations as unlagged 
endogenous variables. In addition,. the equation systems contain exogenous 
variables and lagged endogenous variables. Each equation is regarded as 
including a disturbance which is assumed to be subject to a joint probability 
distribution. Besides an extensive treatment of the-identification problem 
with respect to such models, estimating their parameters from observational 
data also represents a problem central to this volume. While greatly impressed 
with the skill shown in attempting to handle this problem, this reviewer has 
many misgivings as to the applicability of the results obtained to problems 
of estimation facing the economist. These misgivings do not stem from any 
discovery of error in the deductive logical operations carried out, but 
rather in a failure to accept the premises as being realistic and the large 
sample characteristics of the estimators as applying to small samples. 

In order to use legitimately the estimation procedures actually developed 
and presented in this volume, it is first’ necessary to know the following 
things: (1) Variables that need to be included. (2) Numbers of equations. 
(3) Form of equations. (4) Variables to be included in each equation and 
variables to be excluded. (5) Lags with which each variable is included in 
each equation. (6) Which variables are exogenous. It is also necessary to be . 
able to assume that: (1) Errors of observation are negligible. (2) That the 
disturbances in each equation are uncorrelated with themselves and with | 
each other for all lags other than zero. (3) That the disturbances in each 
equation may be considered as random drawings from a normal joint 
probability distribution. (4) That the disturbances in whatever system 
determines the exogenous variables must be distributed independently of 
disturbances in the model under consideration. 

The above things are supposed to be furnished by the economist before the 
statistician starts to work. However, close inspection of the above lists would 
seem to make it evident that most of the big problems of inference must 
be solved before one can reasonably apply the ‘techniques considered in this 
volume and that the economic theorist is in no position to make intelligent 
guesses on many of the above items. Since the above things must be assumed . 
before the techniques of this volume are applied and since the application of 
these techniques does not provide a test of these assumptions, it is clear, as 
stated in its introduction, that this volume is little concerned with se 
hypotheses. 

Furthermore, no evidence seems to have been presented that any of ee’ 
four assumptions listed are usually justified. On the-contrary, it seems evi- 
dent that some or all of them are usually not justified. Errors of observation 
of the order of five per cent. of the figure measured would clearly be far 


168 . THE AMERICAN ECONOMIC REVIEW 


_ from negligible in many systems that appear reasonable and yet who would 
wish to argue that errors of this magnitude are not to be expected, particularly 
after reading Oskar Morgenstern’s book?! 

The second assumption relating to uncorrelated disturbances or error 
terms does not in general seem justified, and evidence concerning the unreal- 
‘ism of a assumption can be found in an article by D. Cochrane and this 
reviewer.” 

I do not know of any evidence supporting the third assumption, and I 
wonder if the fourth has or can readily be given an operational meaning. 

Supposing that it were granted that the above assumptions were sufficiently 
good and that the ecenomist could actually provide the needed a priori 
information. Would we then have clear sailing in the application of the 
estimation techniques developed in this book? At this point it is to be noted 
that only very large sample characteristics of the estimators developed in 
this book have been obtained. In this reviewer’s opinion the desirable 
characteristics found for these estimators do not carry over for samples in- 
volving only twenty or thirty observations. Evidence for this contention may 
be found in a second article by this reviewer and D. Cochrane.’ In addition, 
this article furnishes evidence that the estimation procedures developed in 
this volume are quite sensitive to a breakdown of the assumption of non 
auto-correlated disturbances. 

Leaving aside the difficulties discussed above, let us consider for a moment 
how the policy maker might use completed models of the type dealt with in 
this volume. One important use which the policy maker might wish to make 
of them is that of predicting the effect or at least the direction of the effect 
of changing one of the exogenous variables. It should be noticed that these. 
models cannot by themselves provide such predictions even if the parameters 
have all been estimated correctly. The reason is that it is not assumed that 
the exogenous variables move independently of one another and yet no esti- 
mation is made of the way in which their movements are related. Therefore, 
in order to predict even the direction of the effect of moving one exogenous | 
variable, it is first necessary to specify the effect on all of the other exogenous 
variables of movements of the particular one to be controlled. 

This review has contained a number of rather critical comments about 
the estimation methods presented in this volume. However, it should be 
evident that the real difficulty lies not with the authors of this volume but 
with the intractable nature of the problems they have set for themselves. 
Thus, even though the achievements of the authors have been very great, the | 
problems are still greater. The way out of our present impasse is not clear, 


10. Morgenstern, On the Accuracy of Economic Observations ‘(Princeton University 
‘Press, 1950), 

D. Cochrane and G. H. Orcutt, “Application of Least Squares Regression to Relation- 
ships Containing Auto-Correlated Error Terms,” Jour, Am. Statistical Assoc., Vol. 44, 
(Mar., 1949), pp. 32-61. 


°G. H. Orcutt and Donald Cochrane, “A Sampling Study of the Merits of Auto- 
Regressive and Reduced Form Transformations in Regression Analysis,” Jour. Am. 
Statistical Assoc., Vol. 44 (Sept., 1949), pp. 356-72. 
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but perhaps it lies in some modification of our objectives along with a greater 
attempt at obtaining more tractable and more informative data. Complicated 
statistical techniques are made necessary by poor and inadequate data but are 
never any substitute for good and adequate data. The need for analysis of 
more tractable and adequate data becomes all the greater if the objective is — 
to test economic hypotheses in addition to estimation of some parameters. 

Guy H. ORCUTT 

Harvard University 


- Index Numbers. By Bruce D. MupceTT. (New York: John Wiley & Sons. 
London: Chapman & Hall. 1951. Pp. x, 135. $3.00.) 


Professor Mudgett’s Index Numbers is more concerned with philosophy 
than technical details. Its purpose is a critical attack on fixed weights in 
government price series. The first two-thirds of the book, Part I, is devoted 
to establishing a basic theory. into which fixed weights cannot fit. The re- 
mainder is devoted to a critique of two current index numbers using fixed 
weights: the wholesale price index and the cost of living index of the Bureau 
of Labor Statistics. 

Attempts to establish a basic philosophy of index numbers have often 
proved frustrating. As the science developed, it formulated a number of tests 
that the well-behaved index number ought to meet. Then it discovered that 
no single index number can meet them all. Two of these, rarely met in the 
same index and never in the same variable weight index, are the circular test 
and the factor reversal test. The incompatibility of these tests has forced 
students of index numbers to make an unpleasant choice. Some, like Irving 
- Fisher, have accepted the factor test at the expense of the circular, and have 
thus been led to a limited choice of a few select formulae, like the “Ideal” 
index number. Others, however, have preferred the circular test and have, 
perforce, been led to accept fixed weights as the means of achieving this 
end. Some discussion of these tests is essential to understanding Mudgett’s 
book. 

In ordinary terms the circular test merely means that if we proceed from 
year 0 to year k, we should obtain the same result whether: (1) we proceed 
in a series of annual chain indexes, or (2) we proceed directly from 0 to k 
in a single step. When this test is met, an index number series can be shifted 
readily from one base year to another without recalculation, and herein lies 
the great appeal of this test. Mudgett considers the test illogical and shifta- 
bility of bases unnecessary. Although some of his arguments seem strained, 
others are cogent. He points out, for example, a common inconsistency, say- 
ing: “Most students of index numbers today appear to accept the fixed-weight 
aggregative formula as being, for practical purposes, the best, at least if the 
weights are revised every decade or two; but they also seem with about equal 
unanimity to insist upon the importance of the selection of some normal 
period as base. But fixed-weight aggregatives are shiftable without error 
and are therefore no more tied to one particular base than to any other base.” 

The factor reversal test is applied to pairs of formulae—one for prices and 
one for quantities—either of which can be derived from the other by a simple 
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interchange of p’s and q’s. Thus the Paasche price formula Po, = Xp1qı/žPoq1 
is transformed into a quantity formula Qo. = %piqi/2pido. The factor reversal 
test then requires that Por * Qor =%p1qi/ZPoGo, where the ratio on the right 
is the known change in total volume of transactions between year 0 and year 1. 
Mudgett likes the factor reversal test, but he does not insist upon-it: “. .. the 
time and factor reversal tests are good supplementary methods to help in 
selecting formulas, provided that certain prior logical conditions are met. 
Of these conditions the one that the formula shall use only the p’s and q’s 
of the two periods compared is absolutely basic.” 

Mudgett could have avoided a serious basic contradiction if he had insisted . 
on the factor test, for he chose to build his entire logical system on a defini- 
tion that puts a high premium on this test. The problem of index numbers, 
according to him, is to decompose a known value ratio. Given complete 
data on expenditures in two years for a specified set of commodities, the - 
change in total expenditures can be readily expressed by the ratio %piqi/Zpodo. 
But how much of this value change is due-to price changes and how much 
is due to quantity changes? Accordingly, we make index numbers for prices 
and quantities that satisfy the decomposition equation PoiQo = Vou. 

Obviously, the decomposition equation will be satished by index numbers 
meeting the factor test. It can also be satisfied by other index numbers 
provided that either the price component or the quantity component is 
specially defined. Suppose, for example, we choose the Paasche price formula. 
We are then barred from using the Paasche quantity- formula, except as an 
approximation, for the factor test will not be met, and the decomposition 
_ will not be perfectly performed. But we can define an arbitrary quantity 

formula as follows: 


Q s Vos Zp: : XPda "Specs 
Ui = ee š 
Por = BPoo ZPoqi «= BP oo 





The expression on the right happens to be the Laspeyres quantity formula. 
which means that combination of the Paasche price formula and the Laspeyres 
quantity formula will assure complete decomposition. 

Mudgett makes no special provision for achieving decomposition in the 
selection of formulae—either through the factor test or judicious. definition. 
As a result, six of the seven formulae listed by him as basic are not capable 
of performing decomposition perfectly—though some may provide good ap- 
proximations. (Mudgett does not suggest the possibility of combinations, such 
as the Passache price formula with the Laspeyres quantity formula.) The 
one formula that does decompose is the Ideal. 

I believe that the strictly logical consequences of the decomposition defini- 
tion are the acceptance of the Ideal index number, or some of the few others 
that accurately decompose and are yet relatively simple. Such acceptance, of 
course, does not preclude the use of other formulae that provide good approxi-’ 
mations in practice. This was the approach of Irving Fisher. He rated index _ 
numbers according to their approximation to, the Ideal. Among those rated 
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suene are several = do not meet the factor test or provide decomposi- 


tion. 

Finally, we must consider the theoretical acceptability of the decomposition 
approach. Here Mudgett makes a good case that much of our basic economic - 
thinking implies decomposition in one way or another. A specific example is 
the famous equation of exchange, PT = MV, where there is a clear need to 
decompose the known volume of monetary transactions, MV, into its price and 
quantity components, 

But though this argument for the decomposition definition has genuine. 
appeal, it does not dispose of other definitions that may be desired for specific 


‘purposes. Take cost of living, for example. Instead of decomposing an observed 


increase in consumer expenditures, many students of index numbers believe 
that the perfect formula should measure the increased cost to consumers of 
obtaining the same.satisfaction from goods purchased. Theoretically, this con- 
sumer utility approach has great advantages, having been shown to eliminate 
many of the inconsistencies and ambiguities inherent in other approaches. At 
the same time it presents grave ae difficulties because of our inability to 
measure utility effectively. 


Possibly market basket type index numbers—like those of the BLS—area ~~ 


very rough application of the utility principle. To the extent that a fixed - 
market basket of goods can represent a constant source of human satisfaction 


' over a considerable period—most economists would be reluctant to make any 


such assumption—the cost of this basket may be regarded as a useful index 
number consistent with the utility approach. In fact, I believe that market 
basket indexes.can be condemned on two counts only. First, if we are willing 
to deny utility economics altogether, we can consistently assert that all 
attempts to measure utility or the cost of human satisfaction are basically ' 
futile. Second, we may argue that those. who make and use market ‘basket 
indexes do so‘in the mistaken belief that they are a good practical means of 
achieving decomposition. This second view, apparently, is Mudgett’s and 
although it has merif, it does not take adequate account of the many writers 
who are clearly seeking something other than ‘decomposition from their ¢ 


‘indexes, 


This recalls a remark by Irving Fisher that the purpose to which an index | 


number is to be put should not affect the choice of formula. Mudgett concurs 


in this position explaining that “purpose” can mean only the list of commodi- 
ties covered—whether wholesale, retail, or consumer budget items. Now we 
have just shown that ‘“‘purpose”’ should mean a great deal mote than commod- 
ity coverage. In Mudgett’s system, the purpose of an index number is to 
decompose a value ratio. For the utility theorists, however, the ptirpose of an 
index number is to measure the changing cost of obtaining personal satisfac- 
tion, and for this purpose the ability to decompose accurately is not essential. 
It is regrettable that this book does not recognize the really fundamental dif- 
ferences existing between these two basic approaches to index numbers. 
Davin DpEAND 
“National Bureau of Economic Research 
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The Structure of American Economy, 1919-1939-—An Empirical Application 
of Equilibrium Analysts. Second edition enlarged. By Wassrry W. ° 
LEONTIEF. (New York: Oxford University Press. 1951. Pp. xvi, 264.. 
$5.75.) 

This second edition of Professor Leontief’s book contains no hatena that 
has not been published before. In addition to a reprint of the first edition, 
there are four papers which had previously appeared separately, and a 1939 
input-output table. The value of this additional table to those who are inter- 
ested in data on the U. S. economy can hardly be overestimated.t The new 
chapters add to the old (1) a discussion of the theory and application of the- 
open input-output model, and (2) some evidence as to how good the input- 
output matrices are at predicting requirements. 

The first edition of the book was concerned exclusively with the theory and 
application of closed input-output models. In such a model the entire economy, 
including households, is broken down into sectors or industries. The basic 
assumption is that each industry must purchase, per unit of product, a fixed 
amount of the output of each other industry. The outputs of the industries are 
the dependent variables, while the flow coefficients (which show the amount of 
each industry’s output which is required to produce a unit of output of each 
other industry) and the investment coefficients (which show the proportion 
of the total revenue of each industry which is invested) are the independent 
variables. The mathematical model has one equation for each industry. These 
equations state, for each industry, that the output of the industry less sales to 
all other industries must be zero. The sales of each industry to each other 
industry are proportional to the output of the purchasing industry. There are 
as Many equations as there are unknowns, #.¢., industrial outputs, and the 
system is determined except for a scale factor.* A similar closed system may 
also be used to determine relative prices. 

The closed model is designed to analyze the effect on various outputs (or 
prices) of changes in the flow or investment coefficients. It cannot analyze 
the effect of a change in the output or price of any commodity since all prices 
and outputs are dependent variables. 

An open input-output model is designed to analyze the effects of a change 
in the purchases of some particular industry A upon the outputs of all other 
industries. In.order to do this, one equation is dropped from the closed system 
described above, and the purchases of industry A (defined as “final demand”) 
are placed among the independent variables. The equation which is dropped 
is the one showing the sales of industry A to all other industries. There re- 
mains, then, one equation for each industry other than A, stating that the 
output of this industry less sales to all industries other than A is equal to 
“final demand.” The unknowns in this system are the outputs of all industries 
other than A, and there are as many linearly independent equations as there 
are unknowns. It should be noticed that in this model the purchases and sales. 
of industry A will balance only by accident. 


*A preliminary version of the 1947 table has now been published in the Scientific 
American for October, 1951. 
* This is because one of the equations is not linearly independent of the others, 
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The open model can also be designed to answer questions about the effect 
of a change in one price upon the other prices in the system. It is usually used, 
however, to determine the effects of changes in purchases by households or 
government, dr to determine what total output would be required of each 
industry in order to meet a given set of “final demands” by households-or 
government.® 

In Chapter D of Section IV, Professor Leontief compares the input-output 
method with two other methods of predicting requirements. He uses the 1939 - 
table combined with the actual household purchases for 1929 and 1919 to 
“predict” the total output of each of thirteen industries in these years. Alter- 
natively, he predicts the outputs of each of these industries by assuming (a) 
that the ratio of the total output of each industry to total household purchases 
from all industries was the same in 1919 and 1929 as it was in 1939, and 
(b) that the ratio of the total output of each industry to the household pur- 
chases from this industry was the same in 1919 and 1929 as it was in 1939. He 
compares the outputs “predicted” by each of these methods with the actual 
outputs, and finds that the input-output method has a substantially. lower 
standard error of prediction than the other two methods. 

This reviewer, however, is not entirely convinced by this demonstration, for 
two. reasons. In the first place, Professor Leontief uses data from only one 
year, 1939, to make his “predictions.” With present techniques it is not possi- 
ble to use more data if the input-output method is used. For either of the 
alternative methods, however, it would have been possible to use data for 
more years, and this probably would have increased the accuracy of the “pre- 
dictions.” Furthermore, if one were predicting the future instead of the past, ' 
it would be possible to use more recent data for the alternative methods than 
for the input-output method, since it takes about four years to prepare an 
input-output table, and such tables are not computed for every year. 

In the second place, Professor Leontief also predicts 1929 total outputs by 
means of his 1939 table in Chapter A of Section IV, for a nine,-instead of a 
thirteen, industry classification. The standard error of the “predictions” re- 
ported in this chapter is, according to my calculations, essentially the same as 
the standard error of prediction which Professor Leontief reports for the alter- 
native methods discussed above.‘ 

This does not mean, of course, that the input-output method is not a very 
powerful tool which should improve as more accurate and detailed data be- 
come available. It does suggest, however, that, given the present state of the 
art, the user of the input-output technique who was no more fortunate in his 
choice of industrial classification than Professor Leontief was in his Chapter 
A might do just as well with some crude and less expensive technique. 

G. DIRAN BODENHORN 

The RAND -Corporation f 


“In his book, Professor Leontief uses the “open” model to determine the effect on em- 
ployment of various changes in household consumption and exports, and to determine the 
effect on prices of various changes in wages and profits, as well as to predict requirements. 

tOn page 218, the standard errors of prediction of the 1929 outputs are reported as 
1744 and 1539 millions for the alternative methods, The standard error of the predictions , 
made with the 1939 table on page 155ʻis 1652 millions. 
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Statistics for Econointcs and Business. By DonaLp W. PADEN and E. F. Lino- 
_guist. (New York: McGraw-Hill. 1951. Pp., ix. 276. $3.75.) 


These texts are not materials which will interest the professional statistician, 
but rather they consist of a text and work book for the layman student of sta- 
tistics. They “. . . may be considered as constituting a method of teaching a 
first course in statistics for students in economics and business. These materials 
stress as much as possible the uses and interpretation of statistics and mini- 
mize as much as possible the mathematical theory of statistics and the me- 
chanics of computation” (p. v). Their reputation, therefore, will depend upon 
how well they are adapted to the pedagogical problems of the first course in 
statistics. 

The substantive aspects of this text are likely to provoke ccneiderable disa- 
greement among reviewers. While I find the authors’ style clear and precise 
and the selection of illustrative data unusually appropriate, I would, on occa- 
sion, change the relative weight of treatment given certain of the major analyt- 
ical categories. That is, I find the discussion of the frequency distribution 
(Chap. VI) inadequate. The chapter fails to provide any real basis for testing 
the relative advantages of various numbers of classes, class intervals, or class 
limits. It leaves out the importance of the' mid-value in terms of its three 
underlying assumptions, which assumptions are important to subsequent 
grouped data computations. 

Chapter VI, “Measures of Central Tendency,” provides an understandable 
discussion of the arithmetic mean, and the median, yet it slights the mode, 
which may, on occasion, be the only appropriate measure of central tendency. 
The geometric mean is treated somewhat (pp. 83-84) in connection with rates 
of growth, while the harmonic mean is only mentioned in a footnote and the | 
quadratic mean fails to appear. Perhaps this weighting is defensible in the 
` light of the prospective uses which the layman-statistician will have for these 
minor measures of central tendency. One wishes, however, that the geometric 
mean were here given more adequate treatment along with some significant 
examples of its peculiar fitness to ratio analysis. 

The most serious weakness of Chapter VI is the omission of any discussion 
of the characteristics of the various measures of central tendency, their fitness 
to certain types of data, and how their interrelationship may reveal the basic 
characteristics of data under analysis. The corresponding chapter (VI) in the 
companion Afanual contains fifteen pages of problems and questions which 
bring out most clearly these characteristics of the measures of central tend- 
ency. Thus, “Each chapter in the text is almost inseparably associated with a 
chapter in the Study Manual, in which a series of leading questions and sug- 
gestive illustrations leads the students to important generalizations and forces 
upon them an appreciation of the limitations of the techniques being con- 
sidered. What is usually presented for memorization is here, whenever possible, 
drawn out of the student by his own investigation. The manual is thus in- 
tended as more than a supplement to the text. It-is in itself an integral part of 
_ the presentation and represents largely a question rather than a problem 
manual. Hence the full significance of many of the statements in the text can- 
not be wholly appreciated until the problems and questions in the study 
manual are also considered” (back flap). 


he 
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Chapter VII discusses the simplified techniques’ for computing measures of 
dispersion, concluding with a brief section on the “Important Characteristics - 
of the Various Measures of Variability.” In general, the full significance of - 
this material is left to. the problems and the questions in the manual. The text ` 
states, “. . . these measures [of variability | are most useftl in economics and 
business for comparisons of variability in two or more groups.” Yet the coef- 
cient of variation, pie: most useful comparative measure of variation, is never 
mentioned: 

Three chapters (VII-X, pp. 103-69) on “The Normal Curve of Distribu- 
tion,” and “Sampling-Error Theory” are unusually well written. This material 
should be more meäningful to the casual student than has been true of these 
subjects in the past. In Chapter VIII special attention should be given to the 
section dealing with “Area Relationships under the Normal Curve” (pp. 108- 
15), Here the authors give in detail eight kinds of problems wherein a knowl- 


edge of the properties of the normal curve may be applied for solution. This 


chapter concludes with a better-than-average discussion of the place of the 
normal curve in statistical analyses of business data. Cautions concerning the 


appropriate meaning and’ uses of the so-called “law of normality” appear 


throughout the entire chapter, and they receive emphatic treatment at the 
close of the discussion, just prior to moving into the complex logical analysis 
of reliability and significance of difference. With the “Sampling-Error Theory” 
chapters, I find little disagreement. Their method of development is logical 
and precise and their analytical tools, illustrations and diagrams are particu- ` 
larly appropriate and meaningful. It is significant that this “best treatment” 
is associated with that particular subject which seems to give the greatest diff- 
culty to students. 

Time series analysis is covered in Chapters XI to XII (pp. 170- 217), 
These materials are simplified and understandable. I do find, however, some 
weaknesses in Chapter XIII, “Secular Trend and the Business Cycle,” in that 
the techniques of least squares trend fitting are never carried beyond the © 
straight line. Figure 38, on page 206, gives the impression that other types of . 
more complex trends are to be discussed even though the adjacent text states 
that “. .. only the most simple type of trend-fitting procedure i is discussed, 
dealing ‘almost exclusively with the fitting of a straight line.” The treat- 
ment of moving averages and least squares is unusually brief, to the sacrifice 
of some degree of clarity. There is no inclusion of available techniques to be 
applied in the determination of the most appropriate trend line. The chapter 
concludes with a good treatment of the concept of “secular normal” and the 
“Isolation of the Business Cycle.” , 

The two final chapters deal with simple linear correlation. Here the analyti- 
cal frame is of the conventional Pearsonian product-moment type. While one 
cannot argue that there is essentially anything wrong with this approach to 
correlation, I have found through experimentation that beginning students 
more readily grasp correlation from the variance approach. Not only is it 
simpler and.more logical mathematically, but it is possible to combine graphic 
devices which provide the student with a type of geometric proof based on 
the three elements of variance; explained, unexplained, and total. Students 
see the unity of the analysis in the ties between the scatter diagram, the regres- 
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sion line, the standard error of estimates, and the coefficient of determination. 
Paden and Lindquist give theree pages (257-60) to the variance approach 
in their concluding section on correlation theory. The entire last chapter is a 
very worth-while and simple explanation of the concepts of regression, relia- 
bility, causation, the Interpretation of r, and applied correlation. 

These materials are better suited to the first course in statistics than any 
other available text. They are by no means the final work in the evolution of a 
teachable and generally comprehensible text in applied statistics, yet they do 
go a long way toward supplying that imperative need. A better text would 
contain some additional treatment of the technical aspects and much more on 
the interpretation and application of statistical measures. Students and pro- 
fessors alike should welcome this refreshing relief from the overly technical- 
mathematical texts of the past. i 

GEORGÈ C. GrosscuP, JR. 
Miami University | 


Economic Systems; Planning and Reform; Co-operation — 


The Only Way—A Study of Democracy in Danger. By ALEXANDER LOVEDAY. 
(New York: Macmillan. London: William Hodge and Co., Ltd. 1951. Pp. 


xvi, 221. $2.50.) | 


In this ably written and well-reasoned book, the author examines the ques- 
tion of how far individual rights and social rights can be reconciled with each 
other in a democracy. Democracy is defined as an ethical doctrine as well as a 
mode of government. Deprived of its ethical basis, democracy will not long 
survive. The author thus devotes two chapters to an analysis of the ethics and 
rights of democracy; five chapters deal with the dangers facing democracy; the 
last two chapters contain his proposals for a democratic policy in the future. 

The ethical doctrine is reduced to four rules. The individual himself is the 
best judge of his own capacities, opportunities and desires; his aim is the full . 
development of his personality. To realize these ideals of the individual, two 
social goals are essential; a harmonious society, and an adapted natural en- 
vironment, These four ideals of democracy are confronted with the rights and 
duties of individuals. The so called “natural” rights of the individual are 
genuine rights; they are enforceable in a court of law. The social rights, like 
freedom from fear and want, constitute only goals for the guidance of national 
and international legislation. They are thus enforceable through collective 
action only and should not be recognized as specific rights of individuals. As 
ideals, individual freedoms and social freedoms are (almost) equally signif- 
cant. As rights, however, only the individual freedoms should be given full 
legal recognition whereas social freedoms should be recognized only as ethical 
obligations of the public. 

_ In our time, democracy is imperilled by two dangers. Primary groups, like 
family, church, neighborhood, and schools, transmit inadequately the ethical 
rules of democracy to the young generation. The second danger springs from 
the determination of many to realize the social freedoms at any price. The 
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author accepts fully the argument that widespread fear undermines the ethics 
of democracy. His study of how war, depression and inflation are incompatible 
with democracy is perhaps the most original part of the book. Yet he insists 
that freedom from fear and want must be realized without loss of individual 
liberties. How can this be done? The danger of war can be eliminated only 
when sovereign states are replaced by a world government under which all 
citizens enjoy equal protection of their individual rights. Depressions and 
inflations can be avoided only when the appropriate economic actions of 
governments are based upon a generally accepted national economic policy, 
and when all important segments of the public fully cooperate in the execu- 
tion of this common policy. Only when this cooperation is forthcoming can 
governmental rules become an effective substitute for the play of the market. 
There is no attempt to study in detail the conditions necessary to attain—as 
J. M. Clark has called it-—“group responsibility.” Instead, the author evalu- 
ates carefully the efficacy of monetary and fiscal as well as direct controls. He 
presents the practical limits of the former, and does reject direct controls only - 
when they lead to a destruction of individual rights by governments. 

Did the author succeed in reconciling the essential principles of indi- 
vidualistic liberalism and social democracy? The reviewer can give only a 
negative answer. The principles of individualism seem frequently over-empha- 
sized, Witness the arguments for the need of a world government; a proposal 
totally out of place in the present fundamental conflict between social systems. 
Moreover, there is no sociology of social (secondary) groups, like social move- 
ments and their ideologies, or of economic groups like trade unions. Instead, 
the author implicitly presupposes social harmony of interests among groups. 
Therefore, he cannot come to grips with the conditions for cooperation among 
` groups. Nor can he tell us how to attain the balance among rival groups which 
is required for their participation in the fight against inflation or depression. In 
leaving, out ideological groups, the author is unable to assess the third and 
more immediate danger imperilling democracy; the external and internal 
threat of communism. Yet this threat is doing more than anything else to 
minimize the differences between disciples of individualistic liberalism and 
social democracy. Defense against communism has or will gradually create the 
community of purpose that will lead to the cooperation of rival groups in the 
fight against inflation as well as aggression. 

ARTHUR SCHWEITZER 

Indiana University 


National Income and Social Accounting 


First Report of the National Income Committee, April 1951. (New Delhi: 
Ministry of Finance, Government of India. Pp. 102. Rs. 1/6.) 
Although India has made substantial progress in the field of economic and 
financial statistics, no official estimate of the national income for India as a 
whole has been available. 
To close this gap the Government of India appointed in August 1949 the 
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“National Income Committee.” It is composed of leading Indian economists. 


and has been assisted in its work by three prominent foreign experts on 
national income studies. In April 1951 the Committee released its preliminary 
report mainly to furnish the government with an estimate of the national 
income for 1948-49 (fiscal year April 1 to March 31), without delay. It is 
expected that the final report will.be presented early in 1952. ` 

The Committee emphasized that its national income estimates are provi- 
sional for two reasons. The figures are in many cases based on material the 
reliability of which is not known or in other cases on calculations involving ' 
assumptions the validity of which is uncertain. Furthermore, it was not possi- — 
ble to make many of the desired breakdowns of the national income for lack 
of relevant material, The estimates for 1948-49 will thus remain subject to 
large revisions on the basis of fresh material likely to become available in the 
future. 

The methods followed in the estimation of India’s national income have 
been governed by the availability of data. It has not been possible to use either 
the “inventory” (output) or the “income” method to cover the entire range 
of the economy. The total working force in 1948-49 was estimated and its 
‘distribution among different occupations was based on the classification of the 
economy by industry, including under the term “industry” also agriculture, 
‘services, and all other means of income generation. The inventory method was 
applied to as many-sectors of the economy as possible. For the remaining 
sectors the income method was used, the number of workers in each category 
being obtained from the reorganized data on occupational classification. The: 
estimate of the working force was based partly on the census which was taken. 
- in 1941 for the-whole of India (including areas which belong now to Pakis- | 
_ tan). But the 1941 census does not contain figures of occupational classifica- 
tion and is not comprehensive enough. Many adjustments had to be made 
because of ‘the territorial and population changes. The recently completed 
census for 1951 will make it possible to DEVICE: new data for this important . 
part of the national income estimate. 


Out of a population estimated at 341 million in 1948 the total working force E 


is estimated at 132.7 million (principal earners plus working dependents) or 
at 120 million if only half of working dependents is taken into account. Around 
68 per cent of the working population was engaged in exploitation of animals 
and vegetation. | 
The following categories of income are estimated on the basis of the “inven- ` 
tory” or value of net product method: (1) exploitation of animals and vege- 
tation including animal husbandry and fishing, (2) exploitation of minerals, 
and (3) industry. 
The value of these sectors represents’ 64.8 per cent of the estimated national 
income. How difficult the work of the Committee was can be seen from the fact 
that even where the inventory method was applied, good estimates of produc- - 
tion exist only for these sectors: production in mines, factories, plantations, 
and state enterprises. Only a rough estimate is available for a great part of 
the agricultural production which represents 46.7 per cent of the total national 
income. It is even more difficult to obtain data on the sizable production of 
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cottage industries ‘and small enterprises in general. All estimates ou been 
obtained by calculating the value of each sector at its equivalent market value 
in terms of money. However, a large part of services and. commodities—the 
barter or demonetized sector —do not enter into the market at all. The divi- 
sion into monetized and de-monetized sector is not possible with the available 
material. How important the barter sector is can be seen in one example; of: . 
the total output of rice, me main grain crop in India, only about 28 per cent 
is marketed. 

With regard to the sector of occupation where the income method was 
applied, a good basis’ for estimates exists for about-10 per cent of national 
income (government including railways, organized banking, and insurance) 
whereas nearly 25 per cent of the total national income was arrived at by a 
_ very rough guesswork. Although the Committee used all available information 
and was very ingenious in its attempt to reach. results by a combination of 


various methods and a comparison backed by a thorough knowledge of the ` 


local conditions, the margin of error is undoubtedly very significant. 

The main numerical results of the national income estimate are these: The 
net national output (income) at factor cost is estimated at Rs. 87.1 billion 
(or about $26 billion at the ‘1948/9 rupees exchange rate). The value con- 
tributed by agriculture, mining, manufacturing, and hand-trades represents 
64.8 per cent of the total, while 82.3 per cent of the working force was en- 
gaged in these pursuits. Commerce, transport, and communications contrib- 
uted 19.5 per cent of which 16.3 per cent came from small commerce and 
transport which is a rather high proportion in view of the large barter sector 
of the economy. Small enterprises account for about 75 per cent of the net 
domestic products. The net output per engaged person averaged Rs. 660, being 
highest in railways and communication (Rs. 1,900) and in mining and factory 
establishments (Rs. 1,700), lowest in domestic services (Rs. 400) and agri- 
culture (Rs. 500). Relatively high is the figure of Rs. 1,300 per engaged 
person in government services. Consumer expenditure on food amounted’ 
probably to nearly 53 per cent of the national income. 

According to these estimates a working force more than twice of that of the 
United States produced only about 10 per cent of the U. S. national income, or 
one working person only about 5 per cent of the net output of one working 
person in the United States. 

The per capita income was estimated at Rs. 255 (= $76.5) which is higher 
than were various private estimates. The agricultural production is considered 
' as being underestimated by 10-20 per cent, and the Committee points out in 
its notes attached to the Report that also the value of some of the other activi- 
ties was underestimated. Whether the margin of error is 20 or 30 per cent, the 
fact remains that the total national income of India is very low, measured by 
the standards of the more developed countries. The report also indicates that 
the main reason for this is the low productivity of agriculture where hidden. 

. unemployment is prevailing throughout the country. 

Attempting to establish a framework for national accounts, the Committee. 
listed the following types of activities for which data are not available: con- 
sumer’s current expenditure, provision for depreciation, private capital forma- 
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tion and private saving. In some of these fields an improvement of information 
is expected in the near future because a good deal of new statistical data is 
likely to be available. However, for a country such as India it will be most 
important to have more comprehensive and dependable data on production 
and on distribution of national income. Very much remains to be done in 
analyzing and assessing the large barter sector of the Indian economy. 

The report of the Committee is an excellent piece of work and when revised 
will be an extremely important instrument for comparing the development of 
the Indian economy year by year and for programming what measures should 
be taken to achieve an increase in production. The methods applied and the 
results of the national income estimate for India will be very useful also for 
other under-developed countries. It will become possible to evaluate properly 
the rôle of the barter sector in the whole economy and to arrive perhaps at a 
comparison of national income per capita taking into account the various 
climatic conditions, and finally even to give proper meaning to the terms of 
low and high standard of living considering the different local and geographical 
circumstances. 

ANTONIN BASCH 

Washington, D.C. 


Business Fluctuations; Prices 


The Problem of Employment Stabilization. By BERTIL OHLIN. (New York: 
Columbia University Press. 1949. Pp. 173. $2.75.) 


This little book is based on the Julius Beer Foundation lectures which Pro- 
fessor Ohlin delivered at Columbia University in 1947. He does not confine 
his discussion to the problems of depression, and the economics of ‘“‘over-full 
employment” receive a good deal of attention. But Professor Ohlin, while 
admitting the “sad conclusion that the smooth adaptability of the economic: 
system to some extent depends on the existence of a certain amount of un- 
employment,” is not one of those who. wants very much unemployment. He 
explains how scarcity of labour may contribute to efficiency. He is anxious, 
however; that employment should be “full” rather than ‘‘over-full,” and what 
he means by this in concrete terms is perhaps illustrated by his statement that 
“it is very doubtful whether an increase of average employment from, for 
instance, 96 per cent to 98 per cent—apart from seasonal unemployment—will 
add to the volume of output.” In making the case against ‘‘over-full employ- 
ment,” Professor Ohlin is perhaps too much inclined to regard the case in its 
| favour as turning entirely on considerations of aggregate output and employ- 
ment. The whole question of the composition of output—of over-full employ- 
ment as an unavoidable concomitant of having desirable capital-goods pro- 
duced at the expense of less desirable consumption-goods, the demand for 
_ which is restricted by the forces of inflation—is dismissed in a footnote: ‘as a 

- temporary problem of postwar reconstruction. 

Professor Ohlin, believing in a policy of full employment, sees little future’ . 

for “a liberal society of the late nineteenth century type”: “if an average of 
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88-90 per cent employment and a freer economic system were preferred to 
93-95 per-cent and some central direction, then I am convinced that we would 
not be able to Keep this relatively free economic system very long.” But one 
of his reasons for disliking over-full employment is that he wants “a social- 
liberal society of the kind the Western world, and certainly the Scandinavian 
countries, has been more or less drifting into in the last decades” rather than 
a centrally directed “‘semi-socialistic system.” Professor Ohlin’s account of the 
development of full-employment policy in Sweden lends point and interest to 
his concept of a social-liberal society. Among the devices mentioned in the 
chapter about Sweden is the introduction in 1938 of legislation to exempt from 
taxation special funds spent in a period of depression on buildings and con- 
struction, and a proposal of the Post-War Economic Planning Committee of ' 
additional children’s allowances to be used in times of depression for the 
purchase of durable consumer goods. 

Naturally, Professor Ohlin is much alive to the problems which face an 
individual country. He pleads for “an international coordinated policy to 
maintain a high level of employment. Here the United States can make two 
large contributions: It can try to maintain employment at home, and it can 
support a program of international collaboration.” Professor Ohlin prefers ex- 
change depreciation to trade restrictions as a means of restoring- equilibrium 
of the balance of payments, but if this is to be justified it may be necessary 
that. “creditor countries have moderate tariff walls, no quantitative restric- 
tions, and a relatively high degree of employment.” Neither generally, nor 
in connection with the postwar “dollar scarcity,” which Professor Ohlin ex- 
plains as rendering temporarily unavoidable the use of ‘quantitative import 
restrictions, does he deal explicitly with import restrictions as a means of 
avoiding the seriously unfavourable movement of the terms of trade waich 
exchange depreciation may involve. ; 

To many economists the main interest of the book will lie in the two con- 
cluding chapters—one on “The Swedish Theory of Unused Resources,” the 
other on “The Keynesian Theory of Underemployment.” The earlier, more 
practical, chapters have been written in the workaday language of the modern 
economist. It is only now, in these two theoretical chapters, that ex ante and 
ex post come into their own, though they do not seem to lead to much more 
than the rather obvious point about Keynes that his analysis is not ‘‘an 
analysis of a time-using process where the distinction between plans and 
actual results is essential.” Professor Ohlin does, however, make some im- 
portant criticisms of Keynes but these are put forward without any parade 
of ex ante and ex post (on the relationship between real wages and employ- . 
ment and money wages; on the relationship between the stock of investment 
plans and the rate of investment; and on the relationship in the long term 
between thrift and the level of activity). Professor Ohlin’s conclusion about 
Keynes is that “there has certainly been no revolution in economic science 
in the 1930s.” Equally, in Sweden. there is, he states, “no striking difference 
between the practical conclusions drawn from this combined theory, which 
was published in various Swedish books in the years 1933 to 1935, and the 
general ideas which economists used to believe in, in the 1920’s, except that 
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one had become more clearly aware of the fact that an increased. disposition 
to save would not necessarily lead to larger investment.” Such statements 
come naturally enough from a disciple of Wicksell, but for. the rest of us | 
. who reflect on present-day modes of thought and expression and contrast them 
with those by which thought and expression were at one time darkened, revo- 
lution is not too strong a word. 
R. F. KAHN 
‘King’s College, Cambridge, England 


Money and Banking; Short-Term Credit; Consumer Finance 


Financial Institutions. ERwin W. BOEHMLER (editor), ROLAND I, ROBINSON, 
Frank H. Gang, and Lorine C. FARwELL. (Chicago: Richard D. Irwin. 
1951. Pp. ix, 650. $5.50.) ~ : 


As the title indicates, this textbook presents an introductory survey of the 
various financial institutions in the United States. The term “financial institu- ` 
tion” is used broadly to include not only business organizations and govern- ` 
mental agencies, but also established practices, customs and laws which taken 
together constitute the financial environment. | 

The book marks a revival of the pioneering efforts of H. G. Moulton? to 
develop the institutional approach to finance some three decades ago. While 
Moulton and his followers have had a significant influence, the traditional 
approach still prevails in which a few finance courses concentrate on limited 
areas of the field, with money and banking and corporation finance occupying 
basic positions. As a’ consequence, the student who takes only one finance 
course often emerges with little understanding of the field as a whole; and: 
indeed the student who takes several specialized courses may find important 
gaps in his training. 

Thus, in designing a broad survey of finance as a prerequisite to more. ad- 
vanced courses, the authors propose a considerable break with tradition. Those 
who take but one finance course will at least have a passing acquaintance with 
all phases of finance. Moreover, advanced courses can build on a broad intro- 
ductory background and can therefore be scaled on a higher level. — 

In general, the authors have produced a work of high merit and have suc- . 
cessfully accomplished the task which they set for themselves. One is espe- 
cially impressed with the fine integration of materials, the balance, and the 
absence of needless repetition, especially in view of the suspicion in these 
regards that is aroused by a multiple-author book. This difficult achievement 
has been fostered by the facts that all four authors have worked together’ in 
the development of the course at Northwestern University and that the mate- 
rials have passed through several planographed editions before publication in 
book form. As a consequence, the book gains strength from the specialized 
contributions of the authors without the sacrifice of careful integration. 

The organization plan is primarily pedagogical, proceeding from the simpler 
and more familiar institutions to those of a more complex nature. This pro- 


_ .7H. G. Moulton, The Financial Organisation of Society (Chicago, The University of 
Chicago Press, 1921), pp: 777. 
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cedure is justified, especially since it involves no serious ES to logical 
arrangement. Following an introductory chapter on the rôle of finance, non- 
monetary institutions and functions occupy the next fifteen chapters (Part If). 
The first five of these deal with short-term credit—one with credit instru- - 

ments, three with commercial banking (nonmonetary aspects), one with spe- — 
-Cialized short-term financing, and another with consumer credit. The next 
three chapters survey the instruments of corporate finance, investment bank- 
ing, securities exchanges, and operations of brokers and dealers. The remain- 

‘ing seven chapters of Part II deal with saving and savings institutions, insur-. 
ance. companies, investment companies, trustee sefvices, urban real estate, and 
farm credit. Part II includes five chapters on monetary institutions—-the first 
two on money and its creation by the banking system, the third on business 
cycles, the next on the Federal Reserve System, and the last on federal fiscal 
problems. Part IV consists of a single chapter on international financial insti- 
` tutions. Thus, some attention is given to all phases of the whole gamut -of 
finance, 

The only. organizational flaw worth mentioning is in arrangement of mate- 
rials in Part II. In this reviewer’s opinion, credit creation by. the banking 
system and business cycles (Chapters 18 and 19) could more effectively be 
` considered after, rather than before, the Federal Reserve System (Chapter 
20). The problem of multiple expansion and contraction of bank credit could. 
then be examined in its entirety, including both the commercial and central 
banking aspects. Also, the material on business cycles (Chapter 19), which 
now breaks the natural continuity between credit creation and central bank- 
ing, could be considered with the benefit of more adequate background. . 
__ A feature of the entire work is the strong emphasis on economic functions, - 

operations, and interrelationships, with the result that the student develops a 
firm understanding of the place and contribution of each institution to the - 
economy as a whole. Another feature is the clear and coherent style of writing 

‘which with unimportant exceptions is sustained from beginning to end. Still 
_ another is the abundant ‘use of current illustrative material set forth in text, 
tables, and charts. Also, there are included a suggestive bibliography and use- 
ful questions and problems at the end of each chapter. Answers to problems 
are provided in an accompanying Teacher’s Manual. 

The usefulness of this book should be wide, although the diverse nature of 
requirements imposes definite limitations. Many teachers will doubtless find 
that it effectively meets the need both for a terminal first course in the field ° 
and as a basis for further specialized courses. Others may find that it best 
serves as a supplement to more specialized texts by filling in the gaps of the 
over-all finance program. . Obviously, the extent of its usefulness will depend 
on whether the finance program is designed along institutional or traditional 
lines. - 

In conclusion, the authors have iae a definite contribution b7 providing a 
comprehensive, carefully integrated, and well-written survey of the field of 
finance. 

 Gw. Woooworrst 
The Amos Tuck School, Dartmouth College 
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Business Finance; Investments and Security Markets; Insurance 


The Stock Market. By GEORGE L. LEFFLER. (New York: Ronald Press. 1951. 
Pp. xii, 580. $6.00.) 


In many respects, Professor Leffler’s The Stock Market is one of the most 
realistic books in the field. Long years of teaching the subject have brought 
their reward while much of the material has obviously been gathered from 
intensive research on the actual scene. The manner in which. the historical 
background is woven into the fabric of the text instead of being set apart and 
labeled “history” is especially refreshing. . - 

The “story” of the stock market, however, might flow more smoothly. This 
readily could have been accomplished by what seems to this reader a more 
logical organization of the material. For example, it is difficult to understand 
why the chapter on Bond Trading on the Exchange should not be placed in the 
early section of the book when the work of the Exchange is first being dis- . 
cussed. The chapters on Stock Delivery and Transfer and the Clearing of 
Stocks naturally fall into the section following the execution of orders rather 
than where Leffler places them. ` 

Considering the complexities involved in the techniques of buying and sell- 
ing securities and the unfamiliarity of the general reader with the subject, it 
seems to me helpful to divide a book on the stock market into three sections 
somewhat as follows: (1) A discussion of the different types of securities and 
financial instruments; (2) A description of the Exchanges and the over-the-. 
counter markets; (3) The tracing through of an order which would include 
the execution of odd lots as well as full lots and the description of the various 
techniques nelnaing margin trading, short selling and the federal regulations 
involved. - ‘ 

In the present volume, the question can be raised as to why certain subjects 
are singled out to receive special treatment, such as the chapter on Con- 
vertible Securities. If this were a text on Investment Banking or Security 
Analysis, such a chapter would be indicated, Since there is so much material 
to cover on the stock market itself, however, it is questionable whether the 
space should be utilized for an extended discussion of any particular type of 
security, : 

It should be added quickly that some of. the chapters are especially well 
done. Chapter Two, Securities Available. in the Market, is one of the best 
short descriptions of the various kinds of securities available to the public that 
this reader has ever been fortunate enough to discover. 

The treatment of the difficult subject of stock rights and the determination 
of their value can be used for classroom or employee training purposes. Some 
market experts may quarrel with parts of the theoretical discussion in this 
chapter, such as the intrinsic.value of rights and the timing of sale, but gener- 
ally, it is a good exposition of the subject. Theoretically, it is correct to say 
' that “the profit made by buying the stock at the subscription price is exactly 
offset by the decline in the market value of the stock after the operation is 
ended.” But the investor or speculator does not think in static terms. He is 
looking forward to the time the new capital will be put to work and through 
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additional earnings, overcome the initial dilution resulting Ror the issue of an 
increased number of shares. 

A major influence on the value of rights, recently, has been the tendency of 
investors to buy rights in order to take advantage of the 25 per cent margin 
requirement on stock bought through subscription by the use of rights. This, 
in many instances, has resulted in rights selling above their theoretical value 
while fluctuations in the price of the rights have depended primarily upon the 
trend of the general market. 

There is one temptation that most writers on financial subjects apparently 
are unable to hurdle. In covering the techniques of the stock market and its 
functions in relation to the economy, the professional teacher almost invaria- 
bly feels that he must include a discussion of security evaluation and security 
analysis. There is so much valuable technical and procedural information in 
The Stock Market that it is unfortunate Leffler fell into the same trap. In 
attempting to add in the final chapters of his book an approach to the practice 
of investment, he was necessarily forced to skimp in the treatment of the 
many detailed subjects involved. 

Take the matter of the relationship of interest rates to speculation. Volumes 
have been written on this subject. In the present text, the conclusions of major 
studies are set forth in little more than a page. As a result, the author forces 
himself to give about the same weight to the scholarly work of a Leonard 
Ayers on the subject and the perhaps sound but nevertheless casual observa- 
tions of lesser researchers. The necessity to economize in space probably in- 
fluenced Leffler to omit what may be the more important observations of some 
of the’ authorities he quotes. As a result, after finishing the reading of his 
discussion on the conditions affecting stock prices and theories of trading in 
the market, the reader finds himself more or less frustrated. This is almost 
sure to follow the treatment of a major subject in-a few short chapters. 

Leffler would have made a more satisfactory presentation if he had confined 
himself to the valuable technical and procedural information in The Stock 
Market, adding only Chapter 30 on Sources of Information and Security Rat- 
ing, and Chapter 32 on Stock Price Averages, concluding with a chapter on 
Problems Facing the Stock Market. 

Before leaving the chapter on problems, this reviewer feels compelled to 
touch on the subject of corporation memberships. Leffler says that one of the 
big controversies facing the Exchange involves that of permitting “corpora- 
tions to become members of the Exchange.” This does not accurately state the 
problem that has been at issue for some time. The real question is one of 
“permissive incorporation,” i.e., to permit members to incorporate if they so 
desire. Such a change does not in the least imply the admission of “outside 
corporations” to membership, a distinction perhaps not important to students 
reading a textbook but quite important to members of the New York Stock 
Exchange. 

A new description of the functions and operations of the stock exchange and 
the brokerage business has long been overdue and we of the financial com- 
‘munity are happy that Professor Leffler undertook the task. In the revised 
edition, a more careful. reading of the manuscript would eliminate certain 
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minor incorrect: uses of technical phrases. As one who has been involved in 
the training of employees in the brokerage and investment business, this writer 
is happy to recommend Leffler’s book as required reading for those interested 
in the stock market. l 
GEORGE WEISS 
New York, N.Y. 


E Public Finance | 
Public Finance: Principles and Problems. By M. Stave Kenpricx. (Boston: 
Houghton Mifin Co, 1951. Pp. xii, 708. $5.25.) 


- Professor Kendritk has written what i is; on the whole, a good introductory 
textbook. It proceeds from “sphere and relationships” to public expenditures, 
to public revenues, to fiscal policy, to an appendix on forest taxation which 
has no particular relation to the remainder of the volume. The volume is well 
‘ organized. It is well written. It differs from many of its competitors in the 
` field in the extent to which excellent historical backgrounds are laid for the 
discussion of important topics. See, for example, the sections sketching the 
development of state and local taxation (pp. 92-126), federal taxation (pp. 
127-63), the history and prospects of state and municipal debt (pp. 635-43), 
or the history of the federal debt (pp. 659-63). Unfortunately neither the 
difficulties under the Articles of Confederacy nor the problems of financing the 
Revolutionary War are mentioned. Nor does he rate the emergence of social 
security among the major historical developments in federal finance, though 
later these taxes are discussed (cf. The Taxation of Wages—Social Security 
Taxes, pp. 391-404). 

The author has tried with extreme care to state both sides of most contro- 
versial /issues.- See, as an illustration, his discussion of. the question, should 
public utilities be exempt from taxation (pp. 255-57). His readers will also 
discover that he believes there is more to the subject of’public revenues than . 
the personal income tax. Some may feel, by contrast, that he devotes far too 
much attention to the property tax in its various ramifications. In any case, 
state and local problems are singled out for attention. The section on the taxa- 
_ tion of railroads and public utilities is typical. It is well balanced. The main 
theoretical questions and the difficulties of valuation are considered. Common- | 
sense judgments, moreover, abound throughout the book. 

This is the only public finance text extant with pictures. This must be the 
publisher’s idea to increase sales appeal. Graphs, on the other hand, are not as 
numerous as they might have been. The discussion of sacrifice theories might 
be more meaningful to undergraduates if diagrams here had replaced the 
pictures employed elsewhere. The first table depicting the growth of federal, 
state and local expenditures since 1890 fails to show the expenditure peaks of 
World War I (years 1914 to 1923 are omitted). Nor.does the section on ` 
_ “relative importance of sources of revenue” of the federal government contain 
tables or graphs to clarify the discussion. The account of the growth of state, 
local and federal debts as well as the burden of each, could have been improved 
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with the use of both historical tables and consolidated EE E of statis- 
tical data. 

The- volume does not contain a bibliography or selected references to guide 
the student to the literature of the field. Many competing texts are mentioned 
_ in the opening section (pp. 3-9). The footnotes throughout the book cover a 
wide range of supporting and illustrative literature, as well as interesting facts 
and comments. See, for example, the note on Arden, Delaware, a single tax 
_ enclave (p. 233 n.): But the citations to significant literature, or original 
sources, could be greatly improved. Edgeworth, Hobson, Rignano, Seligman 
and others are not referred to at all. But some of those who were included 
could have been omitted altogether without slighting their claims to even 
honorable mention. 

The author accords practically no place whatever to the budget or the 
budgetary process in his scheme of public finance. The word is not even in the 
index, nor is the device mentioned -in the section on “The Problem of Con- 
‘trolling Public Expenditures,” except in a paragraph of eight lines where it is 
referred to as an accounting device: “. . . the view afforded by the budget is 
largely mechanical, a prospect of figures” (p. 76), Even the discussion of the 
process of determining maximum social advantages, following and citing 
Dalton, does not invoke the budgetary process. In the fiscal policy section 
there is little more than “Not many voices are raised in favor of a balanced 
budget in all years” (p. 678); or “surely the budget need not be balanced 
every twelve months” (p. 600). But without particular reference to the budget, 
the cyclical or counter-cyclical alternation of taxes, revenues and debts is 
discussed. 

Perhaps this is’ the place where the volume should be most carefully ap- 
praised. Kendrick said in his “A Word to the Reader” that “the basic problem 
_ in deciding what to put into this book was how to obtain a proper balance 
between the traditional approach and the new one” (p. viii). That new one 
regards “the operations of public expenditures, taxation, borrowing and pay- © 
ment of debt primarily (and sometimes wholly) from the point of view of 


their effects on the economy” (p. vii). This new approach was reserved espe-. ` 


cially for the section on Fiscal Policy, the concluding portion of the book. 
Cyclical or counter-cyclical questions and policies were not interwoven with 
_ other discussions throughout the text. Even in the final section, the chapter 
on “The Problem of Developing a System of State and Local Taxation” was 
mostly the “Model Plan” of the National Tax Association and was not related 
to cycle problems; nor was the chapter on coordinating taxes and revenues 
related to fiscal policy in the accepted sense in which that word is employed. 
These discussions could have appeared elsewhere with equal value. They were 
orthodox, old-line discussions of good quality. But Kendrick did distinguish 
the new from the old approach and made a good beginning in introducing fiscal 
policy to the student: 

It was somewhat difficult for the reviewer to understarid just where Ken- 
drick stood on who’ pays for wars—the present or future generations. Simi- 
larly, the burden of an internal debt was not clear (pp. 673-74). The-question 
seemed to be answered in terms of distributional effects with the conclusion 
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that “the very difficulties mentioned afford the derai evidence that ae 
economy is burdened by the debt” (p. 674). On the other hand, he was certain 
that “the full cost of a major war cannot be paid by taxation” (p. 663). Three 
reasons are given: (1) psychological, (2) Congressional time lag, and (3) 
“the impossibility of devising a legal definition of income . . . and of adminis- 
tering a tax thereon, so as to obtain the full yield theoretically possible” (p. 
664). But the pure economics of that question went unanswered. Perhaps it 
might be better in the long run to tax ourselves to-pay the cost of wars than 
to pay directly and indirectly the costs of the aftermath. 

Another question of economics relates to the proper measure of regression 
for the property tax. Kendrick says the property tax is regressive in operation 
(p. 175). He measures the regression in terms of income: “A poor man who: 
‘owns his home would probably pay a higher proportion of his income in real 
estate taxes than would a wealthy man” (Ibid). It is submitted that the only 
measure of regression or progression for a capital value tax is in terms of the 
market value of the thing taxed, not in terms of the ratio of the tax to the 
income of the owner, or to the ratio of the tax to the income produced by the 
property. Kendrick tries to avoid this difficulty by saying: “The explanation 
is that the value of the house, or even the estate, owned by a rich man is 
usually a smaller multiple of his income than is the value of the home owned 
by the poor man” (Ibid). Although this may be true, this is not evidence of 
regression. That evidence exists in many sales-ratio studies. The measure of 
regression for property taxes is relative to the market value of property. The 
measure of progression or regression for an income tax is the amount of in- 
come, not the wealth of the owner or the value of his estate. 

The chapter on “The Incidence and Other Effects of Taxation” is largely a 
summary and presumptive account of the incidence of particular taxes. It 
compares favorably with similar sections in other elementary texts. Few of 
them are to the taste of a rigorous economic theorist. In introducing the dis- 
cussion of the incidence of particular taxes, Kendrick says, ‘‘Little information 
is available on the shape of the supply curve of, or the demand curve for, taxed 
subjects” (p. 570). But when he discusses the shifting of sales taxes, he says: 
“And since a broad range of commodities is ordinarily included under such an 
impost, and thereby substitutions are in large part prevented, it is probable 
that the demand curves for the taxed products tend to be inelastic” (p. 577). 
The demand for practically everything the consumer buys—or the demand 
for the broad range of commodities covered by the state retail sales taxes— 
simply is not inelastic. The reviewer believes that the demand curves for most 
of the tangible property sold at retail are elastic within most limits.. The 
curves are not uniform and the availability of substitutes is not subject to 
ready generalization. Even if the demand curves are not inelastic, forward 
shifting may: take place; but the nature and slope of the demand curves for 
particular commodities will determine how much of the tax can be shifted. 
To assume that the curves are inelastic avoids many difficult problems of fact 
and of economics. Kendrick’s conclusion that these taxes are shifted forward 
is satisfactory. But the reviewer doubts if it is necessarily true that “any 
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. accompanying decline in sales implies a decrease also in the underlying capital 
employed” (fdid.). 

Kendrick also assumes an elastic demand for liquor and cigarettes (p. 578). 
Elsewhere, however, he cites Simons, who refers to tobacco as one of the com- 
modities “which poor people ought to do without and won’t” (p. 384). Most 
writers believe with Simons that the demand for tobacco and liquor, not to 
mention habit-forming drugs, is inelastic within any reasonable price range. 
They will not quarrel with Kendrick’s conclusion that such taxes generally 
raise prices to consumers. 

The nature of demand for tobacco products is also mentioned in connection 
with processing taxes (p. 579). The demand for cigars and smoking tobacco is 
there said to be “relatively elastic” (Zbid.). The implication as to cigarettes 
and chewing tobacco must have been otherwise, for processing taxes were 
found in the study under discussion to have been passed on to the users 
(1bid.). The conclusions were derived from a study of “the margins of proc- ' 
essors and distributors before, during and after the period of the tax” (/did.). 
Is this a satisfactory method of measuring incidence? Kendrick was, however, 
only reporting on an attempt inductively to verify the incidence of the process- 
ing taxes. Earlier (on p. 570) he had informed the reader, “Few factual in- 
vestigations of incidence have been made, and most of these are inconclu- 
sive!” So were those on the processing tax. 

Let me remind the reader—it is far easier to review a book than to write 
one; and, this is a good book! Those who may not want to use Kendrick for a 
text will undoubtedly find it very useful for collateral assignments. 

SIMEON E. LELAND 

Northwestern University’ 


The Economics of Public Finance. By PaL E. TAYLOR. (New York: Mac- 
millan. 1948. Pp. xxii, 617. $4.50.) 


This text is lucidly written, despite the emphasis on rigorous economic 
analysis and the minimum of descriptive detail. The problem approach, the 
refreshing frankness in stating his value judgments and the author’s policy 
conclusions should stimulate the students’ interest and challenge their intel- 
lectual curiosity. It is a book written for the student, rather than to impress 
other economists. It is probable that many economists, particularly those of a 
strongly conservative bent, will find much to oppose in the treatise. 

In its organization the text is somewhat unusual in that fiscal administra- 
tion (mostly budgeting) is treated at the beginning. It is followed by the 
subjects of government spending (four chapters) and public debt (three chap- 
ters). Fifteen of the 25 chapters are on public revenues. Over half of the space 
(317 pages) is devoted to taxation. Unlike the weak treatment of the subject 
so commonly found, this book contains two strong chapters on tax incidence 
and other effects. 

Fiscal policy and economic effects of financial practices are emphasized 
throughout the volume. The idea that government finance can be “neutral” 
is a myth. Taxes and government spending have their impact on prices, produc- 
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tion, distribution of income, level of employment and other economic facts. 

` The ultimate: goal of the. study of public’ finance, according to Professor — 
Taylor, is to develop proper fiscal policy for all levels of government. To deter- 
mine what should be done in this area involves analysis of the effects of exist- . 
‘Ing and proposed fiscal activities. . 
_ Only a very few of the numerous policy conclusions and proposals can be ` 

mentioned here. In a stimulating chapter on the allocation of tax burdens, the 
logical foundations are laid-upon which the tax system should be built. The 
student is warned to bear constantly in mind the fundamentals that (1) all 
‘taxes are eventually paid out of income, and ultimately out of the income of 
individuals, and (2) ‘many taxes are shifted so that their burden finally rests — 
on persons other than those paying the money to the public treasury. 

The principles of benefit and cost are summarily rejected: and the ability 
- principle is found to constitute the only logical basis for the proper distribu- 
_ tion of tax burdens for revenue purposes. The principle of fairness among 
_ contributors is found in comparative ability to pay, measured by subjective 
sacrifice. It is concluded that if the ideal is equality of sacrifice by taxation, 
the principle of diminishing marginal utility of income “demonstrates” that 
such equality can be attained only through progressive taxation. Thus, ability 
to pay taxes progresses more rapidly than income. The ability: principle must 
_ bethe first pillar of a sensible tax system. 

But a second pillar is also required. This is the relation of the tax system to 
the desired level of income and employment. Here the primary consideration is 
flexibility—the tax system must adjust promptly to different conditions and 
in a desirable manner. It is recognized that the two required pillars‘ of the tax 
structure may not always work in harmony. The dilemma may have to be 
solved by letting the question of fairness give way when inflationary pressure 
is dominant, or when tax reduction for high incomes is essential as incentive 
to investment in dull business periods. 

Since the personal net income tax.is the one which can be most closely 
related to tax-paying ability, Professor Taylor gives major consideration to 
income taxation. He holds that the first step in proper income tax integration 
is the elimination of the corporation Income tax and much greater reliance on 
personal income taxation. He would solve the problem of ‘undistributed 
corporate income by treating the whole income received through the corpora- ` 
tion the same as that received through a partnership or individual enterprise. 
Corporations would be required to notify their stockholders at the end of the 
tax year-of the amount of earnings on their respective holdings which was not 
distributed. Similar reports would be submitted to the Treasury and used in 
checking the stockholders’ personal income tax returns. The author happily 
notes that such a plan “would operate equitably in all individual cases” and, 
furthermore, “the difficulties of the plan are not great.” Any problems of 
constitutionality and collecting the tax from stockholders not receiving divi- 
dends are not mentioned. It is recognized that there could be some loss of 
revenue by dispensing with the. corporation tax but this could be retrieved 
easily by proper adjustments in the personal i income tax. 

In the chapter: on business taxes, it is concluded that the elaborate case for 
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_ business taxation as a major revenue source is at best a shoddy one. The bene- 
fit principle as a justification of business taxes is vigorously attacked. Like- 
wise, the lack of logic i in attempts to support special taxes on business by the 
ability principle i is mercilessly exposed. 

This text is one of the earliest ones in public finance to be an ardent expon- 
ent of compensatory fiscal policy. -It is held that counter-cycle taxation and 
counter-cycle government spending should be integral parts of a single pro- 
gram. On the taxation side, the compensatory adjustments should be achieved 
through the personal income tax. Sales and commodity taxes are inflationary 
in boom periods, instead of having a compensatory effect. By increasing the cost 
of living they tend to bring about higher wages and thus encourage a more 
rapid upward movement in prices. Because of this, as well as their lack of 
fairness, the. personal income tax is strongly preferred to consumption taxes 
as the proper fiscal instrument to combat inflation. 

Whether or not one agrees with his conclusions, it must be admitted that 
here is a book that leaves no doubt of the author’s position—and his reasons . 
for holding it. 

DENZEL C. CLINE 

Michigan State College 


International Economics 


The Balance of Payments. By J. E. Mzave. (London and New York: Oxford 
University Press, 1951. Pp. xi, 432. $6.50.) 


This book is Volume I of a series “The Theory of International Economic 
Policy” issued under the auspices of the Royal Institute of International Af- 
fairs. The second volume promised by Professor Meade will continue in the 
realm of international economic policy. A possible third volume may com- 
plete the structure with a discussion of “The Theory of Domestic Economic 
Policy”; but this part of the work is still, in Professor Meade’s words, in “the 
stage of vague aspiration.” 

After a glossary i in Part I of the various terms used, the argument proceeds 
in the remaining five parts to the income and price effects of “spontaneous” 
disturbances in the neutral economy (Part II); income effects with an ac- 
tive fiscal and monetary policy (Part ITI); price changes and price effects as 
instruments of policy (Part IV); the adjustment mechanism under direct 
controls (Part V); and, finally, the payments mechanism with more than two 
countries (Part VI). 

Professor Meade makes the casa distinction between the Balance of Pay- 
ments on Income Account and the Balance of Payments proper; but he calls 
the first the “Balance of Trade” (i.e., the “Balance of Visible Trade” plus the 
“Balance of Invisible Trade”), and he calls the second the “Balance of Trade 
and Transfers.” He has further refinements to make before offering his defi- 
nition of a balance-of-payments deficit. 

Receipts, including visible and invisible exports, gifts, and capital items, 
‘may be divided into autonomous and accommodating receipts; payments, 
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similarly, may be divided into autonomous and accommodating payments. 
Autonomous transactions are made for motives of profit, generosity, interest 
‘Income, or some other motive with no conscious connection with the balance 
of payments. Accommodating transactions, on the contrary, are made with 
their effect on the balance of payments clearly in view. They may be identified - 
with the older term “balancing transactions” provided certain visible and in- 
visible exports and imports are included as well as the traditional capital 
items. Professor Meade reserves the term “Balance of Payments” for the net 
balance of autonomous trade and transfer items. Against the deficit or surplus 
in the balance of payments so defined is a corresponding surplus or deficit in 
the “Balance of Foreign Accommodation,” with the “Balance of Autonomous 
and Accommodating Transactions” necessarily in balance at all times. 
. Moreover the “actual” balance-of-payments deficit (or surplus) may not 
reflect the true balance-of-payments position even with these refinements. 
Professor Meade defines the balance-of-payments deficit not (necessarily) as 
the “actual” deficit but the “potential” deficit; that is, “the amount of ac- 
commodating finance which it would have been necessary to provide in any 
period in order to avoid any..depreciation in the exchange rate without the 
employment of exchange controls, import restrictions, or other governmental 
measures specially devised to restrict the demand for foreign currencies.” 
The remainder of the book is concerned with various “spontaneous,” 
“policy,” and “induced” changes which tend to upset or to bring about 
balance-of-payments equilibrium. In the “neutral economy,” there are no 
“policy” changes brought about by the policy decisions of the State. We are 
left with spontaneous changes which are the data of the analysis, and the in- 
duced changes. which are the commercial repercussions of the spontaneous 
changes. The five main assumptions for the neutral economy are: (1) con- 
stant fiscal policy; (2) constant monetary policy; (3) constant money wage 
rates; (4) constant rate of exchange; and (5) constant-commercial policy. 
Under these assumed conditions Professor Meade traces the income and price’ 
effects of various spontaneous changes in one of two open economies. 
- The income effects of a spontaneous rise in domestic expenditure in country 
A are: (1) a rise in A’s national income by something less than would have 
been the case in a closed economy; (2) a rise in B’s national income owing to 
A’s increased demand for B’s exports; and (3) a movement of the balance. 
of trade against A. The effect on the balance of payments is obscured by the 
uncertainty of changes in the capital items, but in general Professor Meade 
concludes that the balance of payments will move in the same direction as 
-the balance of trade unless induced capital movements into A are especially 
large. A further qualification to the analysis is made for inferior goods; but, 
- owing to its unimportance, this case is ignored for the rest of the analysis. 
The price effects of A’s increased expenditure involve an analysis of rela- 
tive price changes under varying assumptions regarding the elasticities of 
demand for imports in A and B, respectively. Here the condition, that the 
critical neutral value is where the sum of the two elasticities is unity, is dem- 
onstrated in detail by a useful arithmetic table. Income effects induced by 
price changes and the importance of supply elasticities are introduced-in the 
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paradoxical case where, with very low elasticities the induced income effects 
in B may be sufficiently deflationary to transform a boom in A into a slump 
in B. The importance of supply elasticities is again introduced in Professor 
Meade’s analysis of the substitutability of relatively cheaper goods through 
shifts in production rather than in direct substitutability in consumption. He 
concludes that, “in the absence of rigid trade barriers (quotas) and allowing 
time for adjustments, we can assume that normally the elasticities of de- 
mand in foreign trade are reasonably high.” 

“Policy” increases in expenditure have income and price effects similar 
to those caused by the spontaneous increases discussed in Part II. Professor 
Meade’s “policy” chapters deal, therefore, with problems peculiar to policies 
designed to achieve internal and external balance in the face of certain as- 
sumed disturbances to equilibrium. A country aiming at internal balance will 
offset the secondary effects on employment of primary changes in demand 
whether these changes are spontaneous or induced by a policy change, and 
whether they are initiated at home or abroad. A country aiming at external 
balance will similarly offset secondary effects on the balance of payments of 
any changes in demand however and wherever the changes are initiated. The 
two objectives may be aimed at simultaneously; but, of course, there may 
be conflicts of policy that make simultaneous attainment of the two in either 
or both countries a very difficult matter. Professor Meade’s analysis of finan- 
cial (ż.e., fiscal and monetary) policy enables him to examine some typical 
conflicts in detail. 

The analysis in both Parts I and II is supplemented by a non-algebraic 
appendix on various international-trade multipliers using arithmetic and dia- 
grammatic exposition only. 

Part IV on price adjustments under policies of internal and external bal- 
ance includes a discussion of that most important. price, the foreign-exchange 
rate. The mechanism of adjustment under the gold standard, and variable ex- 
changes (either free, or officially pegged subject to revision) is analysed 
through the use of the apparatus developed in earlier chapters. In addition 
to its main theme, Part IV contains informative discussion, in terms of the 
previous analysis, of speculation, foreign-trade and home-trade goods, inter- 
regional adjustments, and the mobility of capital. 
- In Part V, Professor Meade classifies direct controls as financial, #.e., mone- 
tary and fiscal controls, and commercial, #.e., quantitative regulations and 
state-trading devices for affecting the flow of exports and imports. Exchange 
control, multiple exchange rates, and taxes and subsidies, fall readily under 
monetary and fiscal controls. But he finds that fiscal controls through taxes 
and subsidies on balance-of-payments items are likely to degenerate into 
multiple-rate exchange control unless the taxes and subsidies are confined to 
visible-trade items. 

In discussing commercial controls, Professor Meade reintroduces his pro- 
posal of some years back that import licences should be auctioned off to the 
highest bidders. In this way market forces like those in a system free of 
arbitrary quantitative controls would preserve some flexibility and make easier 
a later return to a free price system. A similar degree of flexibility can be ob- 
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. tained, he thinks, through state-trading monopolies charging what the traffic 
will bear for restricted imports; but here we must -be approaching the point. 
of no return so far as the restoration of free-market trading is concerned. 
The main excuse for the-control of international capital transactions is of 
course the phenomenon of capital flight. Professor Meade suggests three meth- 
ods of control: (1) the gold-standard mechanism; (2) exchange control; 
(3) offsetting through operations in the exchange market. The first is rejected 
because unnecessarily drastic, especially for temporary movements; the sec- 
ond, because it means the regulation of all payments and an unnecessarily | 
complex administrative apparatus; the third is accepted in principle, especially 
if deficit and surplus countries cooperate in the offsetting operations. This is 


` really the method of freely moving exchanges subject to counter-speculation 


by the monetary authorities at certain critical points. Aside from increased 
flexibility (widening the points or allowing them to drift lower or higher in 
response to long-run forces), this is essentially the mechanism of the gold 
. standard, under which, of course, the critical support points become the “gold 
points.” l 

Professor Meade also considers control of capital movements accompanied 
by freedom of current transactions. He concludes. that the two are com- 
patible provided the exchange authorities adopt some arbitrary definition .of 
what constitutes a current transaction, and provided they are given the power 
to supervise all foreign payments. 
. Professor Meade’s position on freedom vs. control is clear enough through- 
out the’ book. In summing up on controls, he makes his position even clearer 
- by introducing the effect of controls not only on the balance of payments (the 
main concern of the present volumie) but upon total (world) real income and 
_ the distribution of this real income among the various countries. Some in- 
‘tervention may be required to supplement competitive forces in achieving 
maximum world real income. The position reached, with these interventions, is 
defined as the “modified free-trade position. ” Any departure from this posi- 
tion (in order to affect the distribution of income by countries or to put the 
balance of payments- in equilibrium) is to be avoided. l 

In general, he concludes that balance-of-payments adjustment should be - 
achieved by the price mechanism (variable exchange rates, flexible wage rates) 
without moving from the modified free-trade position; and that any desirable 
alteration in the distribution of world income should be brought about by 
the “direct subsidization of the authorities (and so indirectly the residents) in 
the poorer country by the authorities (and so indirectly the ee of the 
richer country.” 

For the many-country world of Part VI, discrimination as a means to 


. . balance-of-payments equilibrium is evaluated as difficult to achieve and neces- 


sarily arbitrary but, on the whole, perhaps preferable to non-discrimination, 
provided direct controls are selected as the means to external balance. Pro- 
fessor Meade is clearly against that prior selection of controls as such. He 
wants: first, “financial policies for internal balance,” to guard against do- 
mestic inflations and deflations; second, an international system of free ex-' 
changes or adjustable pegs, to a against overvaluation of A S 
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exchange rates; and, third, protection, if any, in forms, such as ad valorem 
import duties, that allow the adjustment of trade to price changes. All this, 
in the absence of statistical evidence regarding price and income elasticities, 
is still a statement of faith. But it is a faith which the reviewer believes to 
be more strongly grounded than one might suppose from reading the schol- 
_ arly journals alone. 

In this book, Professor Meade has, by closely reasoned argument, done much 
indirectly to support the free-trade view; but his main conclusions on policy 
alternatives will be valuable to students and policy makers alike, whatever _ 
their position itn the great debate on freedom vs. control. They may find it 
advisable to attempt short stretches at a time; for even a deliberate reduc- 
tion of hypotheses to “likely” situations means ringing the changes on a | 
disconcerting number of parameters as Professor Meade proceeds with his 
argument. As a storehouse of analytical and policy techniques, the book is 
` a valuable addition to the literature of international trade, comparable in 
scope and spirit (though not in its emphasis) with Professor Viner’s Studies 
in the Theory of International Trade. The book’s projected counterpart on 
commercial policy should be awaited with great interest by all who are con- 
cerned with international economic analysis and policy. . 

. DonaALD B. Marsu 

M cGill University . 


Cyclical Movements in the Balance of Payments.. By Tse Cuun CHANG. 
(London and New York: Cambridge University Press. Pp. x, 224. $3.75.) 


_ This volume is mainly a revised and enlarged collection of articles by the 
author that have appeared in various journals. To quote from the preface: 

“This study presents the results of a statistical survey of the balance-of-pay- 
ments data of different types of country in the period 1924-38. Its purpose is 
to show the pattern of cyclical behavior particular to each type of country; 
and to suggest, in the light of the Keynesian theory of employment, a possible © 
_ explanation for the general nature of the equilibrating process in the balance 
of payments.” An introductory chapter deals with various approaches, classi- 
cal and modern, to the theory of the mechanism of adjustment. The following 
chapters in Part I are then devoted to statistical estimates and comparisons 
of average and marginal propensities to import and price elasticities of demand 
for exports and imports in a number of countries. After this preliminary 
survey, a more intensive study is made, in Parts II and IL, of -the cyclical 
balance-of-payments pattern of certain supposedly representative countries. 
The classification used is: (1) the highly industrialized and self-sufficient 
type, (United States) (2) the highly industrialized and deficient type (United 
Kingdom), (3) the less industrialized type (Sweden), (4) the purely agricul- 
tural type (Australia), and (5) the mining type (Chile). As might be expected 
on the basis of a priori reasoning, the investigation shows that the constituent 
items of the balance of payments tend to show different cyclical sensitivity and 
the predominant factors determining the cyclical patterns differ from 
country to country. Nevertheless, the business cycle is a world-wide phenome- 
non, primarily because the national incomes of different countries are linked 
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together by the operation of the foreign-trade multiplier. When long-term . 
capital movements are included in the analysis, the author finds that they 
tended in general to offset fluctuations in the balance on income account 
during the inter-war period. He defines such a situation as a dynamic equili- 
brium. Where temporary disequilibria arose, short-term capital movements 
or changes in international reserves usually closed the gap. If reserves were 
-insufficient or, as in underdeveloped countries, a short money market did not 
exist that could attract foreign capital, exchange rates could not be main- 
. tained in the face of a sustained drain on a country’s resources. 

The volume undoubtedly contains a wealth of useful information. The 
author has set himself the arduous task of grinding out estimates of several 
hundred structural parameters of one kind or another. Unfortunately, a cer- 
tain amount of scepticism is justified, in this reviewer’s opinion, concerning — 
the validity of some of the results. Without much preliminary discussion 
either of the statistical or economic problems involved, Dr. Chang embarks 
upon the process of estimation. As a consequence, he leaves the reader in 
some doubt as to the appropriateness of his estimation methods. In particular, 
it is by no means clear to what extent his findings make predictions permis- 
= sable. In a recent and highly illuminating article, Guy H. Orcutt has pointed 
to several of‘ the difficulties and pitfalls in attempting to measure price elasti- 
cities in international trade. Many of his observations seem to apply directly 
to the present study whether it deals with income or price elasticities. While 
- the interested reader should consult Orcutt’s paper, a mere listing of some of 
the points made by him and other students of this subject may suffice as a 
caution against an uncritical acceptance of Chang’s findings: | 

a. In cases where both demand and supply schedules shift during the 
period of investigation, curve fitting may not yield the true relationship be- 
tween quantity demanded and price. The relative magnitudes of these shifts are _ 
important and, furthermore, account should be taken of the fact that they are 
often interdependent. 

b. Most of Chang’s statistics are annual figures. As a consequence the 
number of observations is quite small. To make matters worse, there is good 
reason to believe that the annual data are not independent observation. Hence 
the problem of autocorrelation raises its head. 

c. Errors of observation will, of course, reduce the accuracy of the esti- 
mates. As Orcutt points out, errors of observation limited to either the price 
variable or the income variable, or a combination of the two, would bias both 
income and price elasticities towards Zero. 

d. While the points made so far have been of a statistical nature, this 
reviewer could also have wished for a more penetrating economic interpreta- 
tion of his methods and results. In the case of price elasticities, alternative 
formulations are possible (quantity reaction with or without adjustments in 
the prices of competitive goods, relative share of total supply in the domestic 
. market, etc.). A discussion of the relative merits of these criteria would have 


*G. H. Orcutt, “Measurement of Price Elasticities in dnlemmational Trade,” Rev. Econ: 
and Stat, Vol. 32, No. 2’ (1950), p pp. 117-32. 
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been desirable. Perhaps more important, the whale subject of relative magni- 
tudes of short-run and long-run elasticities could have been explored more 
fully; this also applies to the relationship between elasticities in the case of 
small versus substantial price changes. Finally, the question of retaliatory 
measures, which was of major importance in the ’thirties, could have been — 
faced more squarely. 

While Dr. Chang’s study for the reasons indicated must be taken cum 
grano salis, the attempt to increase our knowledge in this important area is, 
nevertheless, a laudable one. While model building serves an essential pre- 
liminary function, real progress cannot be made in the field of policy making 
unless we have a more precise notion of the magnitudes of the various para- 
meters involved. In spite of its various shortcomings, the present volume does 
merit serious attention because of the attempt to tackle the problem of sta- 
tistical estimation of parameters relating to international economics, 

SVEND LAURSEN 

Brandeis University 


The Combined Boards of the Second World War: An pein in Inter- 
— national Administration. By S. MCKEE Rosen. (New York: Columbia, - 
University Press, 1951. Pp. 288. $4.00.) - 


Mr. Rosen has provided a useful service in- putting together from original 
documents and from interviews a critical history of the civilian Combined 
Boards, which were established by the American and British governments to 
facilitate international economic mobilization during World War II. There - 
- were four such boards: for raw v materials, shipping, production and resources, 
and food. 

War, paradoxically, creates a favorable environment for international co- 
operation. Nations engaged in a common struggle for survival are disposed to 
_ subordinate purely national interests in a way which is rare in peacetime. Des- - 
pite this favorable environment, the effort to formalize joint economic plan- 
ning through the combined Boards w was only partially successful. The Shipping 
Board ceased to play a rôle of any importance after the Spring of 1943. The 
Production and Resources Board started out with the grandiose objective to 
“combine the production programs of the United States, the United Kingdom, 
„and Canada, into a single integrated program ... ,” an objective which was 
impossible from the beginning. The Raw Materials and Food Boards were 
somewhat more-successful, though here also achievement fell short of original 
hopes. 

This is not to suggest that the Boards’ record was entirely one of failure. 
~ Many joint programs were devised—to increase production, to allocate avail- | 
able supplies, to meet emergency situations—which could have come about - 
only with difficulty in the absence of some sort of combined-board machinery. 
In particular, the Boards provided a conference table at which representatives 
of the supply agencies of both countries could come together to work out their 
common problems, 

Nevertheless, the Boards did not accomplish all that was hoped of them, and 
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the British and American agencies frequently ignored the Boards and dealt 
~ directly with each other. Mr. Rosen makes clear the reasons for these dif- 
ficulties. The authority of the Boards was not established clearly at the begin- 
ning. In the early stages of the war; national planning and organization, parti- 
‘cularly in the United States, had not proceeded far enough to permit the sort 
of combined programming envisaged. Various national agencies were jealous 
of the Boards’ authority and fought encroachments on their own irae 
ty. ” ‘The American military services were clearly hostile. 

' Probably the most serious difficulty lay in the nature of the economic rela- 
"tionship between Britain and America. The Boards were created on the assump- 
tion that the two countries were equal partners. But economic strength was ob- . 
viously unequal, and the flow of food, supplies, and.shipping was primarily in 
one direction. Many American officials objected to the fact that the Boards 
seemed to give the British an equal. voice in allocating American supplies. In | 
general, the Boards ran into trouble whenever they tried to impose on the 
American supply agencies allocations which determined how much the United 
” States should ship to the United Kingdom. The Boards had clearer sailing 
when they were dealing with supplies from other countries. | 

The Combined Boards were an ‘experiment in international cooperation 
‘under the stress of war. As Mr. Rosen points out in his concluding chapter, 
we can learn much from both their successes and their failures in the con- 
““‘tinuing struggle for peace and security. | 

On the whole, this is an excellent book—well documented, clearly written, 
with a minimum of factual errors, and with satisfactory objectivity. A minor 
‘blemish is the large number of typographical errors. : 

R. A. GORDON 

University of California, Berkeley i» A | 


| ‘The Pattern of Imperialism—A Study in the Theories rr Pinè By E. M. 
i WInsLow. (New York: Columbia University Press. 1948. Pp. xii, 278. 
$3.75.) 

The fashion for interpreting virtually everything in terms of economic. 
causes, which found favor with so many historians, publicists, and even some 
: economists in the period following the first World War, seems in recent years 
to have gone out of style. Dr. Winslow in this book has essayed to drive 
another nail into the coffin of the economic and capitalistic theories of ex- 
pansionism and war. His central theme is that “modern imperialism is not 
economic or capitalistic in origin, but represents such an old and powerful 
behavior pattern that it is able to ponga any economic system, capitalist 
or collectivist.” 

Dr. Winslow devotes.the greater part of his book to a review and analysis 
of the theories of international conflict, from Plato, Machiavelli, and Hobbes 

to ‘Hobson, Hilferding, Lenin, and Schumpeter. In this survey, which is re- 
warding even though occasionally Jacking in sharpness and clarity, Dr. Win- 
slow demonstrates that. the economic interpretation of war is not a Marxist 
- Invention, but may be traced back to Machiavelli, Hobbes, and others. He 
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shows how Hobson’s over-investment under-consumption theory of economic: 
crises gave rise to his view of imperialism as an effort by the “controllers of 
industry” to find foreign outlets for the goods and capital which they could. 
not dispose of at home. The interesting point emerges that Hobson had begun ~ 
to entertain misgivings about his earlier heavy emphasis on economic motives 
even as his earlier views were reaching the peak of their popularity. l 

The Marzist theories of imperialism, of which there are several, are not 
attributable to Marx himself, but to his disciples; Marx looked upon colonial- 
ism as a pre-capitalist phenomenon, and abstracted from foreign trade in his’ 
central analysis. His followers agreed only on the proposition that capitalism 
was to blame. The period of Marzist controversy appears to have come to a 
close with the promulgation by Lenin of the new Marxist orthodoxy. 

Before rejecting both the economic and the capitalistic theories of im- 
perialism, Dr. Winslow assumes for the sake of argument that the Marxists 
are right in holding that developed capitalism has a strong predilection for 
imperialist adventure, and asks whether on this assumption the only remedy 
for international conflict is the overthrow of capitalism by socialism. He’ 
finds, on the contrary, that the ills of capitalism, which are alleged to generate 
aggressive conduct, are curable within the framework of the capitalist system. 
The major disease, according to Dr. Winslow, is ‘the “boom or bust” phenome- 
non, and the cure is “social control of the monetary system.” At this point 
Dr, Winslow’s touch falters. ‘Social control of the monetary system” turns 
— out, in a footnote, to be 100 per cent money. Since many economists would, to 
put it mildly, regard this proposition with considerable skepticism, one would: 
have expected Dr. Winslow to argue the case in analytical terms. This he 
fails to do. 

Keynes, incidentally, comes in for harsh treatment from Dr. Winslow, 
whose views he appears not to have digested carefully. He misquotes Keynes, in 
attributing to him, the view that “of all the causes of war the economic 
. causes are the greatest;” what Keynes said was that the economic causes of 
war “probably played a predominant part in the nineteenth century, and 
might again.” Dr. Winslow chides Keynes for having failed to stress “the 
necessary conflict between investment and the sort of resistance to investment 
that is associated with monopoly and sticky costs and prices”—a point the 
validity of which in the simple form stated is not apparent to this reviewer. 

The grounds on which Dr. Winslow rejects the economic and capitalistic 
theories of imperialism are never quite clear. He does argue that “economic” 
activity really means “productive” activity, and on the basis of this definition 
he holds that “the desire of a nation to obtain such concrete. things as oil 
fields or iron mines cannot be regarded’ as an economic motive, and war to 
obtain such specific objects-cannot be regarded as based on economic causes.” 
Though Dr. Winslow can hardly be assumed to have regarded the central 
problem of his book as a matter of logomachy, one is at a loss to find in Dr. 
Winslow’s book another developed argument to support his rejection of the 
economic interpretation. 

` Dr. Winslow takes his position with Schumpeter in regarding imperialism 


{ 
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as “an atavistic e ancient in inception, decadent and self-conscious in an 
age of rationalism, yet still powerful enough to lord it over its rival, the up- 
start capitalism.” But since the essence of the problem is the -quest for power 
as an end in itself, and since “there is no solution to the power problem in 
terms of power itself,” Dr. Winslow rejects the solution of world government. . 
He offers in its place the policy of non-violent resistance, “an alternative 
which invites instead of repels reconciliation, which aims to cleanse sover- 
eignty and nationalism of their power complex and democracy of its hypo- 


- critical reliance on armaments, and which replaces the weapon of violence with 


non-violence in its approach to the problem of creating a peaceful world 
system.” 

Thus, Dr. Winslow’s program for the salvation of modern society consists 
of 100 per cent money and Gandhism. He does not, however, provide a founda- 
tion in economic and political analysis sturdy enough to support a program of 
such novelty and daring. l 
- KERMIT GORDON 


A 


| Wiliams College 


‘Business Administration A 


- The Fund Theory of Accounting and Its Implications for Financial Reports.. 


_ By Wiruiam J. Vatrer. (Chicago: ene of Chicago Press. second 
impression. 1951. Pp. v, 123. $1.75.) i 


‘Here isa study of substantial merit which will be of interest. both to econom- — 
ists and accountants. The purpose of the monograph is to develop a theore- - 
tical framework to indicate the underlying logic of modern accounting. The 
author considers both of the prevalent theories, the “proprietary” and the 
“entity” theories, as inadequate primarily -because they personalize the unit 
for which accounts are kept. “For the proprietary theorist the proprietor is 
the person to whom and for whom reports are made, and the concepts of net 
worth and profit are personal ideas. .. (the entity theory, on the other hand) 
shows clearly the tendency to carry over into a new situation (the modern 


- business corporation) the personality of the proprietor—to substitute for the: 


proprietor the entity itself.” This personalization, the author asserts, is not | 


‘ conducive to the type of objectivity toward which all quantitative analysis is 


aimed. Although he does not state this explicitly, it seems evident.that Vatter 
is attempting to formulate a theory applicable to an economy in which pri- 
vately owned concerns, operated for the profit of the owners, are no longer 
predominant but exist ‘along with concerns in. which the ownership element 


_is of no special consequence. 


In order to attain the objectivity he stresses, Vatter E A as a central- 
idea the concept of a “fund” which is an area a operations, 2 center of in- 
terest, or a center of attention. More than one of these funds may be employed 
as an accounting unit in any given case; indeed, the entire discussion urges - 
the use of several “funds statements” to replace the conventional, general- 
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purpose bakaa sheet and income statement. Thus, in an illustrative example, 
he presents six sets of statements for a given corporation, namely a cash and 
banks fund, a general operating fund, an investment fund, a sinking fund— 
current, a sinking fund—investments, and a. capital fund. For each fund, he 
presents a balance sheet and a statement of operations. The fund balance 
sheet resembles closely conventionally prepared balance sheets, at least in 


form. The statement of fund operations is, however, different both in form_ 


and ‘content from statements of operations prepared at the present time, re- 
porting and summarizing all financial events of the accounting period. In- 
cluded are (1) revenues and expenses, as ordinarily defined, (2) financing 
transactions (classified cash receipts and disbursements, issue and retirement 
of securities, whether for cash or other consideration, donations or retirements 
of fixed assets, etc.), and (3) effects of market forces, such as inventory ap- 
preciation or declination. 

Evidence of Vatter’s disinclination to relate his theory to any specific set 
of institutions is found in two of his central notions. First, he rejects the con- 
cept and measurement of income as essential ingredients of accounting. In- 
come, he points out, is a personal concept, and must be related to an economic 
subject; as a consequence, data on income included in his statements are in- 
cidental by-products of a more comprehensive report on all the operations of 
the various funds. No net profit figure appears in his reports, although one 


can be calculated from the data presented. Second, he employs a loose defini- - 


tion of “equities” (i.e., of liabilities and proprietary accounts), identifying 
them merely as “restrictions” upon the assets of a fund. In this connection, 
Vatter, along with the entity theory he rejects, insists that there is no real 
distinction between bonds payable (a debt) and preferred or common stocks 
(proprietary items), despite an unbroken line of decisions, both by the U.S. 
Supreme Court and the Securities and Exchange Commission, holding that 
the interests of creditors and of owners are adverse, and not co-ordinate. 
Vatter’s “restriction” may of course be legal, but it may also be equitable, 
economic, or merely based upon managerial considerations. Here Vatter may 
have overreached himself; in an attempt to free the concept of equities from 
legal or other institutional considerations, he has unwittingly supplied a 
rationale for the extensive use of nondescript and manipulative “reserves” 
under the sanction of “managerial considerations.” 

Since valuation is not exclusively an accounting matter, Vatter wisely 
omits any systematic treatment of this subject from his formal theory. His 
criticisms of extant accounting theory are penetrating, his analysis of the 
nature of assets first-rate. He writes well and with a considerable degree of 
sophistication. Vatter has made a real contribution to the growing body of 
literature which links economics and accounting more closely together. 

Maurice Moonirz 

University of California, Berkeley 
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Industrial Organization; Public Regulation of Business — 


Monopoly and Free Enterprise. By Georce W. Stocxine and Myron W. ~ 
WATKINS. (New York: Twentieth Century Fund. 1951. Pp. xv, 596. 
$4.00.) 

The politeness of reviewers, as of kings, is to be prompt and I am embar- 
rassed to observe that the present volume has been published, as I write, for 
nearly a year. Moreover, this is a substantial work of scholarship where the 
- lines of obligation run from reader to author rather than the reverse. My sin- 

cere apologies to Messrs. Stocking and Watkins who, with this volume, com- 

plete their trilogy on monopoly and cartels at home and abroad. l 

Like the preceding volumes this one achieves a high standard of work- 
manship. I have heard it urged in criticism that these volumes rely on sec- 
ondary (meaning already published) materials, The assertion is doubtless ac- 
curate but I doubt that the criticism is valid. The published material which 
Messrs. Stocking and Watkins exploit is dispersed in court records, hearings 
and other Congressional documents and individual industry studies of in- 
ordinate bulk. The authors have been meticulous in their winnowing of this 
‘material and skillful in its presentation. Much of it would have been wasted 
without their intervention. 

The present volume, designed to be more catholic and philosophical than 
its predecessors, begins with some reflections on economic organization, traces 
the rise of the large corporation and then proceeds to an interpretation of 
-trends toward concentration, the evolution of theory in the market of small 

numbers, a survey of price leadership, the basing point system, trade associa- 


: | tions aad other measures for facilitating the exercise of monopoly power and, 


finally, to a survey of past and future issues in public policy. 

To say that the authors bring a pronounced point of view to. their task 
would be an understatement. They deeply. suspect great size both-on grounds 
of market motives and efficiency; they believe. that business “will not long _ 
remain competitive, if left to its own devices.” They think a good deal can be 
done.(a great deal more than has been done) by vigorous enforcement of the 
antitrust laws. And they marshal an impressive body of evidence to support 
their case. (On any given aspect of corporate or competitive skullduggery, 
the authors show something close to genius in their ability to find a quotation 
from some businessman in which he blandly indicts himself and his industry.) 
This is not the place. to open an argument on an old and large topic; while 
there are many points, of kind as well-as emphasis, on which I disagree with 
the authors, it is-sufficient for present purposes to say that their conclusions 
nowhere derive from sloppy, meretricious, or evasive thinking. 

As with other publications of the Twentieth Century Fund, this one con- 
_ cludes witha proclamation on policy by an ad koc committee of distinguished 
citizens. This committee, under the chairmanship of James M. Landis, cau- 
tiously reinforces the main contentions of the authors and offers a program 


1 The earlier volumes i in this survey of international cartels and domestic monopoly are 
Cartels in Action (1946) and ore or ie sitio (1948). 
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for tightening the antitrust laws, eliminating the exemptions and—the- most 
interesting proposal—making corporations show cause as to why they should 
have more than a given share of their market. 


While the foregoing recommendations are less bromidic than most commit- ` 


tee exercises, the Twentieth Century Fund should reconsider this practice of 
supplementing its authors with a panel of wise men whose task is to say what 
is right`and what should be done. The theory, I assume, is that anything upon 


which seven great men are agreed can surely be accepted by the humble and ` 


uncritical masses as pure gold. I doubt if this is so. The common ground on 
which men find agreement is far more often aan than truth. 
J. K. GALBRAITH 
Hinad ETN 


-Industrial Pricing and Market Practices. By ALFRED R. OXENFELDT. (New 
_ York: Prentice-Hall. 1951. Pp. xii, 602. $4.75.) 
In this work, Professor Oxenfeldt submits for our consideration a new de- 
sign in textbooks on industrial organization and control, as’ well as a novel 
design for undergraduate industrial organization and marketing courses. The 


principal elements of novelty are two. First, the focus is almost entirely on - 


the price and related market policies of enterprises in manufacturing and dis- 
tribution——on their setting, rationale, character, and consequences. A full 
coverage of the field of industrial organization is eschewed; the work attempts 


only to present “a full and accurate, yet fairly general, explanation of price _ 


behavior . . . in the world of reality.” Second, industrial pricing is treated 
in a systematic analytical fashion, and takes its orientation directly and almost 
entirely from modern price theory. Such theory per se is to be sure rejected 
as unsatisfactory at the outset, and the subsequent discussions of price making 
and behavior draw heavily on a wide if rather scattered body of empirical 
evidence. But the structure of the book and its criteria of emphasis and_rele- 
vance are those of a textbook in price theory throughout. 


What emerges is actually a sort of twin to an elementary work on price- 


theory, in which empirical generalizations replace deductively derived genéral- 
izations up to a certain level, above which some sort of a priori analysis takes 
over to fill out the picture. This a priors analysis, incidentally, is introduced 
ad hoc in mid-argument on many occasions, and since it does not rest on any 
previously developed rigorous analytical system, the validity of the conclu- 
sions reached is often not readily apparent. The empirical evidence bears almost 
entirely on the market setting and on the processes through which price results 
emerge, whereas thé character of the results themselves.is made apparent 
principally by a loose process of .deductive reasoning. This is perhaps the 
major, shortcoming of the work. 

A preamble to the main discussion considers in turn the environmental 
setting. of American enterprise activity and the alternative means of explaining 
and evaluating price behavior. Chapter One is a fifty-four page survey of the 
general character of the American economy, the number of firms, size and 
concentration, forms of business organization, corporate ownership and con- 
trol, performance with respect to productivity, instability, and income dis- 


— 


| 
l 
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tribution, and the character of the political, legal, and technological environ-. 
ment. This is satisfactory as an extremely synoptic treatment of the many mat- 
ters listed. Chapter Two begins with a brief statement of how prices influence 
over-all economic performance, and proceeds to a ten-page summary of 
modern price theory, plus a four-page appraisal of its merits and shortcomings 
(“Most economists admit that modern price theory does not provide a satis- 
factory explanation for price behavior”). It deals cryptically with alternative 
approaches, and concludes with a discussion of norms of price behavior. The 
author concludes that efficiency in resource utilization plus approximate equal- 
ity of price with marginal and average cost are the best available standards. 
| This chapter will not mean much to students who have not had a previous 
course in price theory, and will seem inadequate to many who have. Its ex- 
tremely inadequate representation of the content of modern price theory and 
the rather captious criticism of it seem unfortunate. 

The succeeding six chapters contain the empirical-theoretical treatment of 
price determination. The general headings are intra-firm price influences, inter- 
firm price influences, and inter-industry price influences, for which we might 
read economics of the firm, the industry, and the complex of industries. The 
setting for price determination is first considered, with extensive critical at- 
tention to motivation, extent of knowledge of demand and cost, and structural 
characteristics of the market which affect pricing. This is followed by a chap- 
ter on alternative pricing methods, categorized as cost-plus, flexible markup, 
intuitive, experimental, status quo, and imitative. (Cost-plus pricing is held 
to be by far the most usual pricing method, and mechanical pursuit of some 
quasi-arbitary method or other to be typical.) Thereafter, other enterprise © 
policies—principally product variation, advertising, horizontal and vertical 
extension, price discrimination, price wars, and derogation of rivals—are con- 
sidered. Moving to the industry equilibrium level, there is a consideration 
successively of rivalry, reaction to threat of entry, tacit and express collusion, 
and labor agreements. Finally, inter-industry relations and adjustments are 
considered, with emphasis on vertical relations among industries and substitut- 
ability and complementarity of different industry outputs. The argument con- - 
cludes with a fifty-seven page chapter on government influences on price, 
which includes a synoptic treatment of direct price regulation and output 
limitation, public utility regulation, anti-trust policy, and distributive-trade 
regulation, | l 

The general procedure in the preceding is to take up each sub-topic separ- 
ately (e.g., cost-plus pricing, vertical extension, price leadership, price wars, 
` etc.), define the terms, present examples, and then proceed to theorize about 
the “effects” on market performance of the practice or behavior pattern in 
question. Since there is a great deal of interesting illustrative material intro- - 
duced, within the framework of a good logical organization of topics, the stu- 
dent may be expected to acquire a certain systematic grasp of the “realities”’ 
of enterprise behavior and marker processes. The adopted procedure, however, 
has serious shortcomings. 

First, since each of a long succession of related behavior phenomena is 
taken up separately, described, and evaluated before passing to the next, the 


~ 


BOOK REVIEWS - l Ea 205 


analysis of economic effects is of an extremely ieda equilibrium” sort. 
We have separate and substantially unconnected appraisals, for example, of 
the economic effects of cost-plus pricing, intuitive pricing, horizontal exten- 
sion, advertising, rivalry, price collusion, etc. But we lack a general analysis 
of the interrelated complex of these phenomena or an evaluation of the results 
of this complex. It is not evident that the total effect of the separately identi- 
fied tendencies is in any meaningful sense their sum, but this difficulty is not 
considered. 

Second, as noted above, the appraisals of the partial effects of various 
behavior phenomena are almost entirely a priors in nature, although following . 
as they do empirical evidence on processes of behavior, they may seem to have 
empirical foundations. This is unfortunate so far as many of them are more 
questionable than the author admits. Consider the following: “In addition to 
. relatively high and fairly stable prices, and the substantial expenditures for 
sales promotion, price leadership tends to bring about considerable excess 
capacity (unless entry is blocked), which is the result of the relatively high 
price ordinarily set by the price leader.” If this sort of statement is true in fact or 
theory, the author has not shown it, and there are many examples of the inter- 
larding of doubtful predictions drawn from oversimplified ay with des- 
criptions of market processes. 

The analysis of pricing concludes with two case studies of industries— - 
whisky and steel—which bring out the applications of the general principles 
` of enterprise behavior previously developed. These are interesting and instruc- 
tive, but show the same short-comings as the preceding chapters. A final chap- 
ter, on public policy recommendations, is not very closely integrated with the 
rest of the work. It is well reasoned as to issues, but places heavy emphasis 
on a number of rather drastic proposals for industrial reform without paying 
much attention to the relative merit of more moderate policies. This chapter 
together with the earlier one on governmental influences on price does not 
provide an adequate coverage of the problems of public policy toward in- - 
dustrial markets. 

As a text for a course in industrial organization, many instructors may find 
this work unduly limited in scope, with its rather synoptic treatment of con- 
temporary industrial structure, of regulatory problems, and of any areas out- 
side of manufacturing and distribution. As a textbook on industrial market 
behavior alone, it deserves applause for originality in conception and develop- 
ment. To the reviewer, however, it is still an unsatisfactory treatment-of this 
area, largely because of the substantial lack of attention to crucial empirical 
data on market performance, the heavy dependence on @ priori analysts as a 
substitute, and the character of much of this analysis. A detailed factual — 
account of how price-cost relations are arrived at is rather rootless if we get 
no more reliable notion of what these relationships are in fact. It is fair to say 
that these shortcomings reflect in part the unsatisfactory state of knowledge 
in the industrial organization field today: 

“Jor S. BAIN 

University of California, Berkeley 
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The Extent of Enterprise Monopoly in the United States 1899-1939. By G. 
WARREN NUTTER. ee ad of- Chicago Press, 1951. Pp. xvi, 
169, $4.00.) 

This pioneer study divides the economy into nine major banie and 
some of the branches—notably manufacturing—into several dozen industries, 
classified as finely as the data will allow. Each industry or branch is clas- 
sified as “monopolistic,” “government or government supervised,”..or—as a | 
residual—‘“workably competitive.” The percentages of national income origi- - 
nating under each heading in 1899 (actually, 1895-1904) were respectively © 
17.4, 6.5, and 76.1. In 1937 (from which 1939 did not differ materially), they _ 
were 11.0, 25.2, and 63.8. Thus monopoly control of non-governmental out- 
put fell from 19 to 15 per cent over forty years. The criterion of monopoly 
in manufacturing is a concentration ratio of 50 or greater, #.¢., at least half 
of the sales in the particular group made by the largest four firms. Outside 
of manufacturing, the choices are necessarily rather arbitrary, for there are 
almost no data for the earlier period, and few enough for the later. But in 
order to use: statistics available for the late 1930’s, Nutter uses a variant 


definition of monopoly: a Census: “industry” with a concentration ratio of E 


over two-thirds, a Census “product” ratio of over three-fourths, or a classi- 
fication as “monopolistic” by Clair Wilcox in TNEC Monograph No. 21. By 
this scheme, “monopoly” and “workable competition” occupy respectively 26 
per cent and 74 percent of the non-governmental field in 1939, which would 
indicate an increase since the turn of the centry. It is doubtful that this com-. 
parison can properly be made, however, since the definition i is 30 much wider 
for the later year. 
' The inherent defects of these statistics are very great, and nobody is better 
_ aware of them than Nutter himself. The data for the period around 1901 are 
rough and often untrustworthy. There is almost nothing on the fields of serv- 
ices, agriculture, trade, and construction. Concentration as an index of monop- 
oly is much too simple, although it is probably not as bad a guide to changes i in 
monopoly. Other criteria are also difficult to manage; e.g., automobiles are con- 
sidered ‘‘monopolistic,” and crude petroleum “workably competitive.” If 
entry is the test, this may be correct, but it is difficult to believe that the auto- 
-mobile manufacturers have anything approaching the control over supply and 
price possessed by the Texas Railroad Commission. Certain data on the in- 
dustrial division of the national income are difficult to accept. “Trade” is said 
to have declined from 16.6 percent in 1899 to 12.1 per cent in 1937. But for 
the latter year, the Department of Commerce estimate is 16.2 per cent, and the 
‘striking decline from 1899 to 1937 is not easily reconciled with the estimates 
of Kuznets (National Product Since 1869, p. 66), nor of Fabricant and others 
(Studies in Income and Wealth, Vol. XI, p. 42). Again, Nutter accepts an 
estimate of 16.7’ per cent for income originating in government in 1937, as 
against the Commerce estimate of 10.6. Where differences are so large, some ` 
reconcilement or explanation of the choice is in order. 

_ These weaknesses, however serious, are principally i in the basic data. Nutter. 
has wrung from his material as mach precision and generality as séems possible 
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and as an example of method his work is deserving of high praise. His positive 
findings, as he says, are “somewhat ambiguous” but clearly fail to substantiate 
` any sweeping claims about a growth in monopoly over the past fifty years. 
Later research may reverse the judgment, but as matters stand now, the 
burden of proof would seem to be on his opponents. : 
l M. A. ADELMAN 
Massachusetts Institute of Technology ` 


Industry Studies 


The Aircraft Industry: A Study in Industrial Location. By Witt GLENN 
CUNNINGHAM. (Los Angeles: Lorrin L. Morrison: 1951. Pp. xvi, 247. 
$6.00.) 


This book is presented by the author as a comprehensive case study in 
- the wide field of industrial location. In using the aircraft manufacturing 
industry as his case, the author points out that he had the following objectives 
in mind (p. 7): (1) to “describe . . . the location of aircraft industry at 
certain significant periods in its recent development”; (2) to “measure the 
nature and extent of the changes in location that have been experienced”; 
(3) to “reveal whatever trends may be apparent in the locational history 
-~ of the industry”; and (4) to “determine what factors, internal and external, 
are most influential in effecting the changes and in locating the industry.” 

The book is divided into five parts, Part I defines and describes the 
industry, selects the factors which may be expected to determine its location, 
and traces the locational history before 1940. Part IL analyzes the location 
of the industry as it was in 1940 and briefly explains the trends found. 
Part HI is devoted to recounting the expansion of the industry, during 
World War IL and to summarizing the locational pattern in 1944. Part IV 
treats of postwar developments, analyzes the pattern of location in 1950, 
and discusses current trends imposed by national defense requirements. 
Part V offers the reader a summary of the locational factors found and con- 
clusions regarding them. 

The author concludes that the usual factors attributed to industrial loca- 
tion have played little part in the location of the aircraft industry. While 
many of the companies interviewed insisted that their location was ideal 
and had been scientifically determined, Dr. Cunningham finds that scientific 
factors have played little part in location. Transportation costs being so 
small a part of the cost of an airplane, the sources of raw materials and the 
markets for finished goods have exerted little force on location. Although the 
lack of these and other economic influences do not count for much in early 
industry location, and the industry has been noteworthy for its extraordinary 
‘mobility, Dr. Cunningham finds in more recent years far less mobility and 
greater concentration. This concentration, primarily in the larger cities and 
especially in southern California, has been traced to the element of accident 

in the settling of a pioneer producer, to the availability of a skilled labor 
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supply, and to. such other factors as local capital availability, good flying 
climate, and the existence of good sites for flying. As has been the case’ 
with so many other industries, location tends to generate advantages for ` 
further location of the same industry, particularly as an area develops the 


labor skills and the service industries necessary for efficient production. In 


recent years, however, the aircraft industry has increasingly felt the influence 
of military considerations. By 1950 it became quite clear that the military 


need for geographic dispersion of the industry and for moving it away from © 


the vulnerable coasts was having its effect on location. 

As a case.study, this book contributes to that too limited group of studies 
which accurately search out the factors determining industrial location. One 
of the faults of much of the theoretical work on industrial location is that 
resort to a priori analysis has made much of it inadequate and unusable. It 
is a merit of Dr. Cunningham’s book that he has diligently sought out the 
. factors which have determined location in this industry. At the same time, 
his reliance on history and omission of analysis in terms of modern economic 
theory may be disappointing to some location theorists. Yet the collection 
of information on location from living persons who know what controlled 
decisions on location and compilation of extensive industry data supply an 
- interesting compendium on an mee aidan which has received little 
analytical attention. ` . 

As a case study, the book sould prove useful to those economists and 
statisticians interested in industry analysis or the refinement of location 
theory. For this purpose, the book is well documented, includes many data 
not readily available, and has an appendix of tabulated information on 
| capacity and production in the industry. 

Harotp D. Koontz 
University of California, Los Angeles 


Land Economics; Agricultural Economics; Economic Geography 


The Impact of Government on Real Estate Finance in the United States. By 
Mires L. Corean. (New York: National Bureau of Economic Research. 
1950, Pp. xviii, 171. $2.50.) 


This monograph is one of a series of six to be published out of the Urban ~ 
‘Real Estate Finance Project of the Financial Research Program of the 
National Bureau of Economic Research. Four have now been published— 
Ernest M. Fisher’s study on Urban Real Estate Markets, R. J. Saulnier’s piece 
on Urban Mortgage Lending by Life Insurance Companies, History and Poli- | 
cies of the Home Owners Loan Corporation by C. Lowell Harriss, and the 
monograph reviewed here. Another about to be published is Commercial Bank 
Activities in Urban Mortgage Financing by Carl F. Behrens. 

Colean’s study deals with the influence of government on the extension 
of real estate credit. It sets out to “trace the course of governmental influence 
on real estate finance from colonial times to the present.” It intends to 
review “the whole broad range of, law and regulation affecting real estate 
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finance.” The ee is evolutionary with a view to relating the: changes 
in the institutional framework to the social objectives of the times. The 
book is to provide background material, along with Ernest Fisher’s exposi- 
tion of the urban land market, for the separate studies of the several types 
of lending institutions which are parts of the series. 

The evaluation of government influences on the flow of funds into real 
estate investment leads the author over a broad range of subject matter. 
Major attention is given the direct impacts of legislation and administrative 
policy on.the financial machinery; the discussion touches on the regulation of 
mortgage lending institutions, legal processes of transfer and foreclosure, legal 
protections for the parties to real estate transactions, direct lending by 
government and subsidies in various forms. The whole law of real property is 
treated as of significance in this context, particularly police power regulation 
of land use and occupancy, building and sanitary codes, zoning and planning 
laws and conservation measures. 

The study starts with a discussion of the agrarian background of land 
law and the strong disposition toward individual ownership of small hold- 
ings that has marked land policy from the start. The heavy demands for 
capital during the era of the settlement of the public domain gave rise to: 
intervention of the states in the interest of easy credit and led to the de- 
velopment of new institutional sources of mortgage money. When over- 
_ expansion and over-extension of credit brought distress to borrowers, mortgage 
laws were modified in their favor and moratoria granted. At the same time, 
the wave of bank failures brought about limitations on the freedom of 
lending institutions in making mortgage loans. The results of these limitations 
plus the added protections for the borrowers tended to restrict the flow 
of funds into land development at a time when the frontiers were still active 
and easy credit was in strong demand. 

A movement toward the conservation of the land resource began with a 
growing recognition of the extent of unsound exploitation of the public 
domain and unhealthy congestion in the cities. Police power regulation. of 
land use was broadened in concept and application and there came about a 
recognition of the responsibility of government for land use planning and 
resource conservation. The belief that only the powers of the federal “gov- 
ernment could cope with the problems of conservation and reclamation was 
the beginning of the “shift to Federal dominance.” In the credit field, the 
establishment of the Federal Land Bank System in 1916 was the first posi- 
tive step in this shift. 

As federal dominance developed there was a concurrent change in ap- 
proach, The protection ‘of the individual was emphasized rather than the 
encouragement of enterprise, which the author identifies as the motivation 
of the earlier forms of local-state intervention. The Federal Land Bank 
. System, the Federal Home Loan Bank System in 1932, and the Federal 
Housing Administration in 1934 made credit available in forms not existing 
in the private money market; special privileges were accorded favored classes. 
Credit became an instrumentality of the federal government to accomplish 
welfare ends. Other powers have been extended in this same direction, for 
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example eminent domain and police power controls under broader interpre- . 
, tations of public purpose and the general welfare which permit states and 
localities to benefit under federal programs. Federal powers for the chartering 
and regulation of financial institutions are used to regulate the flow of 
funds and to guide its direction; the taxing power is used to influence real 
estate investment and to direct it to social ends. Direct governmental 


=“ expenditure, loans and subventions have been developed in various forms. 


War-born emergency powers have been employed in direct control over real 
estate credit, construction, prices and rents, But emergency powers over ` 
credit are not necessary since the control of real estate credit grows out 
of the constitutional monetary power of the federal government. 

Colean contends that in pursuit of its welfare objectives, the federal gov- 
_ ernment deviates from traditional lending practice. It is guided by considera- 


tions of the borrower rather than of mortgage risk and the terms of the — 


credit are adjusted to thé borrowers’ needs. Mortgage credit is used to en- 
courage home ownership and to control the quality of land planning, housing 
design and construction; through the credit device, real estate prices are 
influenced. As a stimulus, the credit power has been used to increase em- - 
ployment, and where public crédit is directly used, to insure that labor 
receives the “prevailing wage.” 

Inherent in the pattern of governmental intervention are numerous conflicts. 
In reaching out to control land development and construction quality through 
the credit device, the federal government has invaded the domain of.local and 
state agencies. Conflict with private enterprise develops as the federal gov- _ 
ernment shifts in function from referee to prime mover—planner and stimu- 
lator if not executor. Various inconsistencies arise among the diverse objectives 
which the government pursues—protection of the borrower, -sound lending 
institutions, home ownership, adequate housing for all families, a stable 
housing industry, stable price levels, housing for defense workers, low interest 
rates for veterans and others, and an adequate flow of mortgage money 
when atid where needed. Colean might also have mentioned the internal 
conflict of the housing industry which resents government control in general 
and in some particulars but which has prospered ereany under this ‘Federal 
dominance.” 

‘As a. case study of the development of an ‘portant segment of the 
institutional framework of the housing market and more particularly of 
credit arrangements within the housing market, this monograph is well done. 
The specifications of thé study no doubt restricted the historical analysis 
to broad strokes; a more comprehensive exploration of the evolutionary 
aspects of the subject should some time be undertaken. The author evinces 
an appreciation of the social needs which activated the institutional modifi- 
cations, but this feeling is occasionally marred by a sub-surface viewpoint, 
breaking through in the choice of a word or the turn of a phrase, that the 

“government” is something outside the legitimate social fabric, not wholly 
beneficent nor wholly rational. The conflicts are presented, at least by 
implication, as something bad rather than something inevitable. But for the 
most part, objectivity has been admirably maintained. The study is an 
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important contribution to`the basic literature in the field of urban land 
economics and finance. 
l = Rrewarp U. RATCLIFF 
University of Wisconsin ; 
Residential Real Estate in Canada. By O. J. FIRESTONE, (Toronto: Univer- . 
sity of Toronto Press. 1951. Pp. xxii, 514. $5.00.) 


The Special Committee on Housing appointed by the Canadian House of 
Commons in 1935 to investigate means and methods of implementing a 
national housing program for Canada was repeatedly amazed at the lack 
of available data and information about housing. To remedy the situation 
the Committee ‘recommended that provision should be made in housing 
legislation for the collection and dissemination of housing statistics and 
information. Fortunately; the advice was followed and the Dominion Housing 
Act of 1935 and the National Housing Act of 1938 specifically provide for 
housing research. Although little research was conducted under the auspices 
of these acts, the National Housing Act of 1944 in Section 24 states “it 
shall be the responsibility of the Central Mortgage and Housing Corporation 
to cause investigations to be made into. housing conditions and the adequacy 
of existing housing accommodation in Canada” and this along with Section 27 
` of the Central Mortgage and Housing Corporation Act which requires that 
the Corporation “shall conduct research into the business of lending money 
on the security of mortgages and for such purposes shall compile- infor- 
mation relating thereto” gives a solid legislative base for research. This 
assent, complemented by a vigorous research policy has led to the develop- 
ment of an exceptionally active. and able housing research organization 
within the Canadian government’s housing corporation. Since 1946 business- 
men. and housing scholars have had at their disposal two excellent series 
—a quarterly, Housing in Canada and an annual, Mortgage Lending in 
Canada, Now the economic advisor to the Central Mortgage and Housing 
Corporation has prepared, with the close cooperation of the staff of the 
Economic Research Department, what is likely long to be the authoritative 
source book on Canadian housing. 

To facilitate its use, the book has been divided into five parts. Part I is 
a summary of the analysis (28 pages), Part II consists of-the concepts and 
measurements (207 pages), Part III gives tabular material for 1921-1949 
(35 pages), Part IV explains the methodology and sources (110 pages) and 
in Part V supplementary data on housing statistics, ion 1921, and housing 
legislation are given. 

- As to be expected in a quasi- government bieti. Part I—Summary 
of the Analysis—is somewhat of a misnomer. There is little analysis in the . 
book, but rather a presentation of a study of “the quantity of housing in 
Canada and its changes” (p. 3). Thus it is-a statement of what happened in 
- the housing market rather than an explanation of why, Statistics are pre- 
sented on all phases of the housing stock, investment in real estate, financing 
housing requirements, transfers of existing real estate, housing by region, 
housing and-population and housing in the national economy. The series on — 
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investment in “teal estate and property trdnsfers are perhaps the most in- ` 
pemon: and novel. The other material follows standard patterns. , 
`> A study of the very. complete section on sources and methods indicates 
the necessity of imagination -in developing new statistical series. Many of 
the sources of information must have been laboriously tracked down and 
cleverly used. This raises the age-old problem of whether it is better to 
. establish series for development purposes, which are somewhat open to 
error, or to wait (and hope) for methods and source material which will 
provide for absolute accuracy. Dr. Firestone obviously favors the first 
approach. 

As shown in the study, the housing progress of the Canadian EEE 
is extensive and expanding—from 3 per cent of all units built in 1936 with 
some sort of government assistance to about 40 per cent with aid in 1947. ` 
Appendix B briefly outlines the nature of the legislation. 

Such a study is valuable for three main reasons—the information it con- 
tains, the statement of methods and sources, and the incentive which it offers 
scholars to further work in this area. The book contains’ little. 
analysis—and yet analysis of the impact.of various factors on the housing. 
market is needed. Economic research does not end with the compilation of 
data, but only with the testing of hypotheses and the development of gen- 
eralizations. The economics of housing is at, present a sorely neglected field. 
It, however, can hardly be expected of government officials that they give an 
impartial analysis of the changing rôle of public policy. By providing data, 


they can, and in this case have, provided a challenge to independent research Bs 


scholars to continue the work. 

. Dr. Firestone and his staff have, with this study, made a major contri- 
bution to knowledge of the Canadian economy, and have provided a standard 
of excellence for other agencies to aim at in their research work. 

James GULES- 

Univesity of California, Los TA l 


| Labor T 
The New Deal Collective Bargaining Policy. By IRVING BERNSTEIN. (Berkeley 
_ and Los Angeles: University of California Press. 1950. Pp. xx, 178. $3.00.) 
New Deal collective bargaining policy has transformed labor relations in 

: the United States. While this policy was shaped in the brief span of years 
from 1933 to 1935, its historical antecedents reach farther back into our 
history. Mr. Bernstein, although writing ticklishly close to the New Deal 
period, has given us a dramatic picture of the evolution of this significant 
` legislation. His chapters show a rich familiarity with the voluminous litera- 
ture on labor relations. He has also examined some unpublished papers of — 
Senator Wagner and interviewed some of the important personalities who 
aided in the formulation of New Deal labor policy. | 
The author traces the historical precedents of collective bargaining, going 
as far back as the famous 1842 case of Commonwealth vs. Hunt. He citea 
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other court decisions, legislative acts, administrative orders, Congressional 
reports, and the findings of the Industrial Relations Commissions of 1902 
and 1914, to show how the right of unions to organize and to bargain collec- 
tively was established. Until this right could be converted into the employer’s 
duty, government assistance in enforcing it was not available. The Wagner 
Act of 1935 for the first time insured effective federal support to collective 
bargaining and led to the phenomenal growth of trade unionism in America. 
Why did not the government step into the picture and aid unionism before 
the 1930’s? Mr. Bernstein attempts to answer this important problem by 
analyzing the structure of unionism, the anti-union methods common in 
American industry, and the changed climate of prope opinion during the 
depression. 

The trade union movement in the United States in 1930 was slowly slipping 
into oblivion and impotence. Its membership had been declining since 1920, 
its militancy had all but disappeared, and it failed miserably in its efforts 
to organize the workers in the mass production industries. Indeed, it was 
seriously questioned whether the structure of craft unionism fitted the needs 
of this growing class of industrial workers. The “voluntarism” policy of the 
American Federation of Labor’s leadership and their opposition to govern- 
ment Intervention stood in the way of an aggressive legislative program. Mr. 
' Bernstein reviews the factors responsible for the decline of unionism during 
the 1920’s; he calls attention to the postwar prosperity, the rise of real 
wages, the success of “welfare capitalism,” and the individualistic interests 
of American workers. He presents in proper perspective the anti-union tech- 
niques of American employers and shows how the “direct attacks on unions 
by-such devices as discrimination, injunctions, espionage, strike-breaking, and 
company unions” contributed to the decline in unionism. 

The impact of the depression accelerated the trend toward union decline 
and soon forced the A.F.L. to give up its policy of voluntarism and seek 
government aid. It is in this frame of reference that the author analyzes the 
labor legislation of the 1930’s. In his words, “the New Deal intervention 
to protect the rights of wage earners was based on the assumption that they © 
were unable adequately to organize themselves.” The first step in the New 
Deal policy regarding collective bargaining was found in section 7(a) of the 
National Industrial Recovery Act of 1933. This short and seemingly clear 
‘statement of policy led to bitter disputes between labor and management 
regarding its interpretation, and as a result, “the President, his advisers and 
Congress, to win support of both management and labor for the recovery 
program, had committed themselves, probably without realizing it, to a broad 
policy of intervention in collective bargaining that was to lead far beyond 
7(a). n 

In contrast to the N.I.R.A., the Railway Labor Act of 1934 was more exact 
and less open to ambiguity in its interpretation. Although the Railway Labor 
Act of 1926 established conditions for collective bargaining and laid down 
rules for its conduct, the labor leaders in the.railroad industry felt a need 
“to tacts the right of self-organization and the power of collective 
bargaining.. . .” The Emergency Transportation Act of 1933 greatly rein- 
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forced unionism in the railroad industry by empowering the Coordinator of 
Transportation to prohibit company unions, yellow dog contracts and enforced ` 
compliance with the Act of 1933.. 

The author then takes up the first Wagner bill of 1934, tracing the cautious 
steps in formulation of the measure and carries it through its subsequent 
failure. It was prompted as a result of the weakness of 7(a) of the N.I.R.A. 
regarding the power of enforcement. He points out that President Roosevelt 
remained aloof during the debates on the bill and finally sought to kill it. 
The impending -steel crisis, however, forced him to take action. The result 
was Public Resolution No. 44, a stopgap measure, which created a National 
Labor Relations Board of three public members. It was empowered to make 
investigations, order and hold elections, hear discharge and discrimination 
cases and issue regulations. Although the resolution passed both houses with ` 
little opposition, it was widely recognized as only a temporary measure. 
Taken in its place in New Deal legislation, the resolution was important for 
several reasons. It provided an added year of board experience and educated 
the public to many of its problems.. The A.F.L. was finally convinced of the 
futility of voluntarism and became committed to a policy of legislation.’ 

The sweeping Democratic victories in the 1934 election paved the way: for 
the second Wagner bill, introduced and passed in 1935. It was a revision of 
the earlier measure but it had the experience of the N.L.B. and the N.L.R.B. 
to back it. Its proponents maintained that the concentration of economic 
power gave the employer an unfair advantage over unions and that the 
Wagner bill was designed to redress this balance and create mass purchasing 
power. They contended that Section 7(a) of the N.I.R.A. failed in practice 
to establish collective bargaining because of the weakness of its enforcement 
power, Strong unions were also urged as a bulwark against Communism. 
Opponents of the measure questioned its constitutionality as in violation of 
the Fourth, Seventh, and Fourteenth Amendments. They predicted that the 
bill would promote the “undemocratic” -closed shop and destroy the “fair” 
company unions. Management contended further that the bill imposed re- 
sponsibilities on management without corresponding duties for unions. 

- Mr. Bernstein analyzes the arguments on both sides and traces the various 

compromises in the evolution of the bill into its final form. He notes that 
President Roosevelt held back his support on the bill for a long period’ of 
time and it was not until the Supreme Court had invalidated part of the 
N.LR.A. that he gave it his wholehearted support. The bill passed both 
houses with very little opposition, much to the surprise of Senator Wagner 
and his supporters. This was probably due to the Democratic majority on 
the crest of its reform sentiment, the influence of labor, and the fact that 
many Congressmen thought that the bill was unconstitutional and were 
willing to leave it up to the Supreme Court to invalidate it. 

Since the author makes clear that the central ideas for the New Deal 
labor policy came not from President Roosevelt nor his Secretary of Labor, 
Frances Perkins, but rather from Senator Wagner, it is unfortunate that he 
did not deal more fully with the origins of the Senator’s views. 

WILLIAM HABER 

Datberass of Michigan 
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A Philosophy of Labor. By Frank TANNENBAUM. . (New 3 York: Alfred A. 
Knopf. 1951. Pp. iv, 199. $2.75.) 

' Professor Tannenbaum is an extraordinarily versatile man; whose first 
book, entitled Tke Labor. Movement, appeared thirty years ago. Since then 
his principal investigations and publications have related to criminology and 
to agricultural and other social problems and movements, notably in his 


special field of Latin American history. In recent years he has been turning — 
out some of the essays included in the little volume here under review. It 


will be interesting to see what the trade unionists themselves make of this 
analysis and prophecy concerning their movement, which, says Tannenbaum, 


“is the conservative movement of our time. It is the counterrevolution. Un- 


wittingly, it has turned its back upon most of the political and economic 
ideas that have nourished western Europe and the United States during the 
last two centuries... . This profound challenge to our time has gone largely 
unnoticed because the trade-union’s preoccupation with the detailed frictions 
that flow from the worker’s relation to his job seemed to involve no broad 
program.” In fact, the trend as sketched Tannenbaum does not regard as 


- a conscious program of the labor movement. This trend he summarizes: “The . 


trade-union is the real alternative to the authoritarian state..The trade-union 
is our modern ‘society,’ the only true society that industrialism has fostered. 
As a true society it is concerned with the whole man, and embodies the 
possibilities of both the freedom and the security essential to human dignity. 
The corporation and the union will ultimately merge in common ownership 
and cease to be a house divided... .” 

The feudal society. of status and immobility our author regards as satisfy- 
ing the worker’s desire for identification with his work better than the social 
order following, which emphasized individual contract, mobility, freedom— 
and incidentally insecurity and irresponsibility. In guild, labor and other 
= occupational organizations Tannenbaum seés groping for security and status, 
raising many. social problem through restrictive action. His trenchant chapter 
entitled “Monopoly” concludes that “both industry and labor in a world of 
free competition lead toward monopoly. .. . Historically, the ideal of a free 
competitive world, where each man by himself is a representative of the 
implicit harmony of the whole, has proved a snare and a delusion, and self- 
defeating. Both labor and capital, when given the choice, have ‘escaped from 
freedom’ and bartered away their privileges for the hope of security.” Union- 
ism has become big and welfare-fund-minded just in time to offer effective 
competition to the welfare state as.the agency of security and improved 
status for labor—“a division of power will make possible the survival of 
the sense of independence, which the welfare state would ultimately destroy, 
with the best intent in the world and in the name of freedom.” An optimistic 
‘view is given of the union’s encroachment on managerial responsibilities, partly 
based on the expectation that unions will obtain increasing proprietary 
shares in their industries. 

It is apparent that Tannenbaum has mapped some novel-routes toward 
such conclusions as that trade unionism is only transiently beguiled by social- 
ist or other revolutionary leadership and that it makes in the end for the 

most practical democratic freedom and progress. The reader will also observe 
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that most of the book’s discussion pertains to’ the labor movement P the 
United States, with little attention to cross-currents even within this country’s - 
‘unions. In the chapter on “Trade-Unionism and the Utopians” (the majority 
of economists being here regarded as Utopians), to be sure, there is much 
stimulating comment on world history of efforts of reformers and revolu- 
tionaries to direct the unions. But “it is not an accident that in the most 
fully developed industrial countries, Great Britain and the United States, 
‘control over the trade-unions by political parties has been least effective. That 
is true in Great Britain even today, where the Labour Party is in power... 
_ The Labour Party has won over the -trade-union leaders to its own program, 

but it does not run the trade-unions, and it lives upon the sufferance of 
. organized labor.” And the book closes with an argument beginning: “It is 
predictable that every state, including Great Britain} must end as a police 
state if the government becomes the arbiter of the innumerable incidents and 
` accidents of industrial life.” 

The large body of readers interested in labor and management affairs will 
‘welcome this well-informed and highly readable attempt to depict the wood 
without stopping to sketch in all the trees. Few, perhaps, will accept all 
the sweeping generalizations; but at least the book is an up-to-date argu- 
ment that the long-term tendency of organized labor is not necessarily in . 
the direction ofa really socialist labor party. | 

- Z. CLARK DICKINSON 

University of Michigan 


Population; Social Welfare and Living Standards 


The American Social Security System. By EveLmeE M. Burns. (New York: 
Houghton Mifflin Co. 1949. Pp. xviii, 460. Appendix, pp. 35. $4.50.) 


American Social Insurance. By Domenico GAcLIARDO. (New York: Harper ~ 
and Brother, 1949. Pp. xxiii, 671. $5.00.) s 


Social security. may have several meanings, but the meaning which Dr. 
Burns and Dr. Gagliardo choose to employ in their books is the assurance 
of a minimum “standard of living” through cash income security programs. 
- Neither book explores the content of either a minimum scale of living or of 
a minimum standard of living, nor do they discuss the problem of setting 
up such a minimum. Since this is a basic criterion for judging the adequacy 
of any social security program, it-is a real weakness that neither book does 


more than bow td it in principle, yet Dr. Burns had some sort of concept of. - 


a minimum scale in mind when she wrote that a specific benefit payment was- 
too low. This omission corresponds to the situation existing in social security, 
legislation and administration. Our social insurance and public assistance 
systems do not use an objective. minimum scale or standard of living in 
determining payments to penencianes; Yet payments have to be made on. 
some basis. 

. A factor which could be aca -in explaining social security payments would 
be pole expediency, but neither book applies this explicitly, although - 


` 
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some of the observations made by Dr. Burns concerning the predominance of - 
veterans programs over social insurance and rivaling public assistance? would 
lead to a suspicion that political pressure was at least as important as any 
other factor in shaping social security programs. . 

The American Social Security System is a well-organized, integrated, 
thoughtful and informed book on social security cash income programs. Dr. 
Eveline Burns brings a broad social perspective as well as economic analysis 
of a high order to her task. The result is a good text and a book from which 
many people could learn not only a good deal technically about social 
insurance and public assistance, but in which they might find some startling 
comments and provocative ideas, 

Professor Gagliardo’s text is both more diffuse and more limited. While 
he defines social security broadly he is concerned only with social insurance. 
Public assistance is omitted, and thus he is prevented from judging the 
adequacy of our social security system in terms of its ability to provide 
a minimum scale of living. 

_Both books were published shortly before the Social Security Act was 
revised; however, Dr. Burns’ book has an appendix on the 1950 amendments. 

Risks to income security covered by current programs which Professor 
Burns discusses are due to old age, loss of principal breadwinner, unemploy- 
= Ment, and sickness or disability. Unemployment is less adequately provided 
for than old age, while sickness or disability is at the bottom of the list 
with reference to adequacy of programs to meet the risk. In each of these 
cases she explains the existing programs, considering eligibility, benefits, 
financing and administration. She includes all programs providing for that 
particular risk, for example, an aged person may receive income from old 
age insurance under the Social Security Act or under the Railroad Retire- 
ment Act, from public assistance or from veterans disability payments. Pro- 
fessor Gagliardo discusses the same risks considering dependency not as a 
separate risk but only in connection with old age. He is confined to insurance, 
omitting public assistance. The use of public assistance to supplement in- 
surance programs and the fact that in some cases it outweighs Insurance in 
numbers of recipients makes this an important omission. He introduces each 
subject with a discussion of the problem involved, for instance, the problem 
of old age, the problem of illness and disability. 

It is pointed out repeatedly in both books that American people prefer 
social insurance which is predictable and to which they have a “right” instead 
_ of relief (or public assistance) which requires a means test and which varies 
in amount. The fact, however, is that “. .. twelve years after the passage of 
the Social Security Act, despite the evident popularity of the technique of' 
social insurance and the large number of‘social insurance programs now in 
existence, the majority of recipients of social security income at the present 
time still derive support from other types of measure, .. .” (Burns, pp. 
48-49). According to Dr. Burns the reason for this disparity between idea and 


*Dr. Burns states that “. . . more people are benefiting from the special status programs 
for veterans than from social insurance and the numbers almost equal those on public 
assistance” p. 47. 
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actuality is the recency of the social security programs, their limited coverage 
and eligibility restrictions. She notes in the appendix, however, that “The 
specific amendments [1950] reflected the objective of making the social in- 
-~ surance technique the typical and major form of public social security provision 
against the old-age and death of a bread-winner” (p. 475). 

Veterans ‘received $3,042,356,000 during 1947. from pensions, compensa- 
tion, unemployment allowances, and self-employment allowances. This was 
considerably larger than the $1,863,863,000 paid out for Old Age and Sur- 
vivors’ Insurance and railroad retirement, unemployment insurance (state 
and railroad), workmen’s compensation and state disability insurance (Burns, — 
p. 48). Is it possible that it is easier to receive “income security” as a 
veteran than as an insured worker? Of course, if we were faced with the 
prospect of peace for a long ponpa; the number of veterans provided income 
security should decline. 2 

Dr. Burns states that “.-. . unmet need exists today because America has 
evolved an incomplete system consisting of a series of special programs, ~ 

. underpinned in principle but unfortunately not in practice, by a non- . 
categorical program which is supposed to provide for all those who for one 
reason or another fail to benefit from the special programs” (pp. 339-400). 
According to Mrs. Burns, this generál- public assistance program, receiving’ 
no federal subsidy, has been extended far beyond the purposes of the original 
act and is inadequate to meet its present uses. Neither does she think that’ 
the categorical assistance programs are paar “The special public 
assistance programs for the three categories, .. . do not wholly carry out 

the function theoretically assigned to them” (p. 401). Restrictive eligibility 
_ requirements, inadequate monthly payments, shortage of funds. cause these 
- inadequacies. 

Unemployment is far from adequately provided for by. existing social 
security programs in Dr. Burns’ opinion. Dr. Gagliardo explains the existing 
system giving considerable attention to state unemployment compensation - 
systems but he does not evaluate it in terms of the risk it is intended to 
meet. Dr. Burns’ observations are alarming on our readiness to meet cyclical 
unemployment as far as the mechanics of social security programs are 
`- concerned: 
~ °“But should any serious depression occur, America would find herself as 
ill-equipped to meet the needs of the long-period unemployed as she was in’ 
the thirties” (pp. 400-1). Among her chief reasons for Taking this state- 
ment are the following: (1) limited coverage of unemployment insurance, 
(2) limited benefit period, (3) the inverse correlation of experience rating 
plans with the business cycle (rate reductions more likely during recovery 
and prosperity periods and vice versa), (4) the steady fall in the rate of tax 
collected under experience rating systems, arid (5) the extreme inadequacy of . 
‘ general public assistance to supplement unemployment insurance. 

VIOLA WYCKOFF 
New York University 
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tivity. 1950. Pp. viii, 71. 2s.) 


Municipal accounting and auditing. (Chicago: Nat. Committee on Governmental Ac- 
counting. 1951. Pp. x, 250. $4.) 

The role of economic theory in the teaching of marketing. A round table presented at 
teachers’ sessions of the American Marketing Association, Chicago, Dec. 1950. Con- 
tributors, R. Bartels, M. Anshen, F. M. Boddy, G. H. Brown, M. Bronfenbrenner. 
(Athens: College of Bus. Admin., Univ. of Georgia. 1951. Pp. 56, mimeo.) 

Twenty-third annual Boston Conference on Distribution, Oct. 1951. A national forúm for 
problems of distribution sponsored by the Boston Chamber of Commerce in coopera- 
tion with Harvard Univ. Grad. School of Bus. Admin., Boston Univ. College of Bus. 

. Admin., Mass. Inst. of Technology, and others, (Boston: Boston Conference on Dis- 
tribution, 1951. Pp. 112. $4.) 


_ Using accounting tools in the defense economy. Papers presented at the thirty-second 
Internat. Cost Conference, Chicago, M., June 25-27, 1951. (New York: Nat. Assoc, of 
Cost Accountants. 1951. Pp; vi, 170.) 


Industrial Organization; Public Regulation of ZEN 


~~ ADAMS, L. P. Wartime manpower mobilisation—a study of World War II experience in 


the Buffalo-Niagara area, Cornell stud. in indus, and lab. relations, vol. I. (Ithaca: N.Y. 
State School of Indus. and Lab. Relations. 1951, Pp. xi, 169, $1.) 


ALBU, A. and Hewerr, N. The anatomy of private industry. A Socialist policy for the 
future of the joint stock company. (London: Fabian Pubs. (Victor Gollancz). 1951, 
. Pp. 40. 2s.) - 

AwpERson, D. ‘Aluminum for. defense and prosperity (Washington: The Public Affairs 
Inst. 1951. Pp, 40. 50c.) 

CHESTER, D. N. The nationalised industries—on analysis of statutory. provisions. Rev. 2nd 

_ ed. (London: Allen and Unwin, for the Inst. of Public Admin. 1951. Pp. 93. 7s. 6d.) 

Cooxz, C. A. Corporation trust and company—an essay in legal history. (Cambridge: Har- 
vard Univ. Press, 1951. Pp. 206. $3.) 

DISALLE, M. V. Price stabilization to October 1951: a summary of operations, by Mickael 
V. DiSalle, Director of Price Stabilisation to the Joint Committee on Defense Produc- 
tion, (Washington: Supt. Docs, 1951. Pp. 17.) 

Hacepvorn, G. G. Studies on concentration: the Federal Trade Commission versus the 
facts. Econ. Pol. Div. ser, no. 43. (New York: Nat. Assoc. of Manufacturers. 1951. 
Pp. 40.) 

Hammonn, R. J. Food. The growth of policy. (London: H. M. Stat. Office and Longmans, 
Green. 1951. Pp. vil, 436. $5.75.) ` 

Vol. I, History of the Second World War, United Kingdom civil ser., edited by W. K. 
Hancock, i 

Harriss, C. L. History and policies of the Home Owners Loan Corporation. Financial re- 
search program, stud. in urban MOREABE financing. (New York: Nat. Bur. of Econ. 
Research. 1951. Pp. xix, 204. $3.) 
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JANEWAY, E. The struggle for survival—a chronicle of economic mobilization in World 

’ War II. Chronicles of America ser. vol. 53. (New Haven: Yale Univ. Press, London: 
Geoffrey Cumberlege. 1951. Pp. v, 382. $5; textbook ed., $2.50.) 

Jones, J. H. with Ancy, E. Fifty bilion dollars—my thirteen years with RFC. (New 
York: Macmillan. 1951, Pp. xvi, 631. $6.) 

Kwnupson, J. K. Transport mobilisation program. An address. Bus. inf. bull. no. 14. (Bloom- 

_ ington: Bur. of Bus. Research, Indiana Univ. School of Bus. 1951. Pp. 13, processed.) 

Murs, J. L A proposed system for classifying manufacturing concerns by size. (Washing- 
ton: Office of Small Business, Nat. Production Authority, Dept. of Commerce. 1951, Pp. 
iv, 90, processed.) 

Nicuoris, W. H. Price policies in the cigarette industry—a study of “concerted action” 
and its social control 1911-50, (Nashville: Vanderbilt Univ. Press. ae Pp. xix, 44. 
$6.) 

Penrose, E, T. The economics of the international patent system, (Baltimore: Jobns Hop- 
kins Press. 1951. Pp. xv, 247, $4.) 

Ross, A. M., compiler. Preliminary inventory of the records of the War Skipping Ad- 
ministration. Prel. inventories, no. 30. (Washington: U.S. National Archives. 1951. Pp. 
35, processed.) 

SAGE, G, H. Basing-point pricing systems under the federal antitrust laws—a legal, busi- 
ness, and economic analysis. (St. Louis: Thomas Law Book Co. 1951. Pp. xvii, 381. $10.) ~ 


ABC’s of CMP; an outline of the principles and procedures of the Controlled Materials 
Plan. (V; shington: Nat. Production Authority. 1951. Pp. 15.) 


Defense Production Act amendments of 1951. Hearings before the Senate Committee on 
Banking and Currency, 82nd Cong., Ist sess., Aug. 30-Sept. 21, 1951. (Washington; Supt. 
Docs, 1951. Pp. 781. 


‘Defense Production Act amendments of 1951. Hearings before the House Committees on 
Banking and Currency, 82nd Cong., 1st sess., Oct. 9-10, 1951. (Washington: Supt. Docs. 
1951. Pp. 94.) l 

First annual report of the activity of'the Joint Committee on Defense Production, to- 
gether with materials on national defense production and controls. 82nd Cong. Senate 
rept. 1040. (Washington; Supt. Docs. 1951. Pp. 385.) 

Labor participation in defense mobilisation; report of the Senate Committee on Labor and 
Public Welfare, 82nd Cong., Ist sess., together with supplemental views of Mr. Taft. 
(Washington: Supt. Docs. 1951. Pp. 11) 

The mobilization program. Report of the House Committee on the Judiciary, 82nd Cong. 
Ist sess. House rept. 1217. (Washington: Supt. Docs. 1951. Pp. 104.) 

Investigates the impact of the mobilization program on concentration of economic 
power and on the maintenance of competition. 

The national defense Congress: summary of the legislative record of the 82nd Cong., 
1st sess, presented by Mr. McFarland, Oct. 19, 1951, (Washington: Supt. Docs, 1951, 
Pp. 68.) ` 

Patent extension, Hearings before subcommittee no. 3 of the House Committee on the 
Judiciary, &2nd Cong., Ist sess., June 20 and 22, Ti: (Washington: Supt. Docs. 1951. 
Pp. 121.) 

Price and wage controls. A statement on national sia by C.E.D, Research and Policy 
Committee. (New York: Committee for Econ. Development. 1951, Pp. 41. Single’ copy, 
gratis.) 

Problems of small business under the Controlled Materials Plan, Hearings before subcom- 
mittes no. 3 of the House Select Committee on Small aes 82nd PiE Ist sass. 
(Washington: Supt. Docs, 1951.) 


Problems of small business under the Controlled Materials Plan; hedge report of the 
House Select Committee on Small Business, 82nd Cong., ist sess. eyes agra: Supt. 
Docs. 1951. Pp. 35.) 
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Production and allocations. Joint hearing before the Committees on Banking and Currency 
and the Select Committee on Small Business, 82nd Cong., Ist sess., to hear Charles E. 
Wilson, director of Office of Defense Mobilization and Manly Fleischmann, administra- 
tor of the National sa Admin., Oct. 12, 1951. (Washington: Supt. Docs. 1951. 
Pp. 43.). 

Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power of the House Committee on the Judiciary, 82nd Cong., Ist sess, May 21-July 
26, 1951. Pt. 4, The mobilization program. (Washington: Supt. Docs, 1951. Pp..1060.) 


Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power of the House Committee on the Judiciary, 82nd Cong., Ist S235., July 11-Sept. 
14, 1951. Pt. 5. (Washington: Supt. Docs. 1951. Pp. 302.) 


Public Utilities; Transportation; Communications 


Forv, P. and Bounn, J. A. Coastwise shipping and the small ports. (Oxford: Basil Black- — 
well, 1951. Pp. 52. 10s., 6d.) 


JEANNENEY, J. M. and Cotrzarn, C. A. Economie et droit de Pectricité. (Paris: Ed. 
Domat-Montchrestien, for the Univ. of Grenoble. 1950. Pp. 276.) 


` Mone, C. C., compiler. Guide to the Illinois Central archives in the. Newberry Library 
1851-1906. (Chicago: The Newberry Library. 1951. Pp. xvi, 210. Apply.) a 

Nicwoison, J. L, Air transportation management—its practices and policies. (New York: 
John Wiley and Sons. London: Chapman and Hall, Ltd. 1951. Pp. xi, 441. $6.50.) 

_ Owen, W. Automobile transportation in defense of war. A report prepared {ur the De- 

fense Transport Admin. (Washington: Supt. Docs. 1951. Pp, ix, 68. 25c.) 


Smita, L. The power policy of Maine. (Perkeliy and Los Angeles: Univ. of California 
Press, 1951. Pp. vi, 344. $5.) 

Domestic land and water transportailon. Promise report of the Domestic Land and 
-Water Transportation Subcommittee of the Senate Committee on Interstate and Foreign 
Commerce, 82nd Cong., Ist sess., Oct. 19, 1951. (Washington: Supt. Docs. 1951. Pp: 
87.) 


Niagara Falls and Niagara River, N.Y. Hearings before a subcommittee of the Senate 
Committee on Public Works, 82nd Cong., 1st sess., Aug. 21 and 22, 1951. (Washington: 
Supt. Docs, 1951. Pp. 260.) 


Niagara power development. ` Hearings before the Subcommittee on Rivers and Harbors 
of the House Committee on Public Work, 82nd Cong., Ist sess., Sept. 19-21, 1951. (Wash- 
_ ington: Supt. Docs. 1951. Pp. 170.) 


- Preliminary abstract of railway statistics for the year ended Dec. 31, 1950. Pub. by Bur. 


of Transport Economics and Statistics, Interstate Commerce Commission. a Wasningron: 
Supt. Docs, 1951. Pp. 49.) 


“~ 


Industry Studies 
ALLEN, G. C. British industries and their organization, 3rd ed. (New York and London: 
Longmans; Green. 1951. Pp. xi, 289. $3.25.) 


GERSCHENKRON, A., assisted by ERLICH, A. A dollar index of Soviet machinery output; 
1927-28 to 1937. Rano rept. R-197. (Santa Monica: The Ranp Corp. 1951. Pp. v, 
357.) 


Lier, A. Harvey Firestone—jree man ‘of enterprise. With foreword by Allan Nevins. (New. 
Vork: McGraw-Hill 1951. Fp. xi, 324. $3.) 


Land Economics; Agricisltural Economics; Economic Geography . 
Baummorr, R. G. The dammed Missouri Valley, one sixth of our nation. (New York: 
A. Knopf. 1951.) 


Benegpict, M. R Food and feed reserves. Agric. Committee rok planning pamph. no. 
76. (Washington: Nat. Planning Assoc, 1951. Pp. iv, 47, 50c.) ` 
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Brooxs, E. M. and Kirgsrmre, J. W. Statistical handbook of agriculture in the United 
States. (Washington: Div. of Special Farm Statistics, Bur. of Agric. Econ. 1951. Pp. 94.) 

Gates, W. B., Jr. Michigan copper and Boston dollars—an economic history of the Michi- 

- gan copper mining industry. (Cambridge: Harvard Univ. Press. 1951. Pp. xiv, 301. $5.) 

Jvencar, S. K. Rural economic enquiries in the Hyderabad State 1949-51. (Hyderabad: 
-Government Press. 1951. Pp. xx, 658. Rs. 15/-.) 

LiosmrrR, E. Chief factors underlying general changes in rail jreight rates, with special 
reference to farm products, 1910-51. (Washington: Bur. of Agric, Econ, 1951. Pp. 58.) 

“Maas, A, A, Muddy waters: the Army Engineers and the nation’s rivers. Harvard pol. 
stud. (Cambridge: Harvard Univ. Press. 1951. Pp. 306.) 

Marsu, C. F., editor. The Hampton Roads communities in World War II. By the Hamp- 
ton Roads-Peninsula War Studies Committee, College of William and Mary. (Chapel 
Hill: Univ. of North Carolina Press. 1951. Pp, xv, 337. $6.) 

Monsy, D. L. Industry and planning in Stepeny—a report presented to the Stepney Re- 
construction Group. (London and New York: Geoffrey Cumberlege, Oxford Univ. 
Press, 1951. Pp. xv, 466, $5.50.) 

Rasmussen, W. D. A history of the emergency farm labor supply program 1943-47, Agric. 
monog. no. 13. (Washington: Supt. Docs. 1951. Pp. 298.) 

WarDweEL., C. A. R., Regional trends in the United States economy. (Washington: Bur. 
of Foreign and Domestic Commerce, Office of Bus. Econ. 1951. Pp, 121.) 

Administration of natural resources; a selected list of references. (Knoxville: Tennessee 
Valley Authority, Technical Library. 1951. Pp. 16, processed.) 

Agricultural production and food consumption in western Europe. Pub. of Office of 
Foreign Agric. Relations. Agric. monog. 10.. (Washington: Supt. Docs, 1951. Pp. 66.) 

Baltimore in important competition, Stud. in bus, and econ., vol. 5, no. 3. (College Park: 
Univ. of Maryland, 1951. Pp. 22.) oO, 

Crops and markets, 1951 edition. Prepared by Bur. of Agric. Econ, (Washington: Supt. 
Docs. 1951. Pp. 144.) 

An interpretation of the recommendations of the President’s Water Resources Policy 
Commission before the Subcommittee on Irrigation and Reclamation, House Committee 
on Interior and Insular A fairs, 82nd Cong., Ist sess., May 18-22, 1951. (Washington: 
Supt. Docs. 1951. Pp. 67.) 

Mid-century Alaska. Pub. of Office of Tantone, Dept. of Interior. (Washington: Supt. 
Docs, 1951. Pp. 155.) 

Rebuilding the federal range: a resource conservation and development program. Pub. of 
Bur. of Land Management, Dept. of the Interior. (Washington: Supt. Docs. 1951. 
Pp. 23.) X 

Regional studies of the Australian woolgrowing industry. I, Australian Capital territory. 
II, Longreach-Blackall district; Queensland. (Canberra: Bur. Agric. Econ., Dept. of 
Commerce and Agric. 1951. Pp. viii, 65.) 


Labor 


Baxer, H. and Benyamin, H. C., compilers. The office library of an industrial relations 
executive 1951. 6th ed. (Princeton: Indus. Relations Section, Princeton Daly; 1951. Pp. 
vi, 42.) 

Bouvier, E., S.J. Neither right nor left in labor relations. (Montreal: Indus. Relations 
Section, Univ. of'Montreal. 1951. Pp. 203.) 

Dupin, R., editor. Human relations in administration—the sociology of organization— 
with readings and cases, (New York: Prentice-Hall. 1951. Pp. xvii, 573. $5.50.) 

Nokturup, H. R. Strike controls in essential industries. Stud. in bus. econ. no. 30. (New 
York: Nat. Indus. Conference Board. 1951. Pp, 56.) ` ; 
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Prrerson, F. American labor unions—what they are and how they work. Rev. ed. (New | 


York: Harper and Bros, 1952. Pp. xii, 270. $3.50.) 


SHARP, I. G. Industrial conciliation and arbitration in Great Britain. ore Allen and 
- Unwin; 1951. Pp. v, 466, 25s.) 


STEINER, G. V. Legislation by collective bargaining—the agreed bill in Illinois unemploy- 
ment compensation legislation, (Champaign: Inst. of Indus. PERDER Univ. of Minois. 
1951. Pp. v, 61. Paper, $1; cloth, $1.50.) 


Warren, E. L. The settlement: of labor-management disputes, (Rio Piedras: Univ. of 
Puerto Rico Press. 1951. Pp. 75.) 


‘ZINKE, G. W. Minnequa plant of Colorado Fuel and Iron Corporation and two locals of 
United Steelworkers of America. Case stud. no. 9, prepared for the NPA Committee on 
the! Causes of Industrial Peace under Collective Bargaining. (Washington: Nat. Plan- 
ning Assoc. 1951. Pp. xvi, 93. $1.) 

To amend the National Labor Relations Act, 1947, with respect to the building and con~ 
struction industry. Hearings before the Subcommittee on Labor und Labor-Management 
Relations of the Senate Committee on Labor and Public Welfare, 82nd Cong., Ist sess., 
Aug. 27-Sept. 4, 1951. (Washington: Supt. Docs, 1951. Pp. 238.) 

. Communist domination of certain unions. Report of the Subcommittee on Labor and 

Labor-Management Relations of the Senate Committee on Labor and Public Welfare, 

- 82nd Cong., 1st sess. (Washington: Supt. Docs, 1951. Pp. üi, 133.) 2 


"Fact book on manpower; selected statistics on the population and labor force of ka 


-United States, on its industrial and occupational distribution and on potential man- 
power resources under conditions of national emergency. Prepared in the BLS Div. of 
Manpower and Employment Statistics. (Washington: Supt. Docs. 1951. Pp. 43.) 


Factors in successful collective bargaining; report of the Subcommittee on Labor and 


Labor-Management Relations of the Senate Committee on Labor and Public Welfare, 
82nd Cong., 1st sess. Prepared for the Subcommittee by Gustav jiz eee Ref- 
erence Service, (Washington: Supt. Docs. 1951, Pp. 57.) 

International Labour Office publications, Geneva, Switzerland: 


General report. Rept. I, Inland Transport Committee, fourth sess., Genoa, 1951. Pp. vi, 
134. 


Minimum standards of social security. Rept. V(a) (1). International Labour Conference, . 


35th sess., 1952. Pp. 96. 

Protection of young workers employed underground in coal mines. Rept. IX (1), Inter- 
national Labour Conference, 35th sess., 1952. Pp. iv, 112. 

Rights of performers in broadcasting, television and the mechanical reproduction of 
sound. Rept. IU, Advisory Committee on Salaried Employees and Professional Work- 
ers, 2nd sess., Geneva, 1952. Pp. 85. 

Vocational training in Latin America. Stud. and repts., n.s. no. 28.1951. Pp. iv, 319, 
$2. 

Labour organisation in Canada—fortieth annual report 1950-51 edition. Published by the 

Econ. and Research ‘Branch, Dept. of Labour. (Ottawa: Edmond Cloutier, 1951. Pp. 

88.) 


Labor -participation in defense mobilization. Report of the Senate Committee on Labor 
and Public Welfare, 82nd Cong., 1st sess., together with the supplemental views of Mr. - 


Taft, Oct. 18, 1951. (Washington: Supt. Docs, 1951. Pp. 11.) 

- To legalize maritime kiring halls. Hearing before the Subcommittee on Labor and Labor- 
Management Relations of the Senate Committee on Labor and Public Welfare, 82nd 
Cong., 1st sess., June 15, 1951. (Washington: Supt. Docs. 1951. Pp. 140.) 


Manpower and partial mobilization. Prepared by the Bur. of- Employment. Security. 
(Washington: Supt. Docs. 1951. Pp. 56.) 


Productivity trends in selected industries—indexes through 1950, Bur. of Lab. Statistics 


_ bull. no. 1046. (Washington : Supt. Docs. 1951. Pp. iv, 83. 45c.) 


- 


I - 


TITLES OF NEW BOOKS - 231 


Report of the Department of Labour for the fiscal year ending March 31, 1951. (Ottawa: 
Edmond Cloutier. 1951. Pp. 85. 25c.) f 


A report on wage stabilisation covering the period May 8-Aug. 29, 1951. (Washington: 
Wage Stabilization Board. 1951. Pp. 12.) 


Wage Stabilization Board—report of the Senate Committee on Labor and Public Welfare, 
82nd Cong., Ist sess., on the disputes functions of the Wage Stabilization Board, 1951, 
together. with the individual views of Mr. Taft. (Washington: Supt. Docs. 1951. Pp. 11.) 

Wage stabilization program. Hearings before the Subcommittee on Labor and Labor- 
Management Relations of the Senate Committee on Labor and Public: Welfare, 82nd 
Cong., Ist sess, May 17-June 7, 1951. (Washington: Supt. Docs, 1951. Pp. 225.) 


Population; Social Welfare and Living Standards 


Brannon, T. J. and Breuer, W. R. Digest of selected health, insurance, welfare and re- 
tirement plans under collective bargaining. BLS special ser. no. 6. (Washington: Bur. 
Lab. Statistics, Dept. of Lab. 1951. Pp. 99.) 

Developments in consumers ‘cooperatives in 1950: a record of the jeas events. BLS 
bull. no. 1030. (Washington: Supt. Docs. 1951. Pp. 21.) 

Organization and management of consumers’ cooperatives. BLS bull. no. 1024. (Washing- 
ton: Supt. Docs. 1951. Pp. 99.) 

United States censuses of population and housing, 1950—key to published and tabulated 


data for small areas. Pub. of Bur. of the Census. (Washington: Supt. Docs. 1951. Pp. 
50.) 


Unclassified Items 


LERNER, D. and LassweLL H. D. editors. The policy sciences—receni developments in 
scope and method. Hoover Inst. ‘stud. (Stanford: Stanford Univ. Press. 1951. Pp. xiv, 
344, $7.50.) ; 

Parsons, T. The social system. (Glencoe, IL: The Free Press. 1951. Pp. xviii, 575. $6.) 

and Suis, E. A., editors. Toward a general theory of action, (Cambridge: 
Harvard Univ. Press. 1951. Pp. xi, 506. $7.50.) 
Among contributors to the study are E. C. Tolman, G. W. Allport, C. Kluckhohn, 
H. A. Murray, R. R. Sears, R. C. Sheldon, and S. A. Stouffer. 

RosENBERG, H. H. and Hussert, E. Opportunities for federally sponsored social science 
research. (Washington: Syracuse Univ. Research Office. 1951. Pp. 52.) 

The Carnegie Foundation for the Advancement of Teaching forty-sixth annual report, 
1950-51. (New York: Carnegie Foundation for the Advancement of Teaching, 1951. 
Pp. 65.) 

The economic almanac 1951-1952. 11th issue. A handbook of useful facts about business, 
labor and government in the United States and other areas. (New York: Nat. Indus. 
Conference Board. 1951. Pp. xii, 663.) 

National Institute of Economic and Social Research. Annual report 1949-50. (ondon: 

- Nat. Inst. of Econ. and Soc. Research. 1950, Pp. 31.) 


The National Institute of Economic and Social Research annual report 1951. (London: 
Nat. Inst. of Econ. -and Soc. Research. 1951. Pp. 32.) 

Rational decision-making and economic behavior. 19th Annual report of the Cowles Com- 
mission for Research in Economics. (Chicago: The Univ. of Chicago. 1951. Pp. 65.) 
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Economic Theory; General Economics 
eae: ‘J. Das problem der wirtschaftlichen entwicklung. Zeitschr. f. die Ges. Stadtewisk i 
vol. 107, no. 4, 1951. Pp. 11. 
ARMSTRONG, W, E. Utility and tke theory of welfare. Oxford Econ. Papers, Oct., 1951. 
Pp. 13. 
Arrow, K. J. Alternative approaches to the IY of choice in risk-taking situations. 
Econometrica, Oct., 1951. Pp. 34. 
. Littles Critique of Welfare ipaomiie Am. Econ. Rev., Dec., 1951. Pp. 12. 
- BUCHANAN, J. M. Knut Wicksell on marginal cost pricing. So. Econ. Jour., Oct., 1951. Pp. 
6. 
Cameron, B. The construction of the Leontief system. Rev. Econ. Stud., vol. xix(1), no. 
48, 1950-51. Pp. 9. ` 
CARTWRIGHT, P. W. Marginalism a: price theory reconsidered. Canadian Jour. Econ. 
and Pol. Sci., Nov., 1951. Pp. 7. 
- CLEMENS, E. W. Price discrimination and the multiple-product firm. EEV i Stud., 
vol. xix(1), no. 48, 1950-51. Pp. 11. 
Crosara, A. Sopravalori psicologici colleganti curve di indifferensa di Edgeworth e curva 
di esborso. Econ. Internaz., Aug., 1951. Pp. 16. 
Denrm, R. Disequilzbrium-pricing versus inconsistent preferences in unemployment theory. 
Canadian Jour. Econ: and Pol. Sci, Nov., 1951. Pp. 7. 
Denis, H. Théorie et réalité dans Vanalyse de Péquilibre de la firme. Rev. Econ., Nov., 
1951. Pp. 23. 
DE Roover, R. Monopoly theory ae to Adam Smith: a revision. Quart. Jour. Econ., 
`Nov., 1951. Pp. 33. 
HawTrey, R. G. The nature of profit. Econ. Jour., Sept., 1951. Pp. 16. 
HrsataxE, M. Fundamental problems of comparative statics. Annals of the Hitotsubashi 
Academy, Oct., 1951. Pp. 10. 
Isard, W. Interregional and regional input-output analysis: a model of a space-economy. 
Rev. Econ. and Stat., Nov., 1951. Pp. 11. 
- Koyma, K. Ricardo’s theory of international balance of payments equilibrium, Annals 
of the Hitotsubashi Academy, Oct., 1951. Pp. 17. 
Koopmans, T. C. Efficient allocation of resources. Econometrica, Oct., 1951. Pp. 11. 
LierMaANN-Kew, E. Zur entwicklung der verteilungstheorie. Eine dogmengeschichtliche 
Studie sum 100. geburtstag von Wicksell und von Wieser. Jahrb. f. Nationalék. und 
Statistik, Nov., 1951. Pp. 29. 
MEEK, R. L. Physiocracy and the early theories of under-consumption. PoS Aug,, 
1951. Pp, 41. 
MEINHOLD, H. Zur angewandten theorie der wirtschaftsordnung. Zeitschr. f. die Ges. 
Staatswiss., vol. 107, no. 4, 1951. Pp. 17. 
Mostetter, F. and Noarz, P. An experimental measurement of utility. Jour. Pol. Econ., 
Oct., 1951. Pp. 34. 
Oxtver, H. M., Jr. and STRoTZ, R. H.-Long-run marginal cost and fluctuating putea: So. 
Econ. Jour., Oct.; 1951. Pp. 13. ; 


Rrrrio, G. Die mdeterminierthett des preissystems. B: das ungentigen der theorie der 
wahlakte und die lösung des problems. Jahrb. Sozialwissensch., vol. 2, no. 1, 1951. 
Pp. 30. 

RotHparp, M. N. Praxeology: reply to Mr. Schuller. Am. Econ. Rev., Dec., 1951. Pp. 4, 
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Scorr, J. O., Jr. An E of the Keynesian system.-Rev. Econ. Stud., vol. xix(1), 
no. 48, 1950-51. Pp, 7 


SMITHIES, A. Reflections on the work and influence of Jokn Maynard Keynes. Quart. 
Jour. Econ., Nov., 1951. Pp. 25. 


STIGLER, G. J. E Maodo matemático en la economia. El Trimestre Econ., July-Sept., 1951. 
Pp. 12. 


TakawasHI, T. Of the logical character of the monetary economy. Annals of the 
Hitotsubashi Academy, Oct., 1951. Pp. 10. 


Tayior, O. H. Schumpeter and Marx: imperialism and social classes in the Schumpeterian 
system. Quart. Jour, Econ., Nov., 1951. Pp. 31. - 


Une, C. G. Knut Wicksell—a centennial evaluation. Am. Econ. Rev., Dec., 1951. Pp. 32. 


Economic History; National Economies 


_ Borre, J. H. Agrarian reforms in the Far East. Am. Jour. Soc., Jan., 1952. Pp. 10. 


BRITNELL, G. E. Problems of economic and social change in Guatemala. Canadian Jour. 
Econ. and Pol. Sci., Nov., 1951. Pp. 14. 


FAUVEL, L. Les conséquences économiques du réarmement en France. Econ. Internaz., 
Aug., 1951. Pp, 22. 


Hecxscuer, E. F. Survey of Sweden’s economic evolution. Econ. Conditions and Banking . 
‘Problems (Stockholm), 1950. Pp. 15. 


Herpuan, H. The economic problem of denationalization, Pol. Sci. Quart., Dec., 1951. ~ 
Pp. 62, ` 


Jounston, B. F. Agricultural productivity and economic development in Japan. Jour. 
Pol. Econ., Dec., 1951. Pp. 16. 


NAKkavaMA, I. Evaluation of the Japanese economy, Annals of the Hitotsubashi Academy, 
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NOTES T 
EDITORIAL NOTE 


In departing after daen years from the duties of managing editor of the Review, my - 
‘valedictory will consist mainly of a quotation from my last report to the Executive Commit- 
tee of the American Economic Association, as follows: 

“T wish to express to the members of the Executive Committee, past and present, my 
thanks for their counsel and for the sense which they have given me of their confidence 
and support. I wish to testify also to the peculiar consclentiousness and competence with 
which the members of the Board of Editors have performed their services. It has been 
a point of particular satisfaction, and an element inseparable from the quality of the 
Review, that the most gifted younger economists have been willing to serve on this 
Board. To them should be directed a large share of the appreciative and encouraging 
words which have come my way. Such words, it may be said in passing, always arouse in 
me a sense of surprise, since in the editorial chair one is mainly conscious of short- 
comings, of product short of aspiration and plans short of fulfillment. 

“Finally, I must express my great satisfaction that the Executive Committee has placed _ 
the succession in the highly competent hands of Professor Haley. To him I can report 
that the pleasant and rewarding features of the editorship far outweigh what our fore- 
fathers called the ‘trials and tribulations.’ The sense of constructive contribution to one’s 
_ Profession and the breadth and warmth of the personal relations which can spring up, 
even under the circumstance of having to pass out disappointments and to render severe 
critical judgments, are among the rewards. Even the unending routine has its own fascina- 
tion, The piles of manuscript, the ranks of books are always beckoning to tasks that are 
‘never finished and never adequately performed. It is only by an act of will, or by some 
principle of economizing effort, that one ever succeeds in reserving the time for one’s other 
and major preoccupations, Without the least sense of wasted eon one could permit the 
editorship to expand almost into a full-time job. 

“There are, it is true, hazards in the sphere of human relations, arising especially out of 
the outraged feelings of the authors of books reviewed and the severe curbs I have felt 
it necessary to place upon assigning space to their rebuttals. And there are pits into which 
the editorial judgment may fall. But in retrospect I am amazed at how little trouble has 
arisen from these sources. I count it some sort of triumph, more of the human spirit than 
of my performance, that I have been denounced only twice to this Committee and can 
count Serious controversies on the fingers of one hand.” 

_ To this statement I wish only to add that my greatest a arises, in retro- 
spect, from a sense of having aided a long Hst of young men to perfect their earliest con- 
tributions to economics and to establish these qualities in the competition of the public 
forum. 
My thanks, to be adequate, must reach to hdndead of persons who have seid kind- 
hess, encouragement, assistance and personal consideration along the way. 
Paul T. Homan 


Hereafter all manuscripts and editorial correspondence relating to the American Eco- 
nomic Review should be directed to Bernard F, Haley, Managing Editor, American Eco- 
nomic Review, Stanford University, Stanford, California. 
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Frank H. Knight, of the University of Chicago, has been appointed chairman of the 
American Economic Association nominating committee for the current year. He would 
appreciate having suggestions for. officers for next year at as early a date as poe 


EXCHANGE OF Back NUMBERS OF THE American Economic Review 


Inquiries concerning the availability of back numbers of the American Economic Review, 
the Papers and Proceedings, and other publications of the Association should be directed 
to Dr. James Washington Bell, Secretary, American Economic Association, Evanston, Ili- 
nois. While the Association is not equipped to serve as a dealer in secondhand copies of 
our publications, it is our wish to be helpful to members and others who have a problem 
of filling gaps in files or want old numbers for one reason or another. We also keep our 
list of past publications up to date and furnish back numbers still in print. During the 
postwar period we substantially reduced our inventory and more gaps are now appearing 
in the list of numbers still available, but we make an effort to buy back numbers which 
are missing and still in demand by running advertisements in the Review. We also furnish 
the names of dealers in the market who handle secondhand periodicals. 

For the time being, we are prepared to announce applications for purchase of old copies 
and also the old copies for sale. 

Another aspect of the matter of back copies is the desire of foreign universities to build 
up their files, especially for the postwar years, without having the dollar funds to buy 
them. Recently, for example, an American scholar at the University of Ankara, Turkey, 
has expressed the great desire for copies prior to 1949. We should be glad to hear from 
- persons willing to contribute back files for this purpose. 


RESEARCH FELLOWSHIPS 


The Carnegie Corporation of New York, on November 20, 1951, made a grant of funds 
to the Council on Foreign Relations for the establishment of several research fellowships, 
which will be open to men with the rank of assistant or associate professor, for work in 
New York.. 

Each fellow will be expected during his term of appointment to undertake original 
research with a view to publication either under Council auspices or through other chan- 


_ nels, 


For further information applicants should address Dr. Percy W. Bidwell, Director of 
Studies, Council on Foreign Relations, 58 East 68th Street, New York 21, New York. 


~ Deaths 
Ingvald W. Alm, of the department of accounting, Indiana University, died on September 
26, 1951. . 
Harry M. Cassidy, professor of social welfare and director of the School of Social Work, 
University of Toronto, died November 2, 1951. 


Arthur D. Gayer, professor of economics and chairman of the department of economics, 
Queens College of the City of New York, and lecturer in economics, Graduate School of 
Arts and Sciences, New York University, died November 17, 1951. 


Roswell C. McCrea, former dean of the Graduate School of Business and Hepbum 
professor of economics, Columbia University, died July 3, 1951. 


Appoinimenis and Resignations 
Anthony L. Angeline has been appointed instructor in economics at the College of Saint 
Elizabeth. 
T. S. Ashton, of the London School of Economics, has been appointed visiting pro- 
fessor at the Johns Hopkins University in the current term. 
Henry Bardach is now international economist with the Department of State, Wash- 
ington, D.C. 


~~ 
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. Joseph Begando, nade of the University of Illinois, is assistant ae of market- 
ing at the University of Kansas. a 

J. Russell Boner, recently returned from more than four years’ service with ESS-SCAP 
in Japan, i is now branch economist i in the Apparel Branch of the Office of Price Stabiliza- 
tion. 

R. W. Bradbury, formerly of the University of Florida, has joined me e Department of 
State as economic officer, American Consulate, São Paulo, Brazil. , 
George F. Break has been appointed assistant professor. of economics and research 

_ assistant in the Institute of Industrial Relations, University of California, Berkeley. 

Hans Brems has resigned as assistant professor of economics at the University of 
Copenhagen, Denmark and is now lecturer in economics at the University of California, 
- Berkeley. 

Martin Bronfenbrenner is on leave from the University of Wisconsin this: semester to 
study problems related to the integration of the Japanese and the Southeast Asian econo- 
mies at the ECAFE Headquarters-in Bangkok, Thailand. 

Yale Brozen has returned to Northwestern University after e year’s leave of absence to 
conduct research under a grant from the Rockefeller F oundation. 

_ James À. Brunner has resigned from Oreto College to pr pocong assistant professor of 
, marketing at the University of Toledo. 

Arthur R. Burns will succeed James W. ace as executive officer of the decartmient 
of economics at Columbia University beginning with the spring session. 

Alfred F. Chalk has been granted leave of absence from the A. and M. College of Texas 

to accept an appointment with the regional Wage Stabilization Board in Dallas. ` 
` ` Edward H. Chamberlin, of Harvard University, was awarded the honorary degree Dr. 
- Honoris Causa by the University of Paris in December, 1951. 

J. M. Clark has been appointed the first occupant of a new chair in political economy 
at Columbia University named in honor of his father, the late John Bates Clark. 

Elliott S. Clifton has been promoted to the rank of assistant professor in the a a 
of economics and sociology at Iowa State College. . 

C. M. Crawford, on leave of absence from the University of pene is idok in 
marketing at the University of Ilinois. 7 


_ Keith Davis has-been appointed associate Bento department of NRE School 
_ of Business, Indiana University. 


Milton Derber has been appointed acting direcor of the University of Tipo Institute 
of Labor.and Industrial Relations.. 


Robert C. Earnest, formerly of the Ohio state University, has joined the business finance 
staff of the Kansas State College. — 
John B. Ewing, labor economist of the Bureau of Employment Seuriiy, Department of 
“Labor, has been made a member of the Other Nations Affiliation Committee of the Inter- 
national Association of Public Employment Services. 


Dwight Gentry has been appointed associate polei of marketing at Wake Forest 
University. ` ; 


‘Carter Goodrich, of Columbia University, is on a United Nations mission in Bolivia. 
‘Michael Gort has been appointed lecturer in economics, University of Galifornia, 
Berkeley. i . 
Dean Gregory has accepted an appointment’ to take charge of the Dhahran, Saudi 


Arabia branch of the American International College established there for the Air Force and ` 
the Arabian-American Ofl Company. : 


Edward. W. Hanczaryck, of Northwestern University, has ui NE EE assistant pro- 
fessor of economics and business administration at West Virginia University. ` 


meee T 
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Ernest C. Harvey, formerly of the Institute of Science and Technology, University of 
Arkansas, has joined the staff of the Tennessee Valley Authority as‘ industrial economist. 
in the Division of Regional Studies. = 


Marion Hathway, formerly of the University of Pittsburgh, has succeeded Miss Florence 
Peterson as director of the department of social economy at Bryn Mawr College. 


Donald R. Hodgman has been appointed assistant professor of economics and research 
assistant in the Institute of Slavic Studies, University of California, Berkeley. 


J. Fred Holly has been named head of the economics eee University of Ten- 
nesses, 


Morris Horowitz has resigned foe the University of Illinois to become acting director 
of the Office of Case Analysis of the Wage Stabilization Board in Washington, D.C. 


Rate A, Howell, formerly of Washington State College, has become an instructor in 
business law at the Ohio State University. 


Thomas S, Isaack, of Indiana University, has been appointed assistant professor_of eco- 
nomics and business administration at West Virginia University. 


Bruce Kelly has been appointed instructor in economics at the University of Florida. 


J. W. Kennedy has resigned from the University of Florida to accept an appointment 
as associate professor of economics at Alabama Polytechnic Institute. 


John A. Kirkpatrick has been appointed instructor in economics at A. and M. College of 
Texas. ` 


Himy Kirshen, of the University of Malne, is a visiting professor at the University of. 
Wisconsin in the current semester. 


Richard L. Kozelka is on part-time leave from the University of Minnesota to conduct 


‘a survey, sponsored by the American Association of Collegiate Schools of Business and 


Beta Gamma Sigma, aimed to develop more useful standards of professional training. 


Carl Kreider has been granted a three-year leave of absence from Goshen College to 
accept an appointment as dean of the College of Liberal Arts of the International Chris- 
tian University now being organized in Japan. 


Kenneth Lambert, of the Ohio State University, has been anpaintel assistant professor 
of economics and business administration at West Virginia University. 


' John D. Langum has been appointed professor of business administration, School of 
Business, Indiana University. 


John M. Letiche has been promoted to the rank of assistant professor of conons 
University of California, Berkeley. 


Robert T. McMillan is currently on leave from Alabama Polytechnic Institute to serve 
as Economic Cooperation Administration consultant in the Farm Rehabilitation, Program 
in the Philippine Islands, 


Charles E. Meyerding has been appointed to the faculty of the University of Minne- 
sota. 


J. E. Morton, on leave from Cornell University, is director of the Survey of Statistical 
Operations of the Bureau of Mines, Department of Interior, a survey undertaken by the 
American Statistical Association on behalf of the Bureau of Mines. 


Sanford A. Mosk has been promoted to professor of economics at the University of - | 


California, Berkeley, 

Lawrence B. Myers is serving as economist with the Economic eoopetedon Administra- 
tion in Greece. 

Thaddeus J. Obal has joined the research staff of the Joint Committee on the Economic 
Report as associate economist. 

Robert W. Oliver has been appointed visiting assistant professor of economics at the 
University of Southern California. 


Joseph D. Phillips; formerly of the University of California at Santa Barbara, has joined 


the faculty o: Champlain College as eae professor of economics, 


A 
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Walter Polner, formerly of the University of Wisconsin, has been appointed instructor in 
labor and industrial relations and extension in the University of Tlinois Institute of Labor 
and Industrial Relations. 

Nathan Reich has been promoted to professor of economics at Hunter College. 

Samuel B. Richmond has been promoted to assistant professor of business statistics, 
Graduate School of Business, Columbia University. 

Vernon W. Ruttan, formerly of the University of Chicago, has joined the staff of the 
Tennessee Valley Authority as industrial economist in the Division of Regional Studies. 

John Sagan has been appointed economic analyst for the Ford Motor Company at Dear- 
born, Michigan,- 

Roy T. Shaw, Jr., has Sed from the Ohio State University to become head of the 
department of marketing at the Texas Technological Institute in Lubbock, Texas. - 

Robert T. Sprouse has been nee to the teaching faculty of the University of 
Minnesota. 

H. Ellsworth Steele has been iomoied to research professor in the department of eco- 
nomics and business administration at Alabama Polytechnic Institute. 

Charles J. Stokes, on leave from Atlantic Union College, is serving as director of re- 
search, Office of Price Stabilization, Region I (New England). 

Norman E. Taylor has resumed teaching at the University of Minnesota, 

Joseph Thompson, formerly of the University of Ilinois, is now instructor in marketing 
at Michigan State College. 

L. Reed Tripp has been granted a second-semester leave from the University of Wis- 
consin to gerve as chief economist of the Wage Stabilization Board, Washington, D.C. 

Harold G. Vatter, of Oregon State College, has joined the faculty of Champlain College 
as associate professor of economics. 

Wellington J. Voss is lecturer in economics in the Graduate School of Social Science, 
Catholic University of America. 

_ John J. Walsh has retired from teaching in the Graduate School of Social Science, 
Catholic University of America. 

Frank B. Ward has succeeded Theodore W. Glocker as dean of the College of Business 
Administration of the University of Tennessee. 

Nugent Wedding has been promoted from assistant professor to associate professor of 
marketing at the University of Minois. 

Robert S. Weinberg has left Market Data Research Associates and Columbia University 
to resume active duty with the Air Force as Project SCOOP liaison officer to the Air 
Material Command, Wright-Patterson Air Force Base, Dayton, Ohio. 

Clarence M. Weiner, formerly senior management analyst of Survey Institute, Inc., has 
accepted an appointment-as assistant director of the research and engineering department, 
United Auto Workers—CIO, in Detroit. 

Alvin B. Wooten has been appointed instructor in economics at the A. and M. College 
of Texas, 

Frederick B. Wright, of Pennsylvania State College, has been appointed instructor in 
economics and business administration at West Virginia University. 

Mary M. Zender has been promoted from lecturer to Beate professor of social 
economy at mae Mawr College. 
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THE CURRENT STATE OF PROFIT THEORY 


By Ricuarp M. Davis* 


It is commonplace that economists spend a discouraging proportion 
of their working time in controversy over definition. It may be less 
commonplace, although surely not original, that much of that difficulty 
_ arises from failure to recognize the implications of an elementary prin- 
ciple of taxonomy: when the point of view from which phenomena are 
classified is changed, alterations in both the composition and behavior 
of the groups observed must be expected. This means, for instance, 
that when people are classified according to their rôle in the productive 
process, we should not expect to find the same people in the'same groups 
as when they are classified according to the supply conditions of their 
services or according to the degree of perfection of the markets in 
which they sell those services. Nevertheless, by a series of linguistic ~ 
accidents we find ourselves using the same term for quite diverse 
collections of phenomena and have been misled into thinking that we 
are talking about the same groups simply because we have given them 
the same names. : 

Nowhere is the failure to keep terminology consistent more painfully 
apparent than in distribution theory. The present paper will examine . 
the field of current profit theory. The anarchic condition of that theory 
is notorious; that that condition is largely due to verbal disagreements - 
is widely suspected; that those verbal disagreements are largely the 
result of simple failure to observe the most elementary principles of 
classification may become evident as the discussion progresses. My 
observations will deal with three principal areas: (1) efforts to refine 


* The author is assistant professor of economics at Lehigh University. He wishes to 
express his grateful acknowledgement of the criticism and suggestions he has received from 
Professor H, M. Diamond, Professor E. W. Bratt and Mr. Herbert Fraser, all of Lehigh. 
University. 
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further the concept of profit as an element in individual incomes; (2) 
- efforts to define profit as the income of a definable class in the economic 
and social population; (3) efforts to relate the concept of profit as a 
distributive share to the discussion of the determinants of such macro- 
economic variables as income and employment. 
- -The preconceptions of the theory discussed in the first section are 
derived from J. B. Clark’s view of profit as a purely dynamic surplus, 
an unimputed element in the income of business enterprises. The 
approach to the problems which arise in viewing profit as a concrete 
distributive share, discussed in the second section, is reminiscent of the 
classical economists as well as of Marx and Veblen. The problem of 
classifying the economic population consistently from the point of view 
. of the function performed and the type of income received is critical. 
My preferred solution of the dilemmas which arise here admittedly 
destroys more than it salvages of this type of profit theory. In the 
third section, the way in which the Clark type of profit theory may be 
related to the problem of aggregate income determination is briefly 
considered, Schumpeter’s theory is cited in this context. I then consider 
. more extensively and critically the rôle which profit as a concrete - 
distributive share has been made to play by certain economists in the 
determination of aggregate income. The problem of consistency in 
classifying the economic population again assumes the crucial rôle in'the 
discussion. In the concluding section, the pivotal position. which the 
concept of the business enterprise as a decision-making unit holds in 
distribution and allocation theory is emphasized. 


I. Profit as an Element in I ndividual Incomes — 


- Most of us have been taught to view profit as a residue from some sort 
of imputation process. That is, after a business enterprise has paid for 
its materials, its hired laborers, the rent on its hired equipment, depreci- 
ation of its owned equipment, and the interest on its borrowed funds, a 
residual corresponding. to accounting profit remains. But some enter- 
prises own some or all of their income-yielding assets and in some the 
labor of management—and even other labor—is performed by the pro- 
prietor. We are accustomed to impute to such services a value which we | 
treat as a cost, The ` second remainder we have called “pure” profit. 
Profit theory has consisted in the attempts to account for that residual. 
It was quite clear that in a static, riskless and competitive world no 
such residuals could exist. This was a famous feature of the models of 
J. B. Clark and Leon Walras. It fell to Professor Frank Knight, as 
Professor J. Fred Weston reminds us,* to point out that uncertainty is 


+4 Generalized Uncertainty ate of Profit,” Am. Econ. Rev., Vol. XL, No. 1 (March, 
1950), pp. 41-42. 
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the necessary and sufficient condition for such residuals to occur. 

Professor Weston takes the next step: since profit is the result of 
uncertainty and since “uncertainty results in the deviation of actual 
returns from. expected returns,” then profit should be defined as the 
-extent of that deviation, or, as he puts it, “the difference between ex ante 
and ex post incomes.’” Thus Professor Clark’s refinement is now carried 
further and from “pure”. profit is distilled an even purer profit. No 
breath or taint of functional return is permitted to remain. There is 
left purely a measure of error in forecasting. Only a part of the net 
revenue of the traditional diagram depicting the cost-and revenue situa- 
tion of the individual firm is now to be designated as profit, viz., that 
part which is unanticipated by the enterprise itself. 

It is true, of course, that as people form their anticipations of costs 
and revenues there may be a divergence between the anticipated 
total cost and the anticipated total revenue. Weston wishes to call 
- this. divergence (the anticipated net revenue) quasi-rent and the di- 
vergence between anticipated net revenue and actual or ex post net 
revenue, profit. This use of the term quasi-rent conceals thé entire — 
process of imputation. A firm’s net income may be divided into two 
parts: the part which is imputed to those assets which the firm owns or 
to its market position (good will) and the part which is not so imputed. 
The former type of income is that which we call rent, or quasi-rent in 
so far as the assets involved are not specific to the firm and are mobile 
so that the income so imputed will tend to disappear. The unimputed 
part it has been customary to designate as profit.* Now the distinction ` 
between imputed and unimputed net income does not necessarily cor- 
respond to the distinction between net returns ex ante and ex post which 
Weston draws. The former distinction may, for instance, represent in 
= part the difference between the entrepreneur’s anticipations and those 
reflected in the market. 

The firm’s own market position, its managerial tradition, ‘the morale 
of its employees may all be factors which, while theoretically capitaliz- 
able, are not capitalized accurately in practice or perhaps not at-all 
until such time as the ownership of the firm changes hands. In general, 
a change in data which creates net revenue for a firm will be followed 
only after some lag by the entry of new firms or by increases in the 
purchases of the previous firms of assets and services necessary to take 
advantage of the new situation. In the process new prices will prevail 
for those services and those who provide them will revalue them accord- 
ingly. This TONNIE vague process is what is meant by imputation.’ 

a Ibid., p. 46. 


_ °Cf. Fritz Machlup, Compia. Pliopoly and Profit,” Economica, Vol. IX (new ser. J, 
No. 3 (Feb., 1942), p. 20. 
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Change and uncertainty necessitate such lags in the process. The lags ` 
mean that there'is at any given time for any given firm an unimputed 
net income. That unimputed net income is not necessarily unanticipated 
by the frm in question. Whether the term profit should continue to be. 
used for that unimputed income or should be restricted to that part of 
it which is unanticipated by the management of the enterprise appears to 
. the writer to be a matter of taste. Professor Weston appears to feel that 
substituting the term “unanticipated” for “unimputed” in the definition 
~~ of profit will contribute to accuracy and understanding. The older usage, 

however, does relate the enterprise to its entire market situation and 
describes the revenues arising in it in terms of that situation. It takes 
account of the immobilities-and indivisibilities of the economic world in 
: adjusting to known changes in data as well as simple errors in forecast- 
ing on the part of individual enterprises. 

Whether we speak of unimputed or, more narrowly, of ‘unanticipated 
returns, it is true that we deal here with some species of economic 
surplus, It is improper to speak of such surpluses as constituting a dis- 
tributive share. More accurately, they simply represent disequilibria 


inthe general price system.* To be sure, as Professor Weston maintains, 


his conception of profit (and, we. may add, the more genéral conception) 
gives that income no unique rôle in that system; any factor price dif- 
ferential which does not merely offset some non-price advantage plays 
the same rôle as an indicator of misallocation. In this context, of course, 
the notion of aggregate profit has little meaning. Profit is ae an 
incident in the allocation process. 


Il. Profit as a Distributive Share 


For many authors the purpose of distribution theory is to explain the 
sharing out of the total income among social groups. For this purpose 
, profit must be treated in some way which will give meaning to that share, 
as an aggregate income. It is on this ground that we meet the funda- 
mental objection to Professor Weston’s view and the tradition in which 
he is writing. Professor Murad, for instance, in his comment on Pro- 
fessor Weston’s article® insists that it is aggregate profit with which we 
should be primarily concerned in profit theory. 

If the notion of aggregate profit is concentrated on at the outset of 
efforts to construct a theory of profit, that aggregate must be identified | 
` in some measurable way, f.e., with some meaningful and concrete class 


= of income recipients. Such an approach leads to’ the type of theory . 


‘For this jani see also J.-A. Stockfisch, “An Uncertainty Theory of Proft: Comment,” 
Am, Econ. Rev., Vol. XLI, No. 1 (March, 1951), pp. 169-75. 
' * Anatol Murad, “An Uncertainty Theory of Profit: Comment,” Am. Aa Rev., Vol. 
XLI, No. 1 (March, 1951), pp. 164-69, 
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represented by Professor Jean Marchal’s recent article in this Review.’ 
Marchal attacks in uncompromising fashion the concept of “pure 
profit” and the type of econdmic analysis in which it has been developed. - 
Profit is any entrepreneurial income. Functional divisions within that 
income are irrelevant. The recipients constitute a class—those people 
who either own and operate their own enterprises or identify themselves 
with the enterprises which they do operate, #.e., the group ordinarily 
meant by “management.” This group, in Marchal’s view, not only is . 
a meaningful statistical aggregate, but functions as a class in the socio- 
logical sense and its income has meaning in that sense, “In the modern 
world profit has taken on a collective character, it tends to cane at 
least in a certain measure, a class income... .’”’ 

Having established profit as the income of a definite social group, the 
origin of that income may now be discussed. Readers of Marchal’s 
article will recall that this is not a matter of passively collecting gains 
of position. True, profit is the difference between what entrepreneurs 
receive in output markets and what they pay out in factor markets. 
But the important part of their activity lies in their efforts to change 
the structure of those markets. His illustrations include such activities — 
as advertising, aggressive collective bargaining tactics in securing labor, 
promotion of inflationary fiscal policies to increase demand for products 
and to promote low interest rates, innovations designed to reduce de- 
mand for factors, and cartels to maintain prices of outputs. 

Formally, Marchal’s description may be taken as a variant of Schum- 
peter’s theory of profit. The emphasis on entrepreneurial activity and 
` the suggestion that such activity is perhaps the most potent force in 
continuously transforming the entire economic.and social environment 
are reminiscent of Schumpeter’s thought. The sort of activity suggested 
as typical and the emphasis upon the collective character of that activi- 
ty* indicate, however, a more Marxist or perhaps Veblenian approach 
to the subject. ' 

This type of analysis, based on dekolte profit as the income of a - 
_ definite group of people and having its origin in the activities of ‘that 

- group, also presents difficulties, not less serious than those discussed in 
Section I..Unless we take our stand heroically with Marchal and refuse 
to distinguish between entrepreneurs who own property and those who 
don’t, between those who take great risks and those who take small ones, 
between those who innovate and those who merely follow, between those 


*Jean Marchal, “The Construction of a New Theory of Profit,” Am. Econ, Rev., Vol. 
XLI, No. 4 (Sept., 1951), pp. 549-65. 


T Ibid., p. 559. 


* E.g., “Efforts on the level of plant management'appear i cia beside efforts on 
the level of collective action.” Ibid., p. 559. 
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who manage the details of their businesses and those who delegate, we 
are’ quite likely to find ourselves peeling off segment after segment of 
that quite concrete sum with which we started, each segment: corre- 
sponding to some function the return to which we decide to eliminate 
from our concept. Many theorists will leave us on the way, deciding 
that they have found profit, the ding an sich, in the return to some func- 
tion which seems peculiarly entrepreneurial. Others will press relentless- 


` ly on to trace an income which cannot be imputed to any function. | 
The usefulness of the concept of profit as a measurable income going 


to a definite class in the population is so obvious. that we may well 
- tolerate considerable heterogeneity within the class as well as haziness 
about ‘its outlines in order to preserve such a tool. Grouping of some 
sort is, after all, a necessary part of any description of the world about 
_ us. In fact it is necessary if we are to use language at all to‘describe . 
- that world. Thus, if at this end of our spectrum of definitions we treat 
the terms ‘ ‘entrepreneur” and “business man” as roughly equivalent and 
treat the entrepreneurial function as whatever it is that business men 
do, we can fairly easily collect statistics on the number of these men and 
their i incomes, which incomes we may call profit. This enables us to, use 
the data ‘which the record-keeping activities of the world give us to 
investigate quantitatively the relation betwéen profit and any economic 
-and social changes we may think relevant and to generalize to some ex- 
tent about profit-receivers or entrepreneurs as a class. 7 
_ If, on the other hand, we elect to refine our analysis (change the basis 
of our classification system! ), we find that not all business men are 
- entrepreneurs, nor is their entire income to be designated as profit, even 
in the ordinary sense. Profit, in almost anyone’s language, will exclude 
wages and interest, which means that profit-making activity will exclude. 
the services of labor and capital. What our business man does in the ` 
economic process besides work and own property is what it is that 
makes him an entrepreneur and connects him with. profit. Only in so 
far as he performs this mysterious function is he an entrepreneur. The 
services of labor and capital, broadly interpreted, include about every- 
thing that ordinarily enters the firm’s production function. Functional 
definitions of entrepreneurship usually conclude then that enterprise is 
the act of changing that function. That is, of course, the essence of 
Schumpeter’s theory as well as that developed from it by Trifin.’ With | 
a bit of compressing we may make room for Marchal’s description here 
= also. But changing production functions is a sporadic, even heroic,” 
activity. It is not a continuously performed function to be associated 
with a continuous income. Each separate act must therefore form ‘the 


. ° Robert Triffin, Monopolistic Competition and General Equilibrium Theory (Harvard 
University Press, AO Chap. V. 
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subject of investigation when enterprise is purely functionally defined. 
Further, that act has significance only in relation to the whole structure 
and activity of the enterprise in which it is initiated, and to the change 
in the total equilibrium of which this frm is a part. The act must be 
studied in its entire gestalt; and the study of enterprise as one aspect 
of the firm viewed as a unit, functioning in the context of the entire 
economy, seems to be the goal to which we are led by functional theories 
of profit. 

If we think of profit as unimputed income, then by definition the 
group whose activities may be-held responsible for the origin of that 
income may be different from the group receiving it. A minimum gesture 
of conformity with the basic requirements outlined in the beginning 
paragraphs of this essay requires that a theory of profit separate the 
questions of the origin and appropriation of that income. But the func- 
tional theories, market imperfection theories and general uncertainty 
theories which I have discussed apparently fail to find an identifiable, 
concrete group.in the population at either the originating or the receiv- 
ing end of the profit flow. 

The most promising approach in our csar seems to be to define the 
entrepreneur as the business enterprise itself and profit as the enter- 
prise’s net income.*® Instead of viewing the entrepreneur as acting 
through the enterprise, let us regard the enterprise as acting through its 
functionaries, This solution enables us to side-step many of the difficul- 
ties encountered in both functional and non-functional theories of profit. 
We can, for instance, discuss the relation between uncertainty and profit 
without forcing ourselves to the impossible task of setting up uncer- 
tainty-bearing as a fourth factor of production parallel to the traditional 
triumvirate. The theory now takes the form of describing how firms 
(planning units) react to the presence of uncertainty in their environ- 
ment and how the interaction of their decisions may result in unimputed 
surpluses in the accounts of firms. Again, we can discuss enterprise and 
profit without committing ourselves to peopling the profit-making busi- 
ness world exclusively with Schumpeterian heroes or to defining the 
diverse activities of such heroes as a factor of production. Indeed, we 
can take in stride that ‘diffusion of planning, coordinating and even 
innovating functions throughout the personnel of a modern enterprise, 

* This reform in terminology has been skillfully advocated by J. H. Stauss in his article 
“The Entrepreneur: the Firm,” Jour. Pol. Econ., Vol. LII, No. 2 (June, 1944), pp. 112 ff. 
Professor Weston has objected to the solution, saying that the impossibility of locating 
single co-ordinating and risk-bearing groups within the firm “is not a valid basis for 
identifying specific functions which are performed in the process of carrying on the primary 
function of the institution (service creation) with the institution itself.” “Enterprise and 
Profit,” Jour. Business, Vol. XXII, No. 3 (July, 1949), p. 148 ff. If the view of the firm 


described in the text is taken, I do not feel that Professor Weston’s objection should bar 
us from what appears to be a remarkably convenient solution of many verbal difficulties. 
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`. SO papia described by- Porai R. A. Gorden. 3 We also appear | 


to be able to analyze monopoly and its effect on profits somewhat more 
successfully when we treat it as an aspect of the situation or environ- 
`- ment of the individual firm than when we try to isolate it in the economy 
at large as a separate element creating incomes for some hazily defined 
social group. - 

When we treat poini in terms of the relation beween business enter- 
prises and their markets, we find that they are associated with obstacles 
to entry. Those obstacles may be of a type commonly described as’ 
monopolistic (or monopsonistic if in input markets) or they may be 
_ a Series of favorable accidents, or a general impression of a high degree 
of uncertainty prevalent in the given industry. or a rate of development — 
in organization and technique which more than keeps step with invest- 
ment in the industry. Many authors describe all of these factors as 
monopolistic i in character, but it seems preferable to distinguish them 
from such factors as good will, patents, cartel agreements, intimidation, 
' unique access to input markets, or other circumstances wheteby firms 
may consciously control the output of oe industries mg the Tumper 
of firms in them. 


IIL. Profit Theory and Macroeconomic Problems | 


The most persistent criticism of the profit theory which associates 
profit ‘with disequilibrium in the relations between firms and their 
markets is that this theory, like the rest of “orthodox” value and ‘distri- 
bution theory, is oriented to the problem of allocation. It seems to pro- 
vide no bridge to the macroeconomic problem of aggregate income and 
aggregate distributive shares. To be sure, aggregate profits can always 
- be found by summing the profits of individual firms, however these may 
be defined. In general, however, if-we simply take profits as-the un- 
_ planned surpluses and deficits due to immobility in a dynamic world, 
' there seems little reason to attach significance to the aggregate. If we 
think, moreover, of profit as due to restricted entry, we can understand 
profits for the individual enterprise in a particular industry but we are 
- not quite so sure what happens when this situation is assumed to be gen- 
eralized for the economy. In any case net incomes of firms have a habit 
of swelling and contracting more or less periodically and of doing so in ` 
conjunction with similar swellings and contractions in employment and 
in total income. The theories of profit as I-have discussed them thus far 
‘do not explain why this is the case. 


‘A. Schumpeter’s Approach 
Professor Schumpeter’s theory of profit and entrepreneurial bebavior 


“ Business Leadership in the Large Corporation (Washington, D.C., Brookings Institution, 
a | l 
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comes to mind as an attempt to relate profit theory to the question of 
stability—one of the chief objects of study in macroeconomic analysis. 
The ‘macroeconomic theory in Schumpeter’s analysis is, however, essen- 
tially that of J. B. Clark. Total income is still pretty much dependent 
upon the available supply of productive agents. and the technical coef- . 
ficients of production. Distribution is a question of imputation based on 
marginal value productivity. Agents are allocated on the basis of equi- 
marginal returns in all markets. Innovations—which tend to come in 
waves—may shift the aggregate real income upward in so far asthe new - 
production functions have more favorable output-to-input ratios ‘than. 
the old ones. They may involve monetary inflation if financed with new . 
bank credit. They also involve aberrations of the distribution pattern— 
entrepreneurial pure profits—due to lags in market adjustments. Those 
adjustments and the necessary reallocation of resources among firms 
and industries are likely to be accompanied by monetary deflation and 
by slumps in aggregate real income due to the temporary unemployment 
of all sorts of resources incident to this reallocation. In general, how- 
ever, Schumpeter accepts the basic assumption of neo-classical distribu-- ` 
tion theory that the solution of the “dividing-up” problem affects the 
production problem (problem of aggregate real‘ income determination) 
only in so far as the remuneration of the various productive agents 
affects their supply. 


B. Quasi-Keynesian Penn ee 


A quite different approach to the relation of profit ene to “the 
macroeconomic world must now claim our attention. That approach . 
involves the derivation of the theories of both production and distribu-. 
tion as corollaries from the macroeconomic identity, total income equals 
total expenditure.” One procedure i is to assume that wage-earners do | 
not save and to deduct their earnings and expenditures from both sides _ 
of the identity. This leaves us with the incomes of entrepreneurs and 
property-owners equal to their investment plus their consumption. We 
may concentrate first on investment. Investment means accumulation 
of assets. The possibility of accumulating profit-yielding assets indefi-. 
- nitely is usually regarded as limited. The rate of return on those assets 
is assumed to fall. When that rate falls below the rate assumed necessary 
to undertake the risk of holding assets in illiquid form, entrepreneurs 

= It is sometimes claimed that this type of theory is the only one which may’ be properly 
described as macroeconomic. E.g., Professor K. E. Boulding writes, “The ‘classical’ theories . 
- of distribution—including the marginal productivity theory—are all essentially ‘micro- 
economic’ in character; and while they can throw a great deal óf light on the forces that 
operate in particular markets, they do not enable us to solve the more fundamental problem 
of the distribution of the product as a whole.” Economic Analysis (New York, Harper 


- and Brothers, 1948), p. 849. See also his A Reconstruction of Economics A York, John 
' Wiley and Sons, 1950), pp. 244-46. Pes i 
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attempt to decumulate and consequently each side of the income-éxpen- 
diture identity contracts. If we assume no accumulation, of course the 
` income of property owners and entrepreneurs’ must equal their con- 
sumption. The conclusions seem to be: (1) the maintenance of total 
income depends primarily upon firms’ decisions about the disposal of 
their net income; (2) investment results in falling rates of profit;: (3) 
disbursement of net income as dividends and the consumption of these 
dividends by their recipients maintain the rate of profit. 

. 1. Kalecks’s Theory. It should be noted that the mere statement that | 
. gross profit equals non-wage-earners’ investment plus consumption does 
not in itself account for the aggregate wage bill nor hence for the aggre- 
gate income. Keynes’ solution of the problem of determination of 
ageregate income is well known; we may note that it does not neces- 
sarily depend upon the relative distributive shares of the various seg- 
ments of the economic population. Dr. Michal Kalecki, on the other 
hand, approaches this problem by using the relative distributive shares 
as the link between profits (determined by “capitalists’,” decisions as to 
their consumption and investment) and aggregate income. This means 
' that the theory of relative distributive shares has to be developed inde- 
pendently. Kalecki does this in the context of his theory of price on 
mination by the individual firm.’ 

The analysis begins by showing the price of any item to be made up of 
entrepreneurial income per unit of the product plus unit overhead cost 
plus unit wage cost plus unit raw materials cost. The marginal cost is 
the sum of the short-period marginal cost of overhead, wages and raw 
materials. It is assumed that unit raw materials costs are practically 
-constant with respect to output; that marginal overhead costs are 
insignificant in relation to -total overheads; and that the difference 
between average wage costs and marginal wage costs is negligible. 
Prices and costs are each aggregated. Given these assumptions, we 
find that the total value of the output minus marginal costs equals 
entrepreneurial income plus overhead costs. If we divide both sides of 
this equation by the total value of output (which Kalecki calls.“turn- 
over”), this means that “the relative share of gross capitalist Income 
and salaries in the aggregate turnover is with great approximation equal 
‘to the average degree of monopoly.” This follows, of course, the | 
Lerner definition of monopoly as the ratio of the difference between 
price and marginal cost to price. 

Now we appear to have here a most significant conclusion and it is 

33 Michal Kalecki, Essays in the Theory of Economic Fluctuations (New York, Farrar 
and Rinehart, 1939), Chap. I, “The Distribution of the National Income,” pp.. 13-41; 


Studies in Economic Dynamics (New York, Farrar and Rinehart, 1944), Chap. I, “Costs 
and Prices,” pp. 9-31 and Chap. HI, “A Theory of Profits,” pp. 47-58. =e 


“ Essays in the Theory of Economic Fluctuations, p. 21. 
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one which Dr. Kalecki takes very seriously indeed. In the conclusion of 
his essay, for instance, he refers to “a world in which the degree of 
monopoly determines ie distribution of ‘the national income” as a 
situation completely demonstrated and applying to “the real world.” 
Certain questions therefore become both pertinent and important. 

' First, is the degree of monopoly (equals average percentage gross ` 
profit margins) independent of the wage level? This independence 1 is 
necessary, Of course, if the degree of monopoly taken in conjunction 
with the level of profits is to determine the aggregate income and with 
it the total wage bill. Certainly the definition of monopoly employed 
here implies that for any firm which takes its average revenue curve as 
a datum the degree of monopoly depends upon the position of the 
marginal cost curve. An absolute.monopolist might be confronted with 
increased wage costs and the degree of monopoly would thereby be 
lessened. Likewise, if we assumed monopolistic competition with free 
entry, a change in any firm’s marginal cost not duplicated by that of 
other firms would not change the position of its revenue curve and would 
hence alter the degree of monopoly. This point is granted by Kalecki 
in his later article on the subject.** He views the typical market organi- - 
zation, however, as.one of oligopoly. “The firms fix the prices of their 
products, taking into consideration the mobility of customers ... and 
the influence of their own prices on those of their rivals... . Each firm 
is satisfied that the price fixed is more advantageous than a higher or 
lower level.’”** He then -shows that if marginal costs for all fall in equal . 
proportion, the new most profitable prices for all fall and do so until 
the average percentage gross profit margin returns to its original posi- 
tion. The other qualification is that firms do not work up to capacity. > 
If there are bottlenecks, the profit margins will increase and Kalecki . 
indicates that this occurs outside any change in the degree of oligopoly. 
The important point is that the factor which is supposed to give the > 
relative distributive shares must not depend upon the wage level and | 
this independence. rests upon universal pricing policy of the sort as- 
sociated with a particular set of assumptions regarding behavior in . 


‘certain types of oligopolistic markets. 


A second, and fundamental, question is whether the Lerner defini- 
tion of the degree of monopoly is an empirically useful concept when , 
applied to the whole economy in the way in which Kalecki applies it. 
If we are to test the proposition that the degree of monopoly “de- 
termines” the distribution of income, we must have some workable 
measure of the degree of monopoly for the system which is statistically 
independent of our measures of the aggregate income shares. Other- 


€ Studies in Economic Dynamics, pp. 12-13. 
* Ibid., p. 10. 


256 THE AMERICAN ECONOMIC REVIEW 
wise, of course, any propositions which we make about the relationship 
-between them are circular. Kalecki asks that it.be assumed that wages 
- and raw materials costs comprise practically the whole of marginal 
‘costs in both the short and long period and that these costs per unit are 
constant and linear for all firms. Wage and raw material costs arè 
given; the.prices are given; the difference divided by price is defined 
_as the degree of monopoly: When these quantities are aggregated, the 
degree of monopoly for the economy is. again defined as the difference 
` between aggregate income and wage-and-materials cost divided by 
aggregate income. With this definition we are. hardly surprised to learn 
that we have discovered a remarkably close relationship between the ` 
degree of monopoly and the ratio of gross entrepreneurial (or “capital- 
ist,” as Kalecki calls it) income to total income! But it is no more.cor-: 
rect to say, as Kalecki does, that the degree of monopoly determines this. 
ratio than to say that the ratio determines the degree of. monopoly. — 
We have simply defined them to be identical. An empirically significant - 
causal connection between the degree of monopoly and distribution must 
wait upon some workable measure of monopoly which will take. ex-. 
plicit account of the organization of industry, the extent to which firms 
produce nonperfect substitutes for one another’s products, the extent 
of collusion; the degree of mobility of firms between industries, and 
obstacles to entry generally. 

‘A third question concerns the appropriateness of lumping together 
S fxeä costs and net entrepreneurial income in any context other than 
~ short-run price determination for the individual firm. In any discussion 
in which it is assumed possible for firms to enter or leave an industry - 
“the distinction between these shares is critical. Once the number of 
firms is admitted as a variable, the percentage gross profit markup which 
is most profitable, even in Kalecki’s scheme, depends upon the number 
of firms. This in turn will depend upon the fixed as well as prime costs 


which prevail in relation to. demand schedules, and not merely upon the . 


degree of market imperfection as Kalecki indicates. The level of fixed | 
‘costs in relation to prime costs depends upon such factors as capital 
intensity, changes in consumption habits toward or away from products 
`of industries of heavy fixed costs—in short, on any number of factors © 
quite apart from the’imperfection of the market. True, a secular in- 
crease in the proportion of fixed costs to gross income may accompany 
a decrease in net (percentage) returns to capital investment over the 
same period, giving the impression of remarkable stability of the gross 
entrepreneurial profit margin—changes in which may be associated 
plausibly with drift toward or away from market imperfection.” But- , 
" Ibid., pp. 22-24, The argument in the text concerning -the relation between capital — 
; intensity and the degree- of monopoly is suggested by’ Mr. Roswell H. Whitman in his 
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equally convincing explanations may be given on quite other lines, e.g., 
the traditional marginal productivity explanation. 

For short-run pricing (profit-maximizing ) policy of the. individual 
- firm, the distinction between net income and fixed costs may-be irrele- 
vant. Gross entrepreneurial income as Kalecki defines it may be inde- 
pendent of this distinction in this case. For long-run price-determina- - 
tion in an industry with a variable number of firms, the distinction 
between variable and fixed costs becomes arbitrary. Given any degree 
of long-run mobility, there is no significant difference in the method 
whereby wages of piece workers (for instance) and that part of gross 
entrepreneurial income designated as fixed costs are determined. Only 
that part of income not imputable as a cost (effective resistance to con- 
tinuance of production) can be determined residually in this case. It 
is the distinction between net income in this sense and the total of those 
incomes which may be treated as costs which is relevant for. profit 

theory and which can „be associated with market ‘imperfection, 
Lastly, we must ask whether Kalecki’s theory rests upon a classifica- 
tion of the economic population which is significant and consistent. 
Kalecki’s model assumes that the category wages coincides with the 
income of that group in the population which makes (or can-make) no > >- 


“Note on The Concept of Degree of Monopoly,” Econ. Jour., Vol: LI (June-Sept. 1941), 
pp. 261-69. Mr. Whitman, however, tries to prove his point by showing that if two firms’ 
having the same “degree of monopoly” (using Kalecki’s definition) had different ratios 
of -capital to sales, the rates of return on the respective capitals invested would have to 
be different. This is, of course, inconsistent with long-run equilibrium, as Kalecki agrees 
in his reply (“Mr. Whitman on the Concept of “Degree of Monopoly—A Comment,” 
Econ. Jour., Vol. LII (April, 1942), pp. 121-27.) Kalecki claims that this does not prove « 
“the absurdity” of his (Kalecki’s) conclusion. Firms would enter the abnormally profitable 
industry until the rate of return on capital fell to the equilibrium level; if the degree of 
. monopoly were to rémain the same, this would mean that the effect of entry would be 
simply to pile up excess capacity, with no reduction in prices (if prime costs remained the 
same) or increase in sales (which could not presumably be increased without decreases 
in prices). But it is necessary to Kalecki’s position in this case that the degree of monopoly - 
_Temain the same. Otherwise, changes in the production techniques and consequent degrees 
of capital intensity in industry would be permitted to assume the causal rôle in long-run 
- distribution. It may be quite possible to construct a model of oligopolistic pricing which 
would fit the conditions necessary for Kalecki’s theory. But that the real world corresponds 
to this model is not proved by the stability of the ratio of overheads plus profits to sales 
over a period of two decades as Kalecki tries to show both’in the Comment just mentioned 
(loc. cit. p. 124) and in the Essays cited at the beginning of footnote 13. As suggested in 
the text, a decrease in the rate of return to capital with its accumulation can be just as 
satisfactorily accounted for in terms of the traditional marginal productivity theory—or ` 
some more sophisticated modern version; the increasing proportion of overhead to prime 
costs can be accounted for as the result of technological changes and changes in the pattern 
of consumer demands. The fact that these two trends seem to have offset each other tells 
nothing about whether the economy has become more or less compétitive. The “degree of . 
monopoly” in the economy as a whole at any time can be interpreted simply as a statistical 
summary of all the developments which have made prices and different categories of costs 
what they are at that time. It seems to have rather little to do with monopoly. 
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. decisions concerning the Aispedition of its income. Wages are entirely 
consumed; their amount depends upon the decisions concerning ex- 
penditure made by other groups. The non-wage-earners, on the other 

hand, are assumed to decide for themselves the volume of their ex- 
penditures and the distribution of those expenditures between invest- 
ment and consumption, These decisions determine their income. When 
we move into his theory of the firm, we find that our wage classifica- 
tion must now correspond (along with materials costs, which in turn. 
must be subdivided into wages and other costs) to entrepreneurial 
prime costs while our “capitalist” income turns out to be everything 
that is not prime cost. We conclude from these definitions that a wage- 
earner can graduate from the status of laborer to capitalist in Kalecki’s 

-model by (1) deciding to save part of his income or by (2) shifting his 
job from the department of operation in the factory in which he works 
(where his wages are prime costs) to the department of maintenance 
(where his wages are part of “gross entrepreneurial income”), all de- 
pending upon which chapter in Dr. Kalecki’s book our wage-earner 
reads. But the implied conclusion of Kalecki’s analysis—that we have 
a simple multiplier (equal to the reciprocal.of the degree of monopoly) — 
between aggregate entrepreneurial income and total income—-depends 
upon saying that these two acts of our wage-earner amount to the same 
thing | 

2, Boulding’s Theory. The other contribution to. macroeconomic 
theories of distribution which we propose to study here is that de- 
veloped by Professor Boulding in his Reconstruction of Economics.” 
Again, the total income is divided into two categories, wages and profit. 
The participants whose decisions determine the aggregate size and 

. Shares of this income are classified as firms and households. The whole 


income is received by households; wages are for personal services sold 


to firms, and profits are the difference between total wages and total 
income. They take the form of interest, dividends and increases in 
households’ equities in firms. Property appears to be held and ad- 
ministered by firms so that all income from it is conceived as accruing 
‘to firms and thus indirectly to households in accordance with their 
equities in firms. The assets i take the form of goods, debts 
and money. 

Expressions for profits and wages” are derived non changes in the 
balance sheet identities constructed for firms and households. In a 
closed system with no change in money supply the total net product, 
which equals profit plus wages, must equal household consumption plus 
household accumulation of goods plus business accumulation of‘ goods. 
It follows that all other items which are added to or deducted from 


~ See Note 12. The discussion in the text is bd upon Chapter XIV, pp. 243-69, 
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balance sheets during the period are transfer items. Boulding groups 
them to appear as positive in his definition of profit and negative in his 


definition of wages; the transfer factor is the increase of money assets | 


of business (equals decrease in money assets of households) plus in- 
crease in debts from households to businesses minus increase in debts 
from businesses to households plus business distributions in interest 
and dividends. Profits are then the increase in business real assets ‘plus 
the transfer factor. Wages are household consumption plus: increase in 
household real assets minus the transfer factor. 

The above identities and varying assumptions about household and 
business behavior yield various models showing possible equilibrium 
outputs and distributive shares in the economic system. Boulding elab- 
orates two of these. In the first case, consumption plus household 
accumulation are an increasing function of the proportion of wages to 
the total income, while investment (business accumulation) is a de- 
creasing function of the proportion. If the items composing the transfer 
factor are independent of the division of the total income, the transfer 
factor will determine the entire system. Thus, to any given distribution 
there corresponds a given level of investment and of consumption and 
hence total income. The investment plus the transfer factor gives us 
profit; the remainder of the income is wages. For any income distribu- 
tion, then, there must be a unique value of the transfer factor which 
makes the identity, income equals household absorption plus business 
investment, consistent with the identity income equals wages plus profit. 
If that transfer factor is given from outside the system, the whole model 
is determined. It follows that the independence of the transfer factor 
is critical. Considering the items making up this factor, it will be noted 
that the increase in business money assets is a matter of the relative 
liquidity preferences of.businesses and households. In the long run this 
factor must be zero. The increase in household indebtedness to busi- 
ness, Boulding suggests, is probably independent of the distribution. 
(It seems to be a matter of changes in the relation between prevailing 
consumption levels and the absolute level of income.) Business indebt- 
edness to households is a matter of sales of securities to households; 
this may be an increasing function of profit. Business distribution’ may 
be partly contractual, but in general it appears to be an increasing 
function of profit also. If the first two terms of the transfer factor are 
zero, if all business investment is financed by sales of securities and if 
all profits are distributed, the transfer factor has, as Boulding points 
out,® completely lost its independence (it simply equals profit minus 
investment, which have to be determined elsewhere) and the system is 
indeterminate. | : 


* Reconstruction of Economics, p. 261. 
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In Boulding’s S setna case, household consumption and accumulation 
` depend on-the absolute level of income (rather than on wage-earners’ 
` proportionate share) and investment depends on the level of profit. 
Again, the transfer factor is assumed to be independent of output. To 
. any level of income, then, there corresponds a given level of consump- 
tion (household absorption). Deducting the transfer factor from this 
gives us the wage level; the difference between this and the income 


` level is profit. Investment i is a function of profit. Income shifts until 


planned investment plus planned consumption are equal to wages plus 
profit. The transfer factor determines the system. 

The significance of the theory, just summarized depends, like that of 
theories discussed earlier, on the relevance of the classifications em- 
ployed in its foundation. The division-of the population into firms and 
households accords with the approach advocated in the present article. 
Emphasis on that array of institutional facts summarized by the term 
“managerial revolution” dictates the separation of firms and households 
as decision-makers. Recognition of the firm as an independent decision- 
maker, acting through its agents who are presumed to function in the 
interests of the firm indicates as relevant the classification of income 
shares into those which are disposed of by firms and those which are 
disposed of by households. This, of course, does not correspond to the 
wage-profit dichotomy which Boulding discusses. He-states in establish- - 
ing this división: “The distribution of non-labor income between con- 
tractual income (interest and rent) and residual income( profits). at 
any one-time is historically determined by the nature and extent of the 
contractual obligations, and does not present many serious theoretical 


problems. The distribution. of total income between labor income 


(wages) and non-labor income, which we may call ‘gross profits’ (the 
Marxian ‘surplus value’), is a theoretical problem of first magnitude.””° 
It-may be true that for most macroeconomic purposes one may reject 
as irrelevant the distinction between contractual and residual income. . 
But this same distinction can be made between categories of personal 
services as well as between these and property services of various sorts. 
In any case, the statement that the distinction between rent or interest 
and profit is.irrelevant does not in itself tell us why the distinction. be- 
_ tween wages and these incomes żs relevant or important. For this answer 
we must inspect the models of distribution which Boulding outlines. We 
now see that the whole structure rests on the fact that wage-earners are . 
presumed.to have different consumption, investment and liquidity pref- . 
> erence functions from those of profit-recipients. If these functions are 
‘the same for both groups, no connection can be traced between changes 
in distributive shares and changes in these functions and the macro- | 


= Ibid., p. 246. 
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economic variables’ of employment and income which they, determine. 
The bridge between: distribution theory and ABECEDA lve economics: 
_ dissolves.”* 

Once this point is grasped we see thatthe aivison of-the population 
into wage-earners and others is no more significant than any other 
division: into groups with equally different consumption, invéstment, 
and liquidity preference functions. Indeed, in the light of currently held 
views concerning the nature of these functions, macroeconomic theories 
of distribution between people. with large and with small incomes, be- 
_ tween people with large and with small volumes of assets, or between 
people with high and with low ratios of liquid to other assets might be 
more relevant.than distribution between wages and gross profit to the 
problem of connecting distribution with the size and stability of aggre- 
- gate output and employment and other questions with which macro- 
economic theories-are concerned. Discussion of distribution theory in 
these terms alone, however, is incomplete. Somehow, the theory must 
be related to the organization of the economy in the real world. Group- >. 
ing of the population by distributive shares must correspond to groups’ 
_ in the population whom we observe to make decisions in significantly 
different circumstances. The division into laborers and capitalists—or 
the corresponding division of income into wages and profits—has been 
(when not used for purely demagogic reasons) an attempt to meet this 
demand. The supplanting of the classical capitalist-entrepreneur by the 

impersonal, professionally managed business enterprise as the dominant 
characteristic of our industrial organization has outmoded the socio- 
logical as well as economic relevance of this classification. As pointed 
out above,” Boulding’s classification of the economic population as- 
firms and households is the one related to this state of affairs. The 
really significant sets of circumstances in which decisions are, made are 
those in which people make them as agents of firms.and those in which 
they make them as heads or agents of households. 

The theory of distribution should be worked out consistently on the 
basis of the division between firms and households. Boulding’s model 
might be amended to suit this requirement. Wages as well as interest 
and dividends in the income distributed by firms’ must now.be included. 
This distribution item then becomes the income disposed of by house- 
holds. Undistributed income is the income disposed of -by firms. Again 

* Cj. a remark made by Thomas C. Schelling in developing a similar but simpler model 
of macroeconomic distribution: “It should be remarked at the outset that there is no 
purpose in this distinction between wage income and profit income unless the incremental 
` ratios s and sigma [the ratios respectively of taxes to wages and profit] or the incremental 
ratios b and beta, [the ratios of consumption to wages and profit, respectively] are expected 


to differ from each other.” ” National Income Behavior (New York, McGraw-Hill, 1951), 
p. 108. 


* See above, p. 260. B a l a ~ 
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the total income equals household consumption plus household ac- 
cumulation of real assets plus business accumulation of real assets. 
Distributed income is equal to household consumption plus accumula- . 
tion minus a transfer factor; undistributed income is equal to business 
accumulation plus a transfer factor, The transfer factor now turns out 
to be the increase in money assets of business plus the increase in debts 
from households to businesses minus the increase in debts from busi- 
nesses to households. This is the same transfer factor which appears in 
Boulding’s original model except for the business distribution item. 
The rest of the distribution model could be worked out in a fashion 
similar to that described in Boulding’s suggested models. Total house- 
hold absorption might be taken as an increasing function of distributed 
income, business accumulation as an increasing function. of undis- 
tributed income. The transfer factor and its indeperidence can be made 
to play a similar rôle in the amended model. If the latter is given, there 
is, again, only one division between distributed and undistributed in- 
come consistent with the equality of the total income eae and its 
total planned absorption. 

It is important to note that the division of income which we found ` 
revelant in connecting the theory of the firm with the more commonly 
discussed macroeconomic variables is not necessarily ‘that discussed 
earlier as coming out of the traditional profit theory. The latter division 
was between costs and net income, between income imputed to factors 
employed and/or owned by firms and incomes not so imputed. A part’ 
of net income in this sense may very well be distributed, not only as 
, dividends but as extraordinarily high salaries, bonuses, liberal expense 
‘accounts to management and other employees, 

Whether anything interesting can be said of the connection between 
pure profit and macroeconomic problems depends upon (1) firms’ 
distribution of their unimputed net income as compared with their distri- 
bution of income arising from owned assets; (2) firms’ propensities to 
invest and to hoard out of undistributed net income as compared with 
< their propensities to invest and hoard from undistributed income from 
owned assets; (3) significant differences between households’ propensi- 
ties to consume, invest and hoard when their ‘relations with particular 
firms make their disposable incomes larger or smaller than those indi- 
cated by the normal market value of the services which they sell; (4) 
' the effect of changes in the book value of households’ assets. (brought 
~ about by undistributed incomes of firms) upon their propensities to 
consume, invest and hoatd.. 


~ Conclusion 


We may now summarize our observations as they affect ‘the three- 
‘main areas of profit theory which it was earlier proposed to discuss— 
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(1) efforts to refine further the concept of profit as an element in indi- 
vidual incomes; (2) efforts to define profit as the income of a definable 
class in the social and economic population; (3) efforts to relate the ` 
concept of profit as a distributive share to macroeconomics. 

Discussion of the first area leads us to consider the whole process of 
imputation and the rôle of the business enterprise in that process. We ` 
find the origin of profit in the relation of those enterprises to the input 
and output markets in which they operate. Its distribution is a second 
problem and depends upon the structure of the firm, and the political 
relationships among the parties comprising it. The power of any group 
or individual in this context, again, turns out to be a matter of the indi- 
vidual’s or group’s success in ae: potential competitors from the 
firm dealt with. 

Investigation of the second area reveals that the performance of any- 
thing ordinarily thought of as a profit-engendering function is diffused 
through a large number of individuals and classes of contractors in the ` 
modern business enterprise. The same diffusion is characteristic of the 
recipients of firms’ net incomes. In consequence, it is virtually impos- 
sible to identify a distinct profit-receiving class in the population, There 
is meaning, as Schumpeter has shown us, and as Marchal uses it, in the 
concept of an entrepreneurial class composed of those who identify 
themselves and their interests with those of the firms for whom they 
work. The personal incomes of these people do not, however, coincide 
with profits in any sense in which that term is ordinarily used. Rather, 
both in accordance with the economic problems in which the concept 
is used and in accordance with everyday usage, profit is to be associated 
with firms’ income rather than with any group of personal incomes. | 

In discussing the third area we note that the use of the concept of 
profit as a class income or distributive share is especially prevalent in 
attempts to relate distribution theory with the “new” macroeconomics. 
Here the term is ordinarily used to describe all income not received by + 
labor (sometimes manual, usually undefined). This entirely arbitrary 
—although traditional—classification of the economic population is 
particularly misleading in dealing with macroeconomic problems be- 
cause, as we have seen, it cuts across-and obscures classifications of the 
population which are more relevant to those problems, Furthermore, 
it conceals the independent rôle of the business enterprise in the eco- ` 
nomic process, both in the matter of determination and (the still im- 
portant matter of) allocation of the total output. After all, it is firms’ 
decisions about the structure of their assets, the extent to ‘which they 
insist upon being more or less liquid, which may be the most important 
factor governing changes in total money income, employment and out- 
put. It is firms’ decisions concerning retention vs. distribution of net 
income which apparently govern largely the rate of capital formation 
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‘and with it the rate of return on capital and the division of i income be- 
tween property-owners and sellers of personal’ services (for such put- 
poses as.we may be interested in that division), But if there is mobility 
of sellers of personal.and property services among firms, we inevitably 
find ourselves with some variant of the marginal productivity theory 
required to determine the allocation of those services to the firms in 
question. Further, we require some measure of the tension between the 
pattern of allocation of existing productive services and their rewards 
which is consistent with decisions of consumers and investors on the 
one hand and the pattern of those variables which actually exists on ~ 
the other. The concept of pure profit has been developed as a measure 
of that tension. Theorists who attempt to describe the movement of the 
system between successive states of equilibrium can ill afford to-divest 
' themselves of this tool. 
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THE ROBERTSONIAN EVOLUTION. 


By WILLIAM FELLNER* 


Cai 


T The Triad 


Dennis Holme Robertson first published A Study of indas 
Fluctuation in 1915, Money in 1922, and Banking Policy and the Price 
Level in 1926.1 Recently these volumes were reprinted,’ all three with, 
new introductions and Money also with two new chapters. To the Study 
the London School appended an article by Marcel Labordère, with an 
introduction by Professor Robertson.’ 

The sequence in which these works were first published expresses a 

. gradual broadening of Robertson’s approach. In the Study we find de- 
` tailed historical discussion and theoretical analysis of basic dynamic 
forces ‘such as inventions, the durability and indivisibility of real 
capital, gestation periods, good and bad harvests, but we find compara- 
tively little monetary analysis; Money contains a classic treatment of 
the essential influence (non-neutrality) of monetary phenomena; and 
Banking Policy is unmistakably rooted in the two previous works. A 
reader knows more about Robertson’s views on money and employment 
if he has studied Banking Policy and, in addition, some of the author’s 
newer contributions, perhaps mainly those reprinted in his Essays in 
Monetary Theory,* than if he substitutes one of the earlier volumes for 


* The author is professor of economics at the University of California, Berkeley. 


*The writer of this article expresses his thanks to Professors Norman S. Buchanan, 
Howard S. Ellis and Lloyd G. Reynolds for valuable suggestions. 


? The first by the London School of Economics in 1948; the second by N Nisbet and Co., 
London, at the Cambridge University Press, in the Handbooks series now under the editor- 
ship of Mr. C. W. Guillebaud; the third by Augustus M. Kelley (New York) and Staples - 
Press (London) in 1949, 


aM. Labordére was not a. professional dononi, He seems to have impressed’ both 
Professor Robertson and Lord Keynes with his insight and imagination. (Robertson tells 
us of Labordére, that “he lived in Paris and that he owned some small farms in the Jura. ` 
. By the time I knew him he was a very strange but very likeable old man, rather deaf 
and with a long white beard, much absorbed in a religion strangely compounded of Bud- 
dhism and Islam. .. .”’) The article in question was originally published in the Revue de 
Paris in 1908 and it presented in allegoric form an “overinvestment” interpretation of the 
American crisis of 1907, making it clear that the basic structure of such an argument can 
be expressed in non-monetary terms, and moving from there to the monetary level. Two 
sentences which are characteristic of the views expresses] in the article: “la crise est venue - 
parce qu’on a voulu faire trop vite trop de chose à la fois,’ and “nous plagons, nos 
économies avant de les avoir faites,” 


*Such as, for example, “Saving and Hoarding,” E from the 1933 volume of 
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Banking Policy. But acquaintance with the earlier volumes makes it 
much easier to comprehend the highly concise treatment in the hundred 
pages of which Banking Policy consists, In the present article the 
reader will find merely a SkEtCEY summary, most of it in Sections II 
and VI. 

Twenty-five years hate elapsed since the ERR publication of the 
-last of these three books. The publishers who have decided to issue the 
new editions have rightly implied that there exists continued interest 
in the triad. However, “interest” when used in such a context is a 
colorless phrase. There are many ways in which works of the nineteen- 
twenties can still be “interesting” to the “interested” reader. Much has 
happened in the world since that time, and much has happened in 
economics. The economics of money and the level of employment (level 
of business activity) with which we will be here mainly concerned has 
_ gone through its Keynesian and immediate post-Keynesian period, and 
the product which emerged after many years of heated controversy is 
different in essential respects from that which existed before. What 
makes a specific contribution of the preceding era significant enough to 
justify the contemporary theorist’s interest in studying it in the orig- 
inal? Has.it not all been absorbed by more recent currents? Is it not 

“merely” the historian of doctrine in us who turns to these books? 
After all, what educated person is completely disinterested in the ante- 
cedents of the work in which he tries to participate? Is this all? 

This in itself would not be as little as it can be made to sound. But 
it is mot all. After so many years, a surprisingly small part of Robert- 
son’s early contribution is outmoded in the sense that a problem with 
which it is concerned seems to have lost its significance, or in the 
sense that a statement is clearly less adequate than later statements of 
other authors on the same subject. More frequently will the reader 
encounter analysis which will strike him as a point of departure toward . 
those constituents of the subsequent New Economics which presumably 
have come to stay. In a good many instances he will wonder what other 
- paths, besides those which were opened up in the ’thirties and the 
forties, could be made to originate in Robertsonian analysis. Such 
speculations are essentially forward-looking. They should prove more 
fruitful than attempts to rank and grade the great contributions of 
recent decades. 


The Economic Journal; “Industrial Fluctuation and the Rate of Interest,” from the 1934 
volume of The Econontie Journal; “A Survey of Modern Monetary Controversy,” from 
‘the 1938 volume of The Manchester School (reprinted also in American Economic Associa- 
tion, Readings in Business Cycle Theory); “Mr. Keynes and the Rate of Interest,” from 
the 1938 volume of The Economic Journal (reprinted also in American Economic Asso- 
ciation, Readings in the Theory ý Income Distribution). . 
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II. Robertson and the New Economics 


Shortly after the first impact of Keynes’ General Theory was felt, 
Keynesianism ‘started acquiring at least two different meanings. There , 
were those who saw the essence of the doctrine in the theory of stagna- 
tion. There were others who believed that the fundamental Keynesian 
contribution was to develop a new apparatus which focuses. attention 
on the inability of the market mechanism continuously to equate volun- 
tary savings to investment at a satisfactory level of employment. In 
the second of these two interpretations the words “to develop a new 
apparatus” deserve all the emphasis that can be placed on them. The 
apparatus did indeed have many novel features. The notion that the 
market mechanism fails automatically to resolve the problem of 
effective demand was of course not new. Nor was the interest in com- 
pensatory central-bank and government policies, including public works 
programs. 

To some of the best minds of the preceding decades the problem of 
effective demand had posed itself as a problem of outstanding signifi- 
cance; and, especially from the second half of the nineteen-twenties 
on, most then “modern”? economists came to believe that fruitful 
analysis of effective demand requires connecting the problem with the 
relationship between saving and investing. The Keynes of the late | 
nineteen-twenties—that is to say, Keynes up to about his fiftieth year, 
and particularly im the fifth decade of his life—should be classed 
among a group of economists who were developing the savings-invest- 
ment framework with the intention of making it increasingly applicable 
to effective-demand analysis. The Keynes of the late ’twenties did this 
with great brilliance and originality but he did it in a tradition which 
by then had become well established. The tradition was of mixed origin, 
certainly of Swedish as well as of British, even though the Swedish 
(Wicksellian) influence came down to him very indirectly. Keynes’ 
Treatise on Money, his first major contribution to this kind of theory, 
was published in 1930, four years after Robertson’s Banking Policy 
and the Price Level. 

In the General Theory Keynes made his readers feel that he had 
broken away from the established tradition. He truly did, if it was his. 
intention to provide a point of departure for the doctrine of chronic 
stagnation. He did not if he meant to develop a theory which was useful 
for a general analysis of discrepancies between full-employment equi- 
librium and deficient-or-excessive effective demand. Even in this case 
he contributed a great deal that is of lasting significance. But in this 
case there was no Keynesian Revolution. There merely was evolution- 
ary progress along Wicksellian-Robertsonian-Keynesian lines; and the 
heritage of the next generation will be just as essentially Robertsonian 


# P 


| 4 
; TEA oe EA a 
268 _ THÈ AMERICAN ECONOMIC REVIEW. | 
and Swedish as Keynesian, regardless of what they will choose to call - 
it, 7. pa 
` The present writer feels uncertain as to whether this interpretation. 
of Keynes is more or less adequate than the stagnationist (more genu- 
-inely ‘ ‘revolutionaty”’) interpretation. It is probable that the truth is 
somewhere in the middle. Keynes, I think, must have intended to make 
additions to the House i in general, not merely to enlarge and furnish its ` 
stagnationist corner and to tear down the rest. But he was particularly 
interested in the stagnationist corner and he tried to make it stand out 
-more prominently than the other parts of the House. At any rate, 
regardless of what his intentions were, this is what he actually ac- 
complished, Furthermore, the great influence of the General Theory 
' is largely a consequence of the fact that it is easy to “correct” the 
Keynesian structure in such a way as to reduce the prominence of the _ 
` stagnationist corner. I do not mean to imply that'at present the long- 
' run validity of the stagnation thesis can be disproved or ‘proved. Nor. 
is it clear at all that stagnant tendencies, if they should become pre- 
dominant under mature capitalism, will properly be interpreted along 
Keynesian lines rather than. along those developed by Schumpeter in- 
his Capitalism, Socialism and Democracy. It is merely suggested here 
that in the present era of economic history few persons would be inter- 
ested in a theory which is unequivocally built around the central theme 
of deflationary tendencies and of stagnation. In fact, many are inter- 
ested in the Keynesian theory and rightly so. This is because something - 
does remain of it even after the Stagnationist corner has been reduced 
to proper dimensions. 

The remainder is, of course, not identical with the Robertsonian 
structure. The specifically Keynesian contribution stays significant in 
. whatever way we look at it, On the other hand, Keynesian économies 
left unexploited much that was significant ‘in the Robertsonian and 
- other pre-Keynesian contributions. Evolutionary progress then requires. 
adding parts. of the Keynesian achievement onto the structure. which 
by the end of the nineteen-twenties had reached an impressive height; 
and it requires also an interest in developing the neglected elements 
of the pre-Keynesian monetary. economics. The structure, in its pre- 
Keynesian stage, was by no means exclusively of Robertson’s we É 

But Robertson played a significant rôle in erecting it. 


_ II. Robertsonian Economics. and the Basic Elements o f the 
Keynesian Apparatus 


Robertsonian theory is dynamic in that it depicts a procesi ‘of eco- 
nomic development. Furthermore, it does not assume that this process 
satisfies the conditions of moving equilibrium. In contrast, the formal- 
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apparatus of the General Theory treats the determinants of aggregate 
output and employment for a single time-interval during which the sys- 
tem reaches a state of equilibrium, with the result that if the economie 
process (which is not described by the fórmal apparatus) consisted of 
=- continuous movements from one such condition to the next, then the 
observed path could be considered one of moving (or dynamic) equi- 
librium. To be sure, verbally or informally, Keynes did express sig- 
nificant views about the process itself, and also about what the shape 
of the equilibrium-determining functions is likely to be during time- 
intervals which he expected to become typical under mature capital- 
ism. If we emphasize this “informal” part of the story, then we direct 
our attention to the forecast that we are moving toward a chronic 
insufficiency of effective demand, presumably with qualifications re- 
lating to hot and to cold wars and the like. The apparatus itself is ` 
more general, It shows that effective demand may be too small to make 
the equilibrium conditions compatible with full employment; or that it 
may be just sufficient for accomplishing this; or that it may be too 
great for accomplishing it at stable prices. The Keynesian apparatus 
establishes this result by looking at the economy during a time-interval 
through which it passes in the course of a process. Post-Keynesian’ 
economists who wished to place the apparatus back into the context of 
a process’ had to reintroduce links between periods, in the Robertsonian 
or in some alternative fashion (e.g., in the Neo-Wicksellian ). Here 
moving equilibrium becomes merely a special case. 

In the Robertsonian schema, savings are defined as the difference 
between the income earned in the recent past—t.e., in the preceding 
short period—and the.consumption expenditure of the present period, 
Hence, movements in money income can be expressed in terms of the 
relationship between investment (I) and savings (S). I>S means 
rising money income, S>I means falling money income, and S=I 
means that money income remains unchanged. Such a schema implies 
a relationship in the nature of the “consumption function,” since con- 
sumption expenditure is related to disposable income (which here is 
defined as income previously earned) but the Robertsonian analysis 
allows for further causal factors which influence the saving-ratio out- - 
of disposable.income. The size of cash balances, the rate of interest, 
and relative prices belong among these tactorS, although they do not 
exhaust the list. 

In the Robertsonian system the relationship of investment to saving 
may be said to determine the movements in money income, but it is 
possible to explain these movements alternatively in terms of quantity _ 
equations. These may be either of the transactions or the cash balance ` 
type. An excess of investment over saving, that is, a rise in money 
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income, must for example be accompanied by a rise in the stock of 
money and/or a rise in its income velocity, z.e., either by a rise in the 
Money stock.or by a fall in liquidity ratios which are reciprocals of 
velocities. At any rate, once we are faced with a change (say, with a 
rise) in money income, the quantity theory framework provides a con- 
venient point of departure for a discussion of the question of how 
much of this change will show as.a change in real output and how 
much as a change in prices. Such a discussion leads ultimately into 
the problem of supply elasticities. These, in addition to the monetary 
Savings-investment relations, must be known for translating the move- 
ments of monetary aggregates into movements in real output and © 
employment. 

While saving takes place “out of” disposable income, trends in in- 
vestment are explained mainly by technological and ‘organizational 
progress and other structural changes which influence the composition 
of output as well as its aggregate size. The long-run inducement: to 
invest is interpreted as emanating from specific sectors of the economy 
and emphasis is placed on the fact that changes in the structure of 
costs and demands affect the size of aggregate demand and output. 
- Technological improvement is presumably the most significant but not 
the only secular (long-run) ‘factor which, by way of its direct effect 
on specific industries, gives rise to changes in aggregate output. In a 
more detailed discussion of the investment process it is then stressed 
that indivisibilities, the acceleration-principle mechanism, and the 
existence of gestation periods (production-lags) complicate the out- 
come considerably. In other words, “cyclical” considerations are 
worked into the investment discussion which is largely rooted in the 
analysis of long-run factors. 

So far we have encountered in the Robertsonian: system two deter- 
minants of aggregate output which may be said to “correspond” to 
Keynesian determinants, namely, the income-consumption relation- 
ship, and the rate of return on investment (marginal efficiency). In 
addition, attention has been called to several Robertsonian elements 
of reasoning which do not have a Keynesian equivalent (such as the 
quantity-theory link between changes in money flows and changes in 
prices and output, respectively; the effect of changes in the composition 
of aggregates on their total size; the period-sequence analysis, etc.): : 
To these distinctive elements I shall return later. At present let us 
see how far we can go in drawing parallels. So far we have been con-. 
cerned with the Robertsonian version of the “consumption function” 
and of the “marginal efficiency of capital.” However, in Robertson 
as in Keynes, the amount of new investment depends on interest-rates 
as well as on the marginal efficiency. What about the rate of interest? 
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The Robertsonian treatment of the determinants of the interest-rate 
runs in terms of the loanable funds approach. The relationship between 
this approach and the Keynesian liquidity-preference theory has re- 
ceived much attention in the recent literature. I think it may now be 
stated that the two, when viewed as general approaches or frameworks, 
do not differ essentially, if allowance is made for “finance” in the 
liquidity theory. In this event the differences are expository rather than 
fundamental, especially if we interpret Keynes, with the Lange 
amendments, as not necessarily denying the influence of interest on 
the’ propensity to consume (time preference). The choice should be 
made to depend on convenience rather than on views concerning the 
factors properly belonging in a realistic framework. However, I do not 
see how a case can be made for the convenience of the liquidity- 
preference theory, or some analytical extension of it, if the discussion 
is concerned with the structure of interest rates. 

If the Keynesian interest theory is interpreted as placing the em- 
phasis on the assumed infinite elasticity of the liquidity function aż 
some far-above zero level of the interest-rate, then the difference be- 
tween Keynesian and Robertsonian views becomes somewhat more 
important. This, however, mainly reflects the fact that a break—or 
lack of continuity in the doctrinal development—does develop if stag- 
nation is considered the essential content of the Keynesian theory. The 
significance of the Keynesian interest-floor proposition is that of ex- 


plaining. why the interest-rate does not adjust downward when, to re- | 


store full employment, it skowld: The Keynesian liquidity trap could 
of course be equally well expressed in terms of the loanable funds 
approach. In this approach the demand for idle balances must be 
treated as a constituent of the demand for funds or as a deduction from 
the supply. This constituent of the demand, or this deduction from the 
supply, could become infinitely responsive to interest-changes at any 


level of the interest-rate. But the belief that this wowd happen at some _ 


~ far-above zero level is specifically Keynesian and this belief has a bear- 
ing on the stagnation thesis. 

I wonder whether even this difference is very significant. The stag- 
nation thesis does not hinge on it. The views of economists agree on 
the potential existence of a “liquidity trap” somewhere in the neigh- 
borhood of the zero rate. No one will part with money at the zero rate 
(or even at a very low positive rate which just suffices to compensate 
him. for the institutional costs and inconveniences of security trans- 
actions) provided: that he can keep money free of cost, or, at negligible 
cost. This is another way of saying that very near the zero rate the 
liquidity-preference function, or its equivalent in some alternative 
model, undoubtedly does become infinitely elastic. Neither Robertson 
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nor other authors have disregarded this in pre-Keynesian days. The © 
real problem in connection with the stagnation: doctrine, therefore, is 
whether to entrepreneurs the outlook seems favorable enough ,to in- 
duce them to invest on.a sufficient scale; given the terms on. which 
money can be borrowed and lent. If the outlook is chronically deficient, 
stagnation is the result. Robertson saw clearly that this could develop 
even if “the” interest-rate declined to the neighborhood of the zero 
` level. It is somewhat-less unlikely to occur if the interest-rate (say, 
the rate on long-term governments) “got stuck” somewhere around. 
2 per cent, but I believe that in such circumstances most of us would 
be unwilling to attribute more than a small share of the responsibility 
to the 2 per cent. If we wish to interpret the Keynesian theory as the 
point of departure for the stagnation doctrine, the emphasis should -. 
be placed on the possibility that the “marginal efficiency’ may be 
chronically low and inelastic and that this may not be accompanied 
by a:reduction of the propensity to save out of income. The emphasis 
should not, I think, be placed on the Keynesian interest theory.’ 

In the Robertsonian theory the business outlook may be deficient . 
enough to reduce the amount of investment to any extent and this need 
not reduce the propensity to save out of income. Stagnation is a possi- 
bility in this theory and the possibility arises because investment may 
be insufficient to fill the savings gap at the full-employment level of 
income, in spite of the interest-rate adjustments that may take place 
„ìn such circumstances. It is sometimes suggested that this interpreta- 
‘tion of stagnant constellations is specifically Keynesian because it pre- 
supposes ‘the concept of the ‘ ‘consumption function’”’—in’ the sense of - 
C=C(¥)—and this function made its first appearance in the General 
Theory. However, what is truly required for this sort of theory is not 
a unique ‘relationship between consumption and income (which surely 
does not exist in reality) but recognition of the fact that consumption 
and savings depend importantly on the level of income, and that the - 
©The worsening of business expectations (adverse shift of the marginal efficiency func- 
tion) cannot lead to underemployment if the liquidity function has zero elasticity through-*.- 
out the range of interest-rates actually ruling and does not shift to the right; and what- 
ever underemployment does to develop when the liquidity function is not vertical through- ' 
out the relevant range, or when it does shift to the right, can be remedied by increasing «<2. 
the supply of money in wage units except if the liquidity function is infinitely elastic at - 
the ruling interest-rate and at the same time and consumption function fafls to shift upward 
with a rise in the real value of cash balances. Therefore chronic stagnation, such as is 
not simply a matter of insufficient money supply in wage units, does assume that business ` 
expectations are sufficiently unfavorable to lower the interest-rate to a floor level at which 
the liquidity function is infinitely elastic. But if expectations are sufficiently unfavorable, 
then it' does not matter whether the floor level lies at 2 per cent or at 0.1 per cent. The 
proposition that a floor level would be hit before the rate becomes negative is, and has 


been, entirely uncontroversial. Allowance for the institutional costs of lending and borrow- 
ing obviously leads to the conclusion that the foor must lie above zero. 
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further variables on which the savings-ratio may depend are not in all 
circumstances capable of assuming values which, at the given income- 
level, will equate investment to savings. In the Robertsonian analysis 
‘this is not only clearly recognized and explicitly discussed, but even 
emphasized. Conditions may exist under which the rate of interest 
would have to become negative to equate investment to saving, at a. 
given level of the disposable income. We shall see later that in Robert- 
sonian approach compensatory monetary and fiscal policy are viewed 
as significant instruments for reducing “inappropriate” fluctuations 
in income and employment, but they are incapable of establishing a 
negative money rate of interest. The treatment of this problem in 
Robertson’s work of the nineteen-twenties does not of course suggest 
that a chronic condition of stagnation is to be anticipated. But Robert- 
sonian analysis does suggest that in depressions the shape‘of the rele- 
vant functions may very well be such that the equating of saving with 
private investment at the full-employment level would require a nega- 
tive money rate of interest which is not in reality obtainable. 

The Robertsonian discussion of depressions leads to the conclusion 
that, sf we are faced with such conditions, public expenditure is the 
only effective means of compensatory policy. One of the two chapters 
which were added to Money in 1947 takes account of the post-Key- 
nesian literature on secular stagnation. The author does not feel that 
he can refute the prediction of pessimists that “this time the wolf of 
stagnation is .. . ready to start gnawing at our vitals as soon as the 
processes of post-war reconstruction are complete.” Yet we are re- 
minded that “such prophecies have been made before and have not in 
fact been fulfilled, Dame Nature or Dame History having always in 
the end turned out to be keeping another card up her sleeve, though . 
she has been sometimes rather slow in shaking it down.” The Robert- | 
sonian structure does possess a stagnationist corner, and some of his 
prescriptions for proper behavior in that corner are in the nature of 
“Keynesian” prescriptions (although they are chronologically pre- - 
Keynesian). But the reader is not made to believe that he probably 
will be sitting in that corner during most of his life—war or no war. 
Outside that corner the long-run behavior of interest-rates is dominated 
by investment opportunities which give rise to a demand for loanable 
funds, and by savings which are supplemented by money creation to 
supply these funds.° 


In Keynesian terminology investment opportunities tend to raise the rate of interest 
because they create a demand for money (“finance”). The activity which Robertson defines 
as saving (p. 269, supra) tends to reduce the rate of interest because it reduces the amount 
of money seeded under the Keynesian income motive (for consumption), and hence 
increases the ammount of money available for finance and for speculative purposes, 
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IV. Robertsonian Economics and the Distinctive Features o f the 
l Keynesian Approach 


. Does then Keynes minus stagnation amount to a more systematic 
presentation of Robertsonian (or perhaps Neo-Wicksellian) equilib- 
n rium: to a presentation which is more elegantly formalized, except . 
that the equilibrium is taken out of the context of a-continuous process 
and hence must be placed back in that context with tools not contained 
in the original Keynesian apparatus? 

In the first and crudest approximation, Keynes minus stagnation 
does perhaps amount to this. But exclusive concern with overlap- 
ping elements would be misleading. The Keynesian theory possesses 
important features which distinguish it from the theories out of which 
it grew. It may be possible to argue that all these are connected with 
a stagnationist outlook, but in some cases the connection is sufficiently | 
indirect to deserve attention under a separate heading: In the subsequent 
sections we shall return to distinctive features of the Robertsonian 
system. 

The link between ius in income (below the full-employment 
level) and changes in employment is brought out more forcefully in 
the General Theory than in the earlier treatments. The method by 
which this is accomplished—measurement of output in wage units 
-` rather than in money of constant general purchasing power—is crude 
but it nevertheless focuses attention on the fact that unemployment 
is the most significant of the social menaces which are created by 
depressions. This, I think is not merely a subjective judgment of value. — 
It is a judgment pertaining to the conditions of survival of given social 
and economic institutions. At the same time, these conditions of sur- 
vival include also the avoidance of chronic inflationary pressure and 
we shall see later that for the analysis of price-output interactions the 
Keynesian theory is much less suitable than the Robertsonian, Keynes ` 
had to pay'a price for the direct link.between the magnitudes of his 
analytical system and the level of employment. Owing to measurement 
in wage units, changes in Keynesian “income” are intended to express 
changes in employment and thereby in the level of real activity. While 
_ it is recognized that the wage unit itself (ż.e., the deflator) may change 

- when money expenditures do, the system is certainly not built for an 
analysis of changes in the deflator. The concept of aggregate physical 
output—the value of output corrected -for price changes—also has. 
serious pitfalls. But by first counting in money, then linking money 
flows to prices, and finally focusing their attention on physical output, - 
Robertson and others were much less apt to detract attention from 
finite supply-elasticities and from the significance of price tendencies, 
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„A similar argument can be developed with respect to the Keynesian 
treatment of the problem of wage adjustments, The fundamental 
difference between changes in the general level of money wages and 
wage changes in specific industries 1s brought out more forcefully in the 
General Theory than in the earlier literature, Here again, the assump- 
tions of Keynes’ analysis are comparatively simple: With minor quali- 
fications the general price level is assumed to move in the same pro- 
portion as the general wage level, and thus real wages are assumed to 
stay unaffected.’ This may rest on the.sweeping notion that it is not 
too unrealistic to represent the product markets as purely competitive, 
with labor playing the rôle of the only ultimate factor of production. 
However, in reality product markets. are not purely competitive and 
it is not clear why all other income rates should change in the same 
proportion in which money wage rates do. In fact the minimum require- 
ment for unchanging real wage rates (in the event of a general change 
in money wage rates) may be milder than was just suggested. The 
minimum requirement, it seems to me, is that monetary investment 
demand as well as consumer demand should change in the same pro- 
portion as the money wage rate and hence that the ratio of the demand 
for investment goods to the forthcoming consumer demand should be 
a parameter which is uninfluenced by the money-wage level. A change 
in the real wage rate would have to bring a change in this ratio (in 
equilibrium) because the propensity to consume would have to change. 
But in whatever fashion we wish to state the underlying assumptions, 
they are certainly over-simplified, and it would be unreasonable to 
expect proportionate adjustment of effective demand and of prices to 
all changes in the general level of money wage rates, even aside from 
the Keynesian qualification pertaining to repercussions via liquidity 
and the rate of interest. At present we possess no general theory that 
would lead to definite conclusions concerning the size of the price 

The Keynesian qualification that general money wage changes are associated with a 
change in the existing degree of liquidity in terms of wage units (and hence with a change 
in the interest-rate and in-investment, and via the multiplier also in consumption) is 
: perhaps not “minor” from an analytical point of view. The significance of the qualification 
becomes small if the liquidity function is assumed to be very elastic; and its significance 
is generally small for the appraisal of Keynesian views as a whole (in contrast to the 
appraisal of the formal apparatus itself) because in connection’ with this qualification 
Keynes places the main emphasis on the fact that it would always be possible to adjust 
the supply money directly. Any favorable effect of a general wage change could be obtained 
in a much simpler way by this direct method, and any unfavorable effect could be offset 
by the use of this method. The theory assumes that a general change in money wage rates 
affects aggregate output merely via liquidity and interest (aside from qualifications which 
are really minor). I believe that a general change in money wage rates is likely to have an 
effect also on the “marginal efficiency,” that is to say, I see no good reason for assuming 


that, aside from repercussion via the interest-rate, the monetary demand for investment 
goods tends to adjust in the same proportion as the demand for consumer goods. 
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movement which develops from a given movement in money wage- 
rates. But effective demand and prices do move when the general level 
of money wages changes, and hence ‘the framework suitable for the 
analysis of general wage changes must be different from that tradition- 
ally employed for the discussion of changes in small sectors of the .. 
economy. It would be quite wrong to believe that this was overlooked 
in the earlier literature in general, or in the Robertsonian analysis in 
particular, But it is true of Keynes more than of his predecessors that 
he devised a comprehensive technical apparatus which compels its user 
_ Strictly to distinguish from the outset a general wage change from a 
specific, At the same time, it is true of Keynes in contrast to his prede- 
cessors that his simplifying assumptions reduce the problem of iii 
wage changes to almost complete insignificance. 

As compared to analysis of the Robertsonian type, Keynes’ assump- i 
tions increase the usefulness of the Keynesian theory in some respects 
and reduce it in others. Such a statement could be defended in regard 
to the specifically Keynesian features so far considered and also in 
regard to the Kahn-Keynes multiplier relationship which probably had 
more influence on the analytic thinking of the last two decades than 
.any other “Keynesian” innovation of the technical apparatus. The 
logical validity of the multiplier does not depend on the assumption 
that primary expenditure propagates itself exclusively via consumption- 
-respending but, whenever the channels of propagation become more 
complicated, the Kahn-Keynes multiplier approach must be supple- 
mented by the-analysis of these other channels. Only on severely re- 
strictive assumptions can the supplementary analysis be placed into 
‘a reformulated multiplier framework, or into a framework derived ex- 
clusively from the Kahn-Keynes multiplier and the acceleration prin-. 
ciple. 

‘The Keynesian system as a whole is paceda well built for the 
analysis of conditions influenced by a deflationary basic tendency; 
the wage unit of. measurement is particularly well chosen for an 
economy with rigid money wages or with price-wage ratios which are 
unaffected by the money-wage level; the consumption function and. 
the multiplier are particularly well constructed for conditions where 
savings out of income depend practically only on the income-level 
itself and where additional income, if not consumed, tends to be 
hoarded. The system strikes one as particularly rich if conditions of 
this ‘sort are faced. But it will stand a good deal of amending and 
adapting. It is true of a substantial range of problems that the appara- 
tus best suited for their understanding contains significant Keynesian 
additions, even though earlier. savings-investment analysis, such as the 
Robertsonian, contained most of the basic ingredients required. It 
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also contained significant elements with which Keynesians have almost 
completely dispensed and which will dn have to be collected - 
. again. 


V. Keynesianism, Robertsonianism and the Question of Social Policy 


The controversies of the past fifteen years have left many conserva- 
tives with the impression that Keynesianism is. related to a political 
orientation which is of left-wing character, not in the sense of Marzism 
but in that of pronounced welfare-statism, or perhaps British Labor 
Party socialism. There has been considerably. less temptation to asso- 
ciate Robertsonian economics with political creeds, but Robertson’s 
choice and treatment of problems show a vivid interest in methods of 
making a market economy, such as is based on free choice, work ef- 
ciently. Is it then reasonable to interpret Keynesian economics as a 
body of doctrines which in some sense lies “to the left of” Robert- 
_ sonjan economics? 

I believe that the answer which this question deserves is a somewhat 
qualified no, There exists only a very tenuous link between Keynesian- 
ism and a political program of direct controls and (or) of large-scale - 
social services financed by highly graduated taxation. A Keynesian 
who opposes such a program is not at all inconsistent. A Keynesian 
who feels that he bases his support of such a program on the Gen- 
eral Theory is reading between lines, or at best is placing more 
emphasis on certain specific statements in the book than on others. 
Keynes too was vividly interested in making a market economy, such 
as is based on free choice, work efficiently. 

It is true, however, that Keynes made it rather easy for a person 
to read between the lines and then to establish a link between his . 
analysis and (non-Marxian) left-wing views. He did so mainly by 
. showing no awareness of a problem which might have caught his eye. 
“Errors of omission” in such a subtle sense of the term are not capable 
of being interpreted in any clear-cut way. 

Keynes explained how in his opinion full employment could be 
accomplished. He showed no awareness of the fact that a consistent 
full-employment program of his variety would result in substantial 
inflationary pressure and would therefore in practice have to be sup- - 
plemented by comprehensive direct controls. This would be true even 
if we could disregard the possibility that, in consequence of a shortage | 
of cooperating factors, supply-elasticities may fall significantly before 
full employment is redched, Against the background of what might in 
effect become a full-employment guarantee, groups of workers and of 
employers would undoubtedly attempt to improve their relative posi- 
tion, as compared to other groups of the same sort, by pressing for 
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higher rates of money income; and, given the guarantee in question, 
they would be capable of putting a wage-price escalator in motion 
throughout the economic system. There of course does exist a degree 
of integration (centralization) of economic activities which would re- 
duce the number of groups with wills of their own to such an extent 
that they could “collude” to prevent a self-defeating inflationary pro- 
cess. But extreme integration of this sort would by its very nature be 
a socialistic phenomenon; and in the absence of such integration, that 
is, On more realistic assumptions, comprehensive direct controls would 
be required, which are incompatible per se with’ the principles of a 
market economy based on free choice. Furthermore, by taking for 
granted a comprehensive system of controls and, for the greater part 
of the time, also the necessity of significant compensatory public ex- 
penditures, we would create a great deal of additional space for an 
ambitious program of direct social services. In this kind of reasoning 
it is usually assumed that democratic political institutions are suitable , 
for efficient administration of permanent direct controls: a very ques- 
tionable assumption, which however need not detain us here. We 
- merely mean to indicate in what way it is possible to construct a high- 
way from- Keynesian analysis to certain varieties of socialism. In build- 
ing it, the constructors may make use also of Keynes’ inclination to 
. emphasize the consumption-raising effect of increased tax-graduation 
more than its possible adverse effect on the marginal efficiency sched- 
ule. 

Yet it must bê emphasized that Keynes himself did not build this 
- highway. He did not say what in his opinion the proper policy would 
be if under a consistent full-employment program a chronic inflation- 
ary pressure should develop. Consequently, it is possible also to con- 
= struct a bridge from Keynesian analysis to policies of-a very different 
sort which are geared to the wage-price level as well as to the level of 
- employment. These policies can be bridged with Robertsonian analysis 
just as easily as with the Keynesian. Compensatory employment poli- 
cies can be used in a measure not exceeding that which is compatible 
with a reasonably stable (not necessarily constant) price level, # the 
absence of direct controls. 

- To say that Keynes advocated a policy of this sort would be no less 
arbitrary than to say that he built a highway to socialism (although 
he must have been more nearly a “conservative” than a “radical” 
Keynesian). The truth of the matter is that the Keynesian theory stops 
short of this dilemma. It has an empty spot. in the area where 
the dilemma is ločated. In contrast, Robertsonian theory has no empty ` 
spot in this area. Robertson has consistently given a great deal of 
attention to the problem of interactions between movements in output 
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and in prices. The reader may of course accept the results of Robert- 
sonian analysis, and then, if he so wishes, may introduce the judgment 
of value that freedom from direct controls is-less important than the 
avoidance of those fluctuations in employment which could not be 
eliminated without creating a chronic condition of suppressed infla- 
tion. But if he wishes to make this judgment, he cannot claim that he 
is moving in a vacant area of Robertsonian theory which must neces- 
sarily be filled either in this or in some other fashion. In the General 
Theory Keynes was primarily—almost exclusively—interested in em- 
ployment. Robertson has been equally interested in price tendencies, 
and of course in trends in productivity. This is an important difference. 
But crude political terminology is inadequate for expressing it. 


VI. The Unexplotted. Residue 


To the forward-looking reader, the study of Robertson’s work is 
interesting mainly because the “Keynesian” late ’thirties and ‘forties 
have failed to assimilate essential ingredients of a reasonably complete 
theory of money and employment. Temporary lopsidedness lies in the . 
nature of progress. But it had better remain temporary. _ 

Robertsonian thinking is permeated by awareness of structural 
problems, that is, of the influence of the composition of aggregates on 
the size of these aggregates. Keynesianism of the late ’thirties and of 
the forties suffers from lack of such awareness. Robertson’s distinc- 
tion between appropriate and inappropriate fluctuations of output is 
essentially a structural distinction in this sense. In the Robertsonian 
theory, alterations in the real operating costs of an industrial group, 
as well as alterations in the intensity of the relative demands of in- 
dustrial groups for each others’ products, require ‘structural adjust- 
ments. Inventions are the most important reasons for changes in the ` 
real operating costs of an industry; in the Study, much more than in 
. the later works, changing harvests are also given a prominent place. 
The structural or compositional adjustments in question are associated 
with changes in aggregate output which depend on demand and supply- 
elasticities. They play a significant rôle in the Robertsonian theory. 

Cost reduction in a specific sector of the economy, and the reduction 
of the sector’s selling price relatively to the price charged by another > 
sector, may increase or decrease the output of the other sector. Funda- 
mentally, with the money-veil lifted, the answer depends on the elasti- 
city of demand of the other sector, în terms of effort (hence of output), 
for the products of the first sector. If, for example, this elasticity ex- 
ceeds unity, the output of the other sector will rise. In a monetary 
economy-——in contrast to a barter economy—these elasticities must be 
put together, so to speak, from price.and income elasticities of monetary 
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dannsa and supply, and hence they are influenced by monetary and 
fiscal policy. This amounts to saying that the observable elasticities of 
demand in terms of effort and the corresponding movements in aggre- _ 
gate output depend on monetary-fiscal policy as well as on.the basic 
propensities of the public. What ‘elasticities in terms of effort and hence . 
what movements in output deserve to be favored by policy? 
“Appropriate” movements of output are movements -(initial changes - 
in specific sectors plus adjustments in others) which do not have to be- — 
come reversed, that is, do not shoot beyond the mark. The elasticities 
. of demand in terms of effort which underlie these movements are no 
different in the long run from what they are in the short run. Even a 
policy which wanted to limit itself to facilitating appropriate movements 
in aggregate output would not necessarily want to keep the general or 
average price level precisely constant. This is because changing relative 
- prices with a constant general price level mean falling prices in specific 
sectors, and significant price reductions in important sectors are apt to. 
impede the adjustments in the various sectors to the initial change. 
A mildly rising general price level is therefore more likely to have the 
effect of facilitating the “appropriate” movements of output: 
However, it would be unreasonable to try to suppress all “inappro-. 


`- priate” fluctuations.of output. The inappropriate movements in specific 


sectors are movements based on elasticities of demand in terms of effort, 


. ` such as are different in-the long run from what they are in the short run, 


and hence do result in a subsequent reversal (do carry the original ad- 
justment to specific changes beyond the mark). They are consequences 
of essential characteristics of the economic system which on a suffici- 
ently simplified level of analysis would appear as “imperfections.” 
For example, indivisibilities of real capital force producers to invest 


either too much or too little, as compared with real requirements. If ` 


they invest too much, then this will lead to a subsequent sharp reduction . 
_ of their demand for factors of production. The durability of plant and . 
equipment has the same effect, since it may be viewed as indivisibility in 
the time-dimension. This is made clear by the kind of reasoning which. 
is usually presented for explaining the acceleration principle.- Also, 
individual producers are incompletely informed concerning the simul- 
taneous expansionary and contractionary moves of other producers and 
they cannot dependably judge the consequences of their simultaneous 
- actions, The length of the gestation periods to which certain investments, 
are subject, aggravates these disturbances: by the time the investments 
become completed the conditions which called them forth may have 
changed considerably. The movements resulting from these factors are 
“inappropriate” in the sense of carrying the original adjustments beyond - 
- the level which is appropriate in the long run. But only in a theoretical 
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- model could they. be kept strictly apart from the appropriate move- 
ments. In the real world we must make up our minds as to the desir- 
ability of a whole complex of responses to initial changes, and such a 
complex always contains appropriate as well as inappropriate elements. 
Policy cannot be directed toward appropriate changes alone. But it can 
be directed toward the maximum amount of appropriate change (adjust- 
ment to technological improvement, to other real-cost changes, and to 
buyers’ preferences) which is compatible with not too much i inappropri- 
ate fluctuation. This proposition can of course not be formulated with 
the rigor of a mathematical theorem because its interpretation depends 
on subjective weighing in individual instances. But it can serve as an 
eminently reasonable guiding principle. 

The downturn is a direct consequence of saturation in the specific 
areas of investment in which inappropriate expansion has carried the 
adjustment beyond the mark. Frequently (but not always). the down- 
turn is a consequence also of limits to the amount of investible funds 
which the monetary authority can let the banking system provide with- 
out producing an excessive degree of forced saving? by means of infla- 
tion. It seems to me that the second of these two causes, which may of 
course interact with the frst,” is placed more into the forefront in Bank- 
ing Policy than in the Study or in the later Essays. Hence those sections _ 
of Banking Policy which are specifically concerned with the downturn | 
move pretty much along the lines of the “monetary overinvestment . 
theories,” while the earlier and the later accounts distribute the empha- - 
sis more evenly, òr even place other factors (saturation at a given level 
of technological knowledge) in the forefront. But what is placed in the: 
forefront is invariably a structural aspect of dynamic development, 
rather than purely aggregative relationships. . 

The range of problems on which this analysis focuses attention has 
received little attention during the ’thirties and the ’forties. However, - 
for some time there has existed renewed interest in certain elements of 
this complex. It consists of problems pertaining to the structure of out- 
put and to the structure of demands in a world where, as a consequence 
of uncertainty, producers must rely on guesswork; to the rate of techno- 
logical advance; to production lags and, generally speaking, to timing 
in view of durabitity in indivisibility; and to the price tendencies most 
suitable for attaining the maximum degree of long-run progress without 
too much instability. No reader of Robertson can overlook the fact 
that these are problems of vital significance. 

8 Forced saving (automatic lacking) in the sense of the diversion of goods from their 


producers (że. from recipients of money incomes already earned) to investors who are 
borrowing “new money” from the banking system. 


*“Saturation” is not an absolute concept. An area of investment activity may be 
“saturated” at high rates of interest and not “saturated” under an easy money policy. 
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Concern with problems of the price level is likely also to revive inter- 
-eSt In a.proper synthesis of savings-investment analysis with ideas 
rooted in the quantity theory. Robertson’s work shows clearly that such 
a synthesis existed in pre-Keynesian days. That equilibrium, or mone- 
tary expansion and contraction, can be expressed in terms of the rela- 
tionship between savings and investment is neither more nor less true 
than that these conditions can be described with reference to the stock 
and the velocity of money. Neither the consumption function nor vel- 
ocity (or any function from which alternative velocity values could be 
read) is truly stable, certainly not in the sense in which projections imply 
stability. It would be unreasonable to disregard the supply of money in 
the analysis of the factors which may produce changes in the income- 
consumption relation; and it would be unreasonable to disregard the 
propensity to consume in a search for factors which may bring about 
changes in velocity or in the quantity of money. Robertson saw this 
twenty-five years ago. In this, as in some other respects, contemporary 
economists are on the way to a rediscovery. 

But, on the whole, a series of rediscoveries is not what is needed. In 
the past two decades a great deal has been built on foundations which 
were laid in the preceding era, While much of this will prove durable, 
there is much that will not. What will replace the temporary structures? 
What else can be built on the same or on similar foundations? 


SPATIAL PRICE EQUILIBRIUM AND 
LINEAR PROGRAMMING 


By PAUL A. SAMUELSON* 


l.—Introduction 


Increasingly, modern economic theorists are going beyond the 
formulation of equilibrium in terms of such marginal equalities as 
marginal revenue equal to marginal costs or wage rate equal to marginal 
value product. Instead they are reverting to an earlier and more funda- 
mental aspect of a maximum position: namely, that from the top of a 
hill, whether or not it is locally flat, all movements are downward. 
Therefore, the real import of marginalism is embodied in the following 
type of statement: for any produced units of output, extra revenues ex- 
ceed extra costs; but for any further producible units, extra revenue 
would fall short of extra costs. These marginal inequalities—which need 
not apply to small.local movements alone—do, in well-behaved cases 
with smooth slopes, imply the usual marginal equalities: But they are 
more general, in that from them we can derive most of what is po- 
tentially useful in marginal analysis, a point which has been missed by 
both the defenders and attackers of ‘‘marginalism.” And more than 
that, the marginal inequalities can apply to cases (like simple compara- 
tive advantage) where the marginal equalities fail. 

In recent years economists have begun to hear about a new type of 
theory called linear programming. Developed by such mathematicians 
as G..B. Dantzig, J. v. Neumann, A. W. Tucker, and G. W. Brown, and 
by such economists as R. Dorfman, T. C. Koopmans, W. Leontief, and 
others, this field admirably illustrates the failure of marginal pe 
tion as a rule for defining equilibrium. A number of books and articles on 
this subject are beginning to appear. It is the modest purpose of the 
following discussion to present a classical economics problem which il- 
lustrates many of the characteristics of linear programming. However, 
the problem is of economic interest for its own sake and because of its 
ancient heritage. 

The first explicit statement that competitive market price is deter- 
mined by the intersection of supply and demand’ functions seems to 
have been given by A. A. Cournot in 1838 in connection, curiously 
enough, with the more complicated problem of price relations between 


* The author is professor of economics at the Massachusetts Institute of Technology and 
consultant to the Rand Corporation, whose help i in this ia is acknowledged. 
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two spatially separate markets—such as Liverpool and New York. The: : 
latter problem, that ‘of “communication of markets,’” has itself a long 
history, involving many of the great names of theoretical economics.” 
` Dr. Stephen Enke in a recent interesting paper generalized the problem 
of interspatial markets and gave it an elegant solution.’ 

Proceeding from the Enke formulation, I propose in this paper (1) to 
show how this purely descriptive problem in non-normative eco- 
nomics can be cast mathematically into a maximum problem, and (2) to 
relate the Enke problem’ to a standard problem in linear program- 
ming, the so-called Koopmans-Hitchcock a 
problem.‘ 

Spatial problems have been so neglected in economic theory that ihe 
field is of interest for its own sake. In addition, this provides a reason- 
ably easy-to-understand example in the new field of linear programming. 
But, most important, insight into the fundamental nature of economic 
pricing is provided by the present discussion. 


TIl.—Formulation of the Two Problems 


In the Cournot-Enke problem, we are given at each of two or more 
localities a domestic demand and supply curve for a given product 
l (e. g., wheat) in terms of its market price at that locality. We are also 
given constant transport costs (shipping, insurance, duties, etc.) for ' 
- carrying one unit of the product between any two of the specified 
_ localities. What then will be the final competitive equilibrium of prices — 
in all the markets, of amounts supplied and demanded at each place, 
and of exports and imports? 

From the description of the above’ problem, an economist would be © 
tempted to guess that it includes inside it the following Koopmans 
problem, which I slightly reword to bring out the similarity: A specified 
total number of (empty or ballast) ships is to be sent out from each of a- 
number of ports. They are to be allocated among a number of other 
recelving ports, with the total sent in to each such port being specified. 
If we are given the unit costs of shipment between every two ports, how | 
can we minimize the total costs of the program? ' T 


1 A. A. Cournot, Mathematical Principles of the Theory of Wealth (1838), Chap. X. 

2 J. Viner, Studies in International Trade, New York, 1937, pp. 589-91 gives references 
to Cunyngham (1904), Barone (1908), Pigou (1904), and H. Schultz (1935); for a non-graphic 
literary exposition, see F. W. Taussig, Some Aspects of the Tariff Question, Cambridge, Mass. 
(1915 and 1931), Chap. T. 

3 S. Enke, “Equilibrium Among Spatially Separated Markets: Solution by Electric Ana- 
logue,” Econometrica, Vol. 19 (Jan., 1951), pp. 40-47. 

4See T. Koopmans, Activity Analysis of Production and Allocation (Monograph 13 of the 
Cowles. Commission, published by John Wiley, 1951) for references. The special transport 
problem itself is dealt with in Chapters XTV and XXTII and independently deals with a prob- 
lem considered in 1941 by F. L. Hitchcock and in 1942 by a Russian mathematician, L. 
Kantorovitch. For a readable account, see T. C. Koopmans, “Optimum Utilization of the 
Transportation System,” Econometrica, Vol. 17, Suppl. (July, 1949), pp. 136-46. 
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Note that total shipments in or out of any one place are an unknown 
in the first problem, whereas they are given in the second. In this sense 
the first problem is the more general one and includes the second inside 
itself. Note, too, that, as it stands, the first problem is one of decen- 
tralized price-mechanics: innumerable atomistic competitors operate in 
the background, pursuing their private interests and taking no account 
of any centralized magnitude that is to be maximized. Yet, even without 
. Adam Smith’s “as-if” principle of the Invisible Hand, our teleological 
faith in the pricing mechanism is such that we should be surprised if 
the resulting allocations resulted in costly cross-haulages: we instinc- - 
tively feel that arbitragers could make-money getting rid of any such 
inefficiencies. 

A final hint suggests that the first problem, which is definitely not a. 
maximum problem to begin with, might be convertible into a maximum 
problem. Enke provides a simple ingenious electric circuit for its solu- 
tion in the case of linear market functions. At least since the work of 
Clerk Maxwell and Kirchhoff a century ago it has been realized that the 
equilibrium of simple passive electric networks can be described in 
terms of an extremum principle—the minimization of “total power- 
loss,’’5 | 

Tt is not surprising, thereforé, that the Enke problem can be artifi- 
cially converted into a maximum problem, from which we may hope for 
the following specific advantages: (1) This viewpoint might aid in the 
choice'of convergent numerical iterations to a solution. (2) From the 
extensive theory of maxima, it enables us immediately to evaluate the 
sign of various comparative-statics changes. (E.g., an increase in net 
supply at any point can never in a stable system decrease the region’s 
axports.) (3) By establishing an equivalence between the Enke problem 
and a maximum problem, we may be able to use-the known electric 
devices for solving the former to solve still other maximum problems, 
and perhaps some of the linear programming type. (4) The maximum 
problem under consideration is of interest because of its unusual type: 
it involves in an essential way such non-analytic functions as absolute 
value of X, which has a discontinuous derivative and a corner; this 
makes it different from the conventionally studied types and somewhat 
similar to the inequality problems met with in linear programming. (5) 
Finally, there is general methodological and mathematical interest in 

6 Jn its simplest form, such a minimum problem is of conventional interior differentiable 
(“Weierstrassian”) type, and it does not involve the quasi-linear boundaries, inequalities, and 
vertexes encountered in linear programming. Nonetheless, A. W. Tucker in an unpublished 
Office of Naval Research memorandum “Analogues of Kirchhoff’s Laws” (Stanford, 1950) 
- noted the similarity of the Kirchhoff-Maxwell problem to the linear programming problem of 
the Koopmans type. Moreover, I gathered from personal conversation with Professor Tjalling 
Koopmans that when he, first solved the transportation problem years ago, before linear pro- 
gramming had been explicitly formulated, the analogy with the network problem readily oc- 


curred to him and helped guide his explorations toward a solution. See AREE Analysis, op. 
cit, pp. 258-59. | , 
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the question of the conditions under which a given equilibrium problem 
can be significantly related to a maximum or minimum principle. 


I.— The Two-Locahty Case Graphically Treated 


The two-variable case provides a convenient introduction to the _ 
principles involved. The general # variable case then follows without 
much difficulty. Figure 1 shows the usual textbook back-to-back dia- 
gram determining the equilibrium flow of exports from market 1 to 2. 


EQUILIBRIUM oF Exports AND IMPORTS 


F and F 





me f 


Ficure 1. Equilibrium is at B where exports of 1 match imports of 2 at the differential 
between P: and Py egua to transport costs, Tiz. Note shift in lower axis of 2. 


Before trade, equilibrium would be at Pı = A1 where supply and Tona 
in the frst market just meet; or what is the same thing, where the 
excess-supply function ES to ESı, which is equal to the demand curve 
subtracted laterally at every price from the supply curve, is at its zero 
point. Likewise, Pa=44 if no trade is possible. 

But now suppose that goods can move from 1 to 2 for Tı: dollars per 
unit, and from 2 to 1 for T» dollars per unit. Since the pretrade price is 
lower in 1 than 2, trade will obviously never flow from 2 to 1 and so only - 

- the T1: figure is relevant. Because the initial differential in prices exceeds 
the transport costs, there will be a positive flow of exports from 1 to 2, 
and Ps will come to exceed P, by exactly Tia. For this reason the axes 

- of market 1 have been displaced relative to those of market 2 by the 
distance Tig. 
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The new equilibrium-is Howa at B, where the excess supply or ex- 
ports of market 1 exactly equal the algebraically negative excess supply 
or imports of market 2. The bracketed distances Æ, and — Ez, and 
CB are all exactly equivalent depictions of these flows. 

Of course, if A, and A; had been closer together than Ti: (or Ta), 
then the markets would have split-up and the separate equilibria would 
be at (A1, As). Had A; been less than A, by more than T21, then the flow 
of exports would have automatically reversed directions so that Ex: 
- would be positive and E1: negative. What makes the problem interesting 
is its complicated non-linear equilibrium conditions: 


(Da li P= Pit Tu, 

any non-negative E: may flow; £1:2>0 implies P= Pi +T 
(1)b ` If Pa< Pı+ Tua andif Pi < Pat Tn, 
then £,2=0 and En =0. | 

(1)c If Py = Pit Ta, 


then £2;20, depending upon total world supply and demand, etc.; 
Ex >O implies Pi= Piat Ta. 

Figure 2 provides a new graphical restatement of what is shown in 
Figure 1. The same excess-supply curves are shown but this time the 
prices in the two countries are measured from the same level rather than 
with one axis shifted by the amount of transportation cost. However, 
the transport costs do enter into the problem. Look first at the two upper 
curves of the figure only. Now the final equilibrium is determined at 
JK where the two excess-supply curves differ vertically by Tis as 
shown by the bracket. 

This same equilibrium determination of sous and imports (Fis 
and — En) is shown in the lower part of the figure by the heavy NN 
curve which represents the vertical difference between the two excess 
supply curves. The final equilibrium is at F where the net excess-supply 
curve hits the curve of discontinuous transport costs WXYZ. 

Figure 2 has the merit of suggesting how a shift in one or both of the 
excess-supply curves could cause the equilibrium intersection to be 
shifted over to the WX interval, with 2 exporting to 1 as in equation 
(1)c. It also suggests how the intersection might be on the XY interval, 
with exports and imports zero, and with prices related as in (1)b. 


IV.—Defining Social Pay-off 


Figure 2 paves.the way toward a maximum or minimum formulation 
of.the problem. An economist looking at these figures would naturally 
think of some kind of consumers surplus concept. The area 4, JKA., 


ił j 
T 
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and OMFG, its equivalent, cry out to be compared with the area under ' 
. the transport curve, OMFY. However, the name consumers surplus has 
all kinds of strange connotations in economics. To avoid these and to 
underline the completely artificial nature of my procedure, I shall - 
simply define a “‘net social pay-off” function, with three components:* 
. NSP =Social Pay-off in 1+Social Pay-off in 2—Transport Cost. 

The social pay-off of any region is defined as the algebraic area under 
its excess-demand curve. This is equal in magnitude to the area under 


EQUIVALENT DEPICTION OF SPATIAL EQUILIBRIUM 


+ 
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Figure 2. The same ae curves appear as in figure 1, but now lower axes are evenly 
aligned. Transport costs enter through the discontinuous curve WXYZ. Equilibrium is where 
the ne? excess-supply curve for the two markets—NN = vertical subtraction of ES; from BS: 
~—intersects WXYZ at F. (Alternatively, equilibrium is where JK vertical distance equals 
Ti.) ag , 


its excess-supply curve but opposite in algebraic sign. However, since 
the second market has been put back-to-back to the first, the area under . 
the second market’s excess-supply.curve in Figure 2 does measure the 
second market’s pay-off; and from it we must subiract the area under ~ 
the first country’ s excess-supply curve. Hence, the area under the net 
curve NN in Figure 2 does on measure the combined soctal pay-o of of 
both markets. : 
~ fæThis magnitude is artificial in the sense tbat no competitor in the market will be aware of 


` or concerned with it. It is artificial in the sense that after an Invisible Hand has led us to its 
maximization, we need not necessarily attach any social welfarc significance to the result. 
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In Figure 3 the curve NON indicates how the combined payoff of the 
two markets varies with algebraic exports from 1 to 2. From this we « 
subtract the curve of total transport cost UOU. Total transport cost 
has a corner at the origin because of the discontinuity between Ti: and — 
Tx as shown in WXYZ of Figure 2; the algebraic integral of this dis- 

continuous function leads to the V-shaped total function VOU.’ We 


Maxmauzinc Net SOCAL Pay-Orr 


Sociol pay-off N 





Transport — 
U cost 
Transport 
cost 
Net sociol pay-off 
Ea TE? Ez 
. NSP 


NSP 


FIGURE 3. Same equilibrium as in previous. pice is shown as the maximum of net social 
pay-off or maximum vertical difference between upper two curves. 


find our equilibrium gies the vertical de between the two upper 
curves is at a maximum. This same optimal level of exports (E1) or 
imports (— £41) is also shown at the maximum point of the net social 
pay-off curve, the third curve which measures the vertical distance be- 
tween the upper two. 

This completes the two-variable case. Figure 4 illustrates that three 
possible cases could have emerged, corresponding to equations (1)a, 


6 The mathematica] symbolism for this function can be written in many equivalent ways: 


e.g. 
hs(En) = Tiis for Ey, 20 
= Tu(— En) for Eusso 
and still other equivalent symbolisms (involving absolute’ values of Eys, etc.) can be found. 
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(1)b, and (1)c. In Figure 4a, region 1 exports to 2 so that the maximum 
point is smooth; the corner in the curve, due to the discontinuity in the 
rate of transport cost, is on the vertical axis and does not affect the 
maximum. Similarly Figure 4c shows a normally smooth maximum 


TYPES OF MAXIMA FOR Net SOCIAL Pay-Orr 
NSP NSP © NSP 





(a) (b) to 


Figure 4. Because of transport costs, each curve of net social pay-off has a corner at 
the origin. In (b) price differentials are too little to surmount transport costs, so trade is 
ZETO.. 


without corners; 2 is then exporting to 1. Figure 4b shows the inter- 
mediate case where the maximum point is a cusp with a corner: the 
transport cost discontinuity is obviously to blame. 


w% * 


+ k + 

The final point to emphasize is this: Once the separate pay-off func- 
tions are set up as areas or integrals of the excess-supply curves and 
once transport-cost functions are known, a clerk could be given the task , 
of experimentally varying exports so as to achieve a net maximum. He 
could proceed by trial and error, always moving in a direction that in- 
creased the net pay-off, and he would ultimately arrive at the correct 
equilibrium. The existence of pathological corners would not impair 
convergence; rather it might accelerate convergence.’ 


` 


1 Mathematically, calling the excess-supply functions s;(Ex), 
By -An 
NSP = — |” alade |” (aX ~ talEn). 
0 (i : 


By setting dN /dE1,=0, we arrive at conditions equivalent to equations (1): 
(1) ~ Ta S (Ea) — (Ex) S Tu, E+ En = 0 


and with £13540 implying that one of the equality signs holds. A gradient method of making 
GE13/dt eee to dN (dE: would always converge for positive sloping $: functions. 
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V.—The General Case of Any Number of Regions 


Instead of two regions suppose we have 7#=1, 2, -- - , n regions. The 
algebraic amount of exports from z toj we can write as E: and it will of 
course be the same thing as the algebraic imports of 7 from i, — Ep. 
Table I shows the two-way table relating these interregion exports to 
the total algebraic exports of any region, #,. (Note that about half the 
numbers in the table will be negative.) Suppose too that we are given 
T;;, the transport cost per unit of product moved from region ¢ to 
region 7. [hese transport costs could also have been arranged in a two- 
way table. Finally suppose that for each region we have an excess 
supply function s,(Z,)=P,, which is calculated by taking the lateral 
difference between local supply and demand functions, 


TABLE I 












Ei 


En= —En Ey e Emm — Em 
oS í i Ea 


E= 
Es = 


Ey=) Eu 





En =}, ¿Eni 
=> jÉ; 


=total net 
exports 


Total 
imports E=} En — Eee Bp «°° —Ey=) sy ++ Ea i Ein 
(algebraic) 


As in the two-variable case, we can define a social pay-off for every 
region in terms of the area under the excess-demand or excess-supply 
function. This will depend only upon the total exports of the TERON and 
can be written 


(2) §,(E,)=area under the excess-demand curve = — i 's¢(x) de. 
. 0 


The transport costs can be written as a function of exports between any 
two regions; or as 2,;(#,;) =a V-shaped curve like that shown in Figure 3.8 
Now we can form a final net social pay-off for all the regions as the 
sum of the # separate pay-offs minus the total transport costs of all the 
shipments: 
* Mathematically, this function has a corner at the zero export point, and will equal T;E;; if 


i exports to j and TEn if f exports to i. Note Ta need not equal Ty, but it can be shown that 
by definition hy (Er) =t;(2x). 
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ey tae ÈSKE) g 2 x (Ei). | $ 


Because E= Ent - +E iny this is a function of all the E,,’s and 
when we have found its maximum we have arrived at’ the final unique 
equilibrium trade pattern.’ 

Providing that all domestic supply curves cut demand curves from 
below (as price rises), which is the so-called case of normal or stable 
intersection, the excess-supply curves will never be falling curves; and 
it will necessarily follow that the maximum position will exist and be 
unique. At the maximum point, we will find 


(4) — Ta S KE) — sE) ST | (foralli,j=14,--+, 2) 


with both inequalities holding only if Ei 20 = Ej; if Ey >0, then the 
right-hand equality must hold; and if E; <0, the left-hand equality . 
must hold. Recalling that the s,’s and P’s are the same thing, we ob- 
viously end up with the proper #-region generelveucn of equations (1) 
that were derived for the two-region case. 
Our task has now been successfully ompa The problem in 
- descriptive price behavior has been artificially converted into a maxi-" ` 
mum problem. This maximum problem can be solved by trial and error 
or by a systematic procedure of varying shipments in the direction of 
increasing social pay-off.” 7 
+ k x 


Once the exports are determined between any two places, it is aoi 
that the total exports of any and every place are also determined. Some 
- of the #-regions will end up as positive net exporters; some will end up 
as net importers- (negative net exporters); some may even end up in 
perfect: balance, with zero imports and exports. Reflection: will show - 
that we are free to omit all such balanced regions from our further dis- 


* Since we know that the imports of one region are the exports of another, we do not have - 
to specify all the #7#;,’3 in Table I. Instead we can work with all those that are above the hol- 
low diagonals of the Table, inferring those below by using the identity Ei; = ~En. Thus, we 
may adopt the convention of having ¢<j, and may work with #(s-—1)/2 unknown Exp’. In- 
cidentally, most of the H;;’s will turn out to be zero: $.6., & typical export region will export to 
only a few other regions and a typical importer will import from only one or a few regions, 
More exactly, it is a theorem of linear programming that the number of positive exports need 
not exceed #—1. It will also be true that if Ti; and Æ; are all integers, eee ea Bean: 
tegers. 

10 Even if this were not a market problem, we could set up pretended cmi markets 
whose supply and demand relations might be used to help compute the correct mathematical 
solutions. Computing clerks could be.instructed to act like brokers and arbitragers, etc. Or we 
could dispense with all markets, and instead watch how NSP is changing as we change each 
E,;, continuing to move always in the direction of increasing NSP. Doing this long enough will 
carry us to the top of the hill. 

For the case where the excess-supply curves are straight lines Enke has given a simple electric 
circuit, consisting of resistances, rectifiers, and batteries, which will give the final solution as 


a measurement of currents and voltages. See Enke, of. cit. , Figure 1, p. 45 and the next section 
below. 
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cussion, since so long as they‘ remain in balance they need not t export 
or import from any locality." . oo 

It follows that we can. divide our n-regions up intoi=1,---,m 

export regions and t=m-+41,---+, # import regions. Reflection will 
= show that a net import reion wl never export to any region. (Why 
send exports out if you have to expensively ship in imports to replace 
them? Instead ship directly.) Reflection also shows that a net export . 
region will never import from any region. Thus, the only non-zero 
F,;’s are from an export region i to an import region j. 

What does this mean for Table I? It means that we can label our re- 
gions'so as to give the first m numbers to our export regions and, the 


, Taare H. 

, ! Total 
Regions 1 m i m-+-1, . m2 ors n | Exports 
exporters i . i oa $ 

1 Enmy © Ermy ee Ein (E) 

2 { Fam i Ermy Ean ’ (Ea) 

zeros | l ; ; 

a l 

: i 

. i 

Pa | (Em) 
importers | 
m+1 = } 

. negative ! 

‘ numbers i 

” E | 

] 
Total 
Imports i 





last n—m numbers to the import regions. Table I will then divide itself 
up into 4 major blocks: positive numbers will then be in only the upper 
right-hand block relating the exporting countries to the importing 
countries; the two blocks relating exporters to exporters and importers 
to importers will necessarily be full of zeros, and can be neglected. The 
block relating importers to exporters will consist of negative numbers 
only and will simply duplicate our positive numbers. 


1 That is £;=0 implies Ez =0= E; for all j. Note that I am adopting the convention of not 
treating cargo shipped through a port as at all part of its exports or imports. Thus, cargo going 
from London to San Francisco is not to be treated as both an import and export of Panama. 
A similar philosophy tells me that Tų data have already been adjusted so that it is no longer 
cheaper to send cargo from to j via a third port &: such an “indirect” route would already 
have been defined to be the cheapest direct route and by our convention the port & would not 
be explicitly involved. Such preliminary adjustments of the definition of Ty; have made it 
satisfy the “Pythagorean” relations Tus Tit Tan etc. 
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_ Table IT shows the relevant configuration. Note that all the numbers 
shown by symbol are positive: Thus (—£,) represents positive imports 
because algebraic exports EZ, ‘are negative for an importing country. 
Note that a'table of 7;,’s is definable for all countries and all blocks; 
but with the given positive exports and imports shown in the margins 
of the table within parentheses, we would be interested only in oe 
| T;;’s in the upper right-hand corner. 


VI—Relation to the Koopmans Linear Proin Problem 


In this and the next section, I shall try to relate the -results of our 
international trade problem to the newly developed theory of linear | 
programming (defined austerely by the mathematician as “the maxi- 
mization of a linear expression subject to linear inequalities”). For the 
theorist these are important sections, and to an economist who has 
heard about this new field and would like to get an idea of what it is ` 
all about, these will serve to indicate.its general flavor. Though I have 
tried. to use only the most elementary tools, these two sections are not 
- summer-hammock reading; and-for this reason, the remaining sections, 
from VIIL on, have been arranged so that a reader can go creey on to 
them, skipping the more technical material. 

Tmagine now that the positive totals in parentheses (E, e, En) 
and (—Eadi, ©, —En) were given to us by Enke while at the same 
” time he concealed foie us the entries F;,9,; giving the detailed break-, 

downs. Then for us to find the missing numbers so as to minimize total 
transport cost would be precisely the Koopmans-Hitchcock problem in 
linear programming.” 

How-do we know that Enke’s solution for Es does truly minimize 
transport cost? Since I have shown that Enke does maximize net social 
pay-off, and since the expressions >_7.5;(E,) in NSP of equation (3) de- 
pend only on the regional totals of exports (Ai - - - , En), it follows that 
maximizing NSP would be impossible unless the Ey s were optima! for 
minimizing transport cost. Thus the Cournot-Enke problem does have 
inside it the Koopmans problem.” 


x o k * 
2 We minimize . 
! 2, 2, Tukey 
a fal — fomare-f-h z 
. subject to 
2 Eue E ($ = 1, -> +, m) 
and 


È By = (— E) G=m+l',n) Eim & 0. 


n A close aa is the Yntema-Robinson problem of determining best outputs for a 
monopolist discriminating amòng independent marke This includes inside it the problem of 
best allocating a given total aa among markets. \ 
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Despite its likeness to the Kirchhoff-Maxwell quadratic maximum 
property of electric networks, the Koopmans problem cannot be solved 
by simple Kirchhoff networks unless entirely new laws of resistance can 
be inserted into such a network.“ However, we can utilize the Enke 
network, which uses standard resistances and rectifiers, to solve any 
Koopmans problem. But we must work backwards: we must experi- 
mentally vary Enke’s A,’s, which he puts into his network as -pre- 
scribed voltages, until we achieve the requisite ø totals (Hi, ---, Em, 

wei; © °>, —E,)25 We can read off the required interregional ex- 
ports as electric currents from the resulting Enke analogue network. 
The above method is of interest because it suggests that any linear 
programming problem may be solvable as an unconstrained extremum 
problem provided we can imbed it in ‘a suitably generalized problem. 
Since the Air Forces and Bureau of Standards have set up their elec- 
tronic calculators so as to solve transportation problems in relatively 
short time; there is no need to pursue the computational advantage of 
analogue networks any farther here. 


VII.—Equilibrium Prices and the Dual Problem 


The equilibrium prices as given by equations (4) arise naturally in 
the Enke problem but are completely absent from the initial formula- 
tion of the transport problem. However, as an economist, Koopmans 
sought to introduce some kind of.price mechanism into the calculation 


u See Activity Analysis, p. 259. . 

% This can always be done. The theory of the “dual problem” in linear programming assures 
us that there exists a set of parallel saifts of the excess-supply curves that will bring about any 
prescribed Æ; configuration. The slopes of the excess-supply curves, Enke’s b’s can be arbitrary 
positive numbers. The procedure here described has the drawback of involving in effect a need 
to solve a set of simultaneous equations between the 4’s and &’s. This might be mechanized 
by servomechanisms. (Query: does the “dual network” to Enke’s solve the “dual problem” of 
linear programming?) 

2 Thus, if we use ordinary matrix notation and are given m arbitrary c’s and m(2n) arbi- 
trary x's, suppose we seek to maximize Zm b'g subject to Ax=c and x20, Then for any nan 
positive definite matrix B, there exists an #-vector s such that - 


Z* = ¢'Be — v'e + b's = x'A'BAx — v' Ax + bx 


will be at a maximum for +20 only if A4x=c, Having somehow found such unknown ys, we 
can solve Z by solving Z*, an unconstrained extremum problem. For special A’s and B’s this 
can be converted into a simple analogue network problem. In every case we can solve the dual 
problem by taking proper combinations of the optimal derivatives of Z*. Actually Z* need not 
be quadratic but can be more general. A natural generalization of the Koopmans problem 
would be to have the flow of shipments vary directly with the marginal costs of transport 
Ty;-+P;—P;. This would differ from the Enke problem in that E; would then be a function of 
all P’s and not of P; alone. Dr. Martin Beckmann has written a number of interesting Cowles 
Commission Memoranda dealing with the case of continuous markets located everywhere in 
the plane. The partial differential equations of equilibrium correspond very closely to those 
of the Koopmans problem and a potential function plays a similar rôle. For the continuous 
case too, we can imbed the problem into a more general situation in which there is an excéas- 
supply function at every point. 
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and he did succeed in defining a set of prices or potentials that corre- 
spond to our s,s and P,’s. In doing this he was guided by economic 
and electric analogies and he was able to anticipate the mathematicians’ 
theories of what is called the “dual problem” in linear programming. 
Mathematical theory assures us that every minimum problem in linear 
- programming can be, so to speak, turned on its side and can be con: 
verted into a related maximum problem. The answer to this maximum,- 
problem also gives the correct answer for the quantity that was to be 
minimized. 

For sake of brevity I shall simply refer the reader to the theory of 
linear programming for interpretations and proofs of the following re- 
"marks: (1) The P’s or s’s of equation (4) are the dual variables to the 
-Eps of the transport problem; (2) P;—P; can be interpreted in the 
Koopmans ‘problem as an element of indirect marginal cost to be added 
to direct marginal cost 7;;—this term takes into account the money 
advantages of having an empty ship at j rather than at i; (3) If we 
change some £,’s, then the resulting increase in total transport cost is 
related to the P’s; (4) Pricing in a competitive market could con- 
ceivably keep a system in the proper optimal configuration.’ 


7 Defining the profitability of any export from ¢ to j as «ij=P;—P;—T, then for all 
xi; S0 S P, the maximum of Z= ~—)_ P Ez will equal the minimum achievable transport costs. 
For any r <0, EmO, and for any Ay; <0, mm0. Z can be rewritten >|) Fi;(P;— x) so that 
we can think of the problem as that of finding the price differentials that will maximize the 
total gas in value of amounts shipped, subject to non-positive profitabilities on each ship- 
ment. It may be mentioned that only price differences- are determinate and that the “dual 
variables” corresponding to export regions are related to their prices. - 


i The present techniques, ‘generalized in the manner indicated by cited work of Beck- 

. mann, can be used to throw light on many of the problem: arising in connection with the basing 
point controversy. Oligopolists selling a homogeneous product want some pattern of pricing 
that will lead to a single unambiguous price at any geographical point. Usually, too, the pattern 
must be such as to lead to a not-too-obviously-wasteful flow of transport, and it must provide 
for a fairly stable and not-too-lopsided sharing of the market by the different producers. 
Historically, so long as most production is in fact concentrated in one advantageous place, such ` 
as Pittsburgh, a single basing pattern meets these criteria and is not too inefficient. Such a 
pattern of course encourages consumers to move toward the bage; but to the extent that 
- customers do not move, it encourages producers to move out toward them so as to receive in: 
the form of higher net prices the transport costs saved or “phantom freight.” 

In any case, in a dynamic world any one locality will usually lose its dominant advantages in 
time and many plants will be operating away from the single basing point. Consequently, the 
system will lead increasingly to an inefficient pattern of transport and will become increasingly 
vulnerable to public criticism and to competition. A multiple basing pomt system may then 
come into effect and this will represent a compromise between FOB pricing and delivered 
pricing: within each region, the basing point pattern will prevail but at the shiftable boundaries 
' of the regions there may be price competition between regions. 

The requirements for the regional pattern of prices and flow of commodities is 80 strictly 
determined by perfect-competition assumptions that it is easy to show how basing point 
patterns deviate from the spirit and the letter of the competitive pattern: thus when producers 
all over the country respect a single basing point pattern, the:contour lines of equal-delivered- 
price surround the basing point in a manner superficially similar to a perfect-competition pat- 


` . tern;but the flow of transports is not perpendicular to the contour lines of price and so we in- 


stantly detect the absence of perfect competition. For any given pattern of producer and con- 
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VIIL. —[Iustrative Case Study 


A numerical example may help to clarify the theoretical relations. 
Unless there are at least four regions; no problem of optimizing the 
patterm of exports can arise. So consider regions I, II, IL, IV charac- 
terized by the following transport costs (in $ per unit of shipment). 


Ta > Tis Tu - 9 
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Let us suppose that initial local conditions of demand and supply are 
such as to make Regions I and II exporters and II and IV importers. 
Suppose further that I initially exports only to III while IT exports to 
both MI and IV. In that case the data in the upper right-hand block of ~ 
the transport cost array are alone relevant. The resulting export ship- 
ments are perhaps as shown in the following table: 






Exports Local Price 






I (38) ($10) 
B 1 (52) $14 
Imports (50) 90 
Local Price $18 o $15 


2 ( 7 
If only the data in parentheses in Table B were given, we could from 
the cost data in Table A deduce the remaining numbers in B. To do so 


sumer location and observed flow of product, linear programming permits us to calculate the 
optimal minimum cost of transport and to compare it with the actual 

The optimum pattern never permits of overlapping markets of differently located plants; 
so it is obvious that an omnipotent combine of oligopolists would never use the arbitrary 
pattern of price discrimination implied by basing points. Nonetheless, there is nothing at all 
surprising about the use of this pattern; for after all an omnipotent combine of oligopolists 
would not engage in competitive advertising and many other things which we expect actual 
imperfect competitors to engage in, Except in times of formal or informal price control, i im- 
perfect competitors customarily administer their pricés at more than marginal cost; and since _ 
perfect non-discrimination is only one out of an infinity of patterns, we should not be at all 
surprised by the existence of price discrimination. Moreover, contrary to some views in the 
literature, the pattern of price discrimination implied by adhering to basing point formulas is 
not particularly a strange or arbitrary one: it can be shown to presuppose that the elasticity of 
demand of customers for the delivered output of the basing point mills increases slightly with 
distance from the basing point, an assumption that no one would defend as exact but also an 
assumption that no assistant vice-president.would be motivated to denounce strongly. Under 
oligopoly the most precious of all devices are those that lead to an informal consensus and the 
basing point system has the great virtue that within a region it reduces the whole pattern of 
pricing to a single unknown, around which sentiments can form and in terms of which mere 
price-competing is obviated. - 


~ 
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we would have to solve the Koopmans problem and its so-called inate 
problem; however, in solving the more general Enke problem, all P's 
would already have been determined by supply and demand conditions, ` 
` as would have all the unknowns of the problem. 

~ .To understand the necessary pattern of price, Figure 5a is useful. It ' 
"represents what the mathematical topologist calls a “tree,” and it 
shows the flow of exports by means of arrows. Note that all four markets — 
are connected and that competition will freeze all P’s as soon as ow 
one P in the tree is known. : 


: Four-REGION TRADE EQUILIBRIA 
E g © a uE E 
$8 $5 $e $14? $3 $12 





$10 = $14 $8. $13 





fa) TE (> | 

Ficure 5. The changing network of trade as excess-demand at 1 increases. (Arrows show 
ana of trade while nearby numbers show its aes ‘Dollar Agures refer to ae 
Prices . 

Now let us suppose that nek is an ites in domestic supply: and a 
decrease in domestic demand in I, so that I’s excess supply function 
increases. It will be shown in“the next section that this must depress P1. 
At first, therefore, the qualitative pattern of trade will be unchanged; 
and hence, all P’s must decrease by exactly the same amount as P, de- ` 
creases, (Incidentally, algebraic exports of all other regions must at 
first go down if their markets are to be cleared.) i 

“However, if the excess-supply function at I increases ‘enough, region 


- IIs export market to IHI may be completely captured by I. This.case is. 


shown in Figure 5b. Our tree has now split off into two trees, or what. 
the mathematician calls a “forest.” Now P: and P, are interconnected ` 
but they are independent of P; and Ps. This-is called the case of “de- ` 
generacy” in the theory of linear programming, and its theory is well 
understood.'* From this point on further i increases in excess-supply_ atI 


18 This “degeneracy” is not quite the same thing as the following phenomenon: there may 
for some 2’s be more than one ate trade portem; with choice between the different optima 


m f 
f 
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“i depress P, and P, equally but will leave P, and Py unchanged, and 
will not affect exports or consumption in those regions. 

But if excess-supply in I increases by still more, it will finally so de- 
press P, as to permit I to capture ’s remaining export market in IV. 
IT is now isolated as in Figure 4c, which shows a lopsided forest. In this 
region P, P3,and P, all fall equally, and imports of III and IV gradually 
Increase. P: and II’s consumption remain.unchanged, with her export 
remaining zero. 

In the ultimate stage shown by Figure 5d, excess-supply 1 increases so 
much in I that we again have a tree. I has become an exporter to every- 
body; all prices are from now on locked together and go down equally. 

To clinch his understanding of the principles here shown, the reader 
should draw the diagrams that would precede Figure 5 as the excess- 
supply function in I is reduced. He can show how all P’s rise together 
until I ceases to export and becomes isolated; how all other P’s then 
remain unchanged, until finally. I becomes an importer from II and a 
tree is formed; still further increases in P, will finally cause III and IV 
to become exporters to I rather than importers, finally putting I in the 
ultimate importer stage. The reader may also experiment with ceterts 
paribus shifts in excess-supply in some other region. If he rigorously 
specifies a local excess-supply curve at each point, he can rigorously 
work out the equilibrium solution at each stage; however, it will be a 
sufficient test of his understanding if he can correctly infer the quali- 
tative direction in which P’s and £’s must shift. 


IX .—Com parative. Statics 


We can now cash in on our success in converting the spatial equi- 
librium system into a maximum problem: for such systems it is easy 
to make rigorous predictions as to the qualitative direction in which the 
variables of the system will change when some change is made in the 
data of the problem. 

Let me begin with a simple case. Suppose the transport cost rises 
between 7 and 7. What effect will this alone tend to have on the trade 
pattern? I think anyone will guess that, however other variables may 
change, exports from 7 to 7 must certainly decrease or at worst remain 


being a matter of indifference. Thus, Koopmans, of. cit. p. 253, has called attention to the 
following kind of a situation: shipments from London to San Francisco meet shipments from 
New York to Honolulu in Panama; provided we are dealing with homogeneous shipments of 
wheat or empty vessels, it is obviously indifferent whether we reroute some of the London- 
Frisco shipments to Honolulu—provided an equal and opposite rerouting of New York cargo 
is simultaneously made. The cost data of Table A provide such an example when UI is export- 
ing say 15, IV exporting 30, I importing 25 and I importing 20. It then becomes a matter of 
indifference as to how ILl’s exports are divided between I and II, provided that IV’s shipments 
compensate. Professor Robert Solow points out to me that creating a fictitious set of two in- 
- termediate ports—V’ which receives 45 and V” which exports 45—will get rid of the in- 
determinacy. g 
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_the same; such exports can certainly not increase.!? This happens to be 
a correct conclusion. But how can we be sure that our intuition is 
. correct in a system that may involve hundreds of unknowns?. The ana- 
lytic theory of maximum systems worked out'in my FPoundatons of 
Economic Analysis provides us with just such assurance. 

And as a matter of fact, if we try to discover why our intuition sug- 
- gested the answer it did, we will discover, I believe, that we have con- . 
sciously or unconsciously been already identifying the system with a 
maximum and we have been heuristically inputing teleology and wis- 
dom into the system: Again, this happens to be a rigorously correct , 
procedure once the system has been rigorously identified as a maximum 
one. Indeed, in the physical sciences, the somewhat mystical principle 
of Le Chatelier, which says that a system tends to react to a stress so 
as to minimize and counter its effects, is just such a heuristic teleological 
principle and derives its validity from the maximum conditions under- 
lying eee equilibrium. 


+ + x 


A more interesting application of the above kind of analysis is pro- 
vided: by the problem of a shift in the excess-supply function at one 
place alone, say at region 1. Our intuition tells us that an increase in 
excess-supply at 1 should cause total exports from that region, E., to 
grow, 

There is no loss in generality i in assuming that the shift in the excess- © 
supply function at 1 is a parallel vertical shift; so that we simply sub- 
tract a constant @; from the s,(#,) expression in order to give the excess- 
supply curve the desired rightward and downward shift, with more: 
being supplied at every price. Previously.our net social pay-off could 
be written as a function of E, and other variables. This is still true, 
but now in the expression for NSP there will be an additional term 
-+a,H;. The interested reader may be referred to Chapter 3 of Founda- 
‘tions of Economic Analysts for a full statement of the reasoning. It is 
. enough to state here that the algebraic sign of the change in Æ, with 
respect to a change in é, must then be positive, or at worst zero. This: 
` rigorously confirms the conjecture that an increase in excess-supply at 
any point tends to increase the algebraic exports of a region and de- 
crease its algebraic imports. 

(1) How will such an increase in excess-supply affect price at 1? 
(2) How will it affect prices everywhere else? (3) How will it affect ‘alge- 
braic exports, E, everywhere else? Our intuition does not respond so 
- easily to these further questions. But anyone, who has worked through 


18 In the Enke formulation of the problem, the total E's are not held Serer they are 
changing as they must to restore the equilibrium. Of course, a similar theorem can be stated _ 
in the Koopmans case: an increase in Tij, with ell E's constant, can never increase Eiz. 


` 
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- the numerical example of the previous section Bite be. able to make 

some fairly shrewd conjectures. ` si 

First, we would guess that an increase: in excess- supply at 1 will 
depress Pı. Surprisingly, this turns out to be quite difficult to prove. 
For the result does not depend upon what happens at 1 alone, and no 
amount of graphical shifting of the curves in the 1 market can be relied 
upon for valid inferences. If region 1 were self-contained, an increase 
in its positively sloping excess-supply curve would certainly have to 
depress its price in order to get the market cleared. But in the previous 
paragraph, we have already seen that the net exports out of 1 have gone 
up, which by itself tends to relieve the redundancy of local supply and 
to increase rather. than depress the local price, Which effect will be 
larger—the direct depressing effect on Pı or EAD an OES upward effect. 
on P, of the increased exports? ` 

The correct answer tells us that the fat effect on P, of enhanced 
excess-supply at 1 must be downward. But how do we know that this 
is the correct answer? Not, I think, by simple maximum reasoning — 
alone. The following considerations are more rewarding: (1) How does 
region 1 “force” an increase in its exports on the rest of the world if 
its price does not actually fall? Surely Pı must decline or we shall 
have a contradiction to the rigorously proved result that 1’s exports: 
do go up. (2) As to the change of all other P’s, how does the rest of the 
: world absorb extra algebraic ot unless: prices there have “on the 
whole” fallen? 
| Actually, our previous nimena example and the theory of hi dual 

problem in linear programming show us that very stringent conditions 

must be satisfied by the network of- prices in spatial eae Conse- 
quently, a much stronger result can be asserted: 


An increase in excess-supply at. 1 must have a downward effect on 
every single price, or at worst leave it unchanged. The downward effect 
on other prices cannot exceed the downward effect on its own price: 
for all regions that stay continuously connected by direct or indirect 
trade with 1, the changes in P; must exactly equal the drop ‘in P3; 
but any regions that’at any time remain disconnected from 1 (as in 
Figure 5b above) the change in P’s will be less than the drop in Pi. 
And. so long as we assume “normal”’ positive sloping excess-supply : 
curves everywhere, we can confidently assert that an increase of ex- 
cess-supply in region 1 must decrease algebraic exports everywhere 
else, or at worst leave some of them unchanged. 


The proof of these statements can be supplied i in a straight- forward 
fashion by anyone who has mastered the reasoning of the previous 


20 Mathematically, Py a, +5:(Ei) 60 that Pijane its dana. These lagt two 
terms are of opposite sign so the final sign is in doubt. 
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numerical example relating to spatial price equilibrium. One of the re- 
markable features of the present model is the fact that economic in- 
‘tuition will lead to correct inferences in a system involving complex 
interdependence between any number of variables.” 


X.—Generalized Reciprocity Relations 


One last relation concerning reciprocity may be mentioned. Consider 
the effect ‘on Æ; of a unit change in the excess-supply curve at i. And 
let us compare it with the effect on E; of a unit change in the excess- 
supply function at j. Qualitatively, these.two effects have been shown 
to be of the same sign: increased excess-supply at any one point tends 
to decrease algebraic exports at any other point. We may, however, 
state a much more astonishing truth: a change in 7’s excess-supply 
function has exactly the same quantitative effect on E; that a change in 

qs excess-supply function would have on Æ.. 

This reciprocity condition follows immediately from the maximum 
nature of the problem. Similar relations are known to hold in the field 
of physics due to the work of Maxwell, Rayleigh, and others. In the 
economic theory of consumer’s behavior similar “integrability condi- 
tions” play an important rôle, as has been recognized by Slutsky, 
Hotelling, H. Schultz, Wold, Houthakker, and others. 

I do not imagine that many people would be able to have derived 
such quantitative relations by intuitive reasoning. Nonetheless, these — 
should not be regarded simply as some rather amusing and paradoxical 
relations turned up by mathematical reasoning. From a deeper meth- 
odological viewpoint, the way that we may test whether a given set of 
observations has-arisen from a maximizing or economizing problem is 


a Perhaps some theacetical economists will fee] that the answer to the effect on P’s of an | 
increase in 1’s excess-supply should have been immediately deducible from the J. R. Hicks 
stability conditions of Value and Capital (Oxford, 1946), Chaps. 5 and 8 and their appendixes. 

As far as the effect on P; itself is concerned, we must beware that we are not simply rewording 
.the problem: “imperfect stability” is a definition and we must answer and not beg the question 
of whether the concrete specified Enke-Cournot system does or does not enjoy the property of 
being at least imperfectly stable. The problem is not quite so hopeless as this may sound, in : 
view of the recognition in the 1946 edition of Value and Capital of the sufficiency ofa maximum. 
position to guarantee perfect and imperfect stability in a wide variety of cases. The present 
example is no? directly one such case but it should be possible to make the necessary extensions 
to the theory so that it would be able to handle cases like the present. Among other things, the 
present example has the interesting feature of involving functions with corners where no deriva- 
tives can be uniquely defmed and yet the important logical relations of a maximum position 
still prevail, 

In connection with answering the question of the effect on prices other than P;, problems of 
“complementarity” rather than stability are involved. The fact that all P’s change ‘in the . 
same direction is related to the Mosak theorem concerning systems in which all goods are 
substitutes. J. L. Mosak, General-Equilibrium Theory in International Trade Theory (Blodm- 
ington, 1944) pp. 44, 49-51. Similar matrices have been studied by Leontief, Machlup and 
Metzler, Frobenius, ‘Minkowski, Hawkins-Simon, Woodbury, Markoff, ef al, as discussed 
in a forthcoming paper by Robert Solow. 
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in terms of such reciprocity relations.” To me, one of the most interest- 
ing of the present problems is the fact that the fundamental reciprocity 
relations implied by a maximum problem turn out to transcend the case 
where partial derivatives exist.” 


XI.. Conclusion . 


The problem of interconnected competitive regional markets is one 
of the rare cases where a reasonably simple and self-contained theoreti- 
cal treatment is possible. It is a good case to demonstrate the powers of | 
the theory of linear programming since it enables us to give rigorous 
proofs to plausible conjectures. It so happens that much of the literary 
discussion of the effects of tariffs and of exchange depreciations.is, in 
the first instance at least, couched in terms of just this model. Thus 
_ when a journalist or economist tells you that depreciation of the pound 
will tend to increase U.K. exports to the United States, to decrease 
U.K. imports, and to raise pound prices on both categories of goods 
' while depressing dollar prices on them, he is either repeating from 
memory what someone has worked out from a Cournot-type model or 
he is himself thinking in terms of such a model.” Needless to say, the 
partial ‘equilibrium assumptions involved in the domestic demand : 
schedules and the neglect of aggregative relations constitute a serious 
defect of such a model except as a rough first approximation to the 
answers in especially favorable cases. Good economic theory will recog- 

nize these limitations rather than be predisposed to neglect them. 


2 See Henry Schultz, The Theory and Measurement of Demand, Chicago, 1938, Chass: L | 
XVI, XVIX. 


n A more general theory shows that even at corners, where partial derivatives are not 
uniquely defined, we can extend the defmition of a derivative to include all the admissible 
slopes of “supporting lines or planes” and then generalized reciprocity relations of the following 
type hold. Plot Æ; against a; and also plot E; against a;. The former curve may at some points 
have a corner so that its generalized partial derivative is anything between, say, —.33 and 
— 5.92, It will then turn out that the second curve must also have a corner at the point cor- 
responding to the corner of the first, and its range of indeterminacy of slope must also be 
between —.33 and —5.92. Analogous relations hold in many variables. Thus, within the field 
of linear programming there exist quite a number of natural generalizations of the relation- 
ships that hold for regular differentiable functions. 


“ For elaborations and criticisms see G. Haberler, “The Market for Foreign exchange and 
the Stability of the Balance of Payments,” Kyklos, Vol. IMT (1949), pp. 193-218; J. Viner, 
Studies; Chicago, 1938, pp. 590-91. Mention should also be made of work aa! Yntema; Joan 
Robinson, J. J. poe and others. 
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OUR CHANGED POPULATION: OUTLOOK 
AND ITS SIGNIFICAN CE 2 


By’ JosepH S. Davis* 


The population of the continental United States has radically changed 
in ‘numbers, age composition, and marital composition since 1940. 
Numbers alone increased by about 25.1 million in the 1214 years from 
September 1, 1939 to March 1, 1952. The most. striking increases: were 
in young children under 5, 10, and 15 and in persons 65 and over. The- 
number of married couples has greatly risen while the proportion of 
single persons 14 and over has impressively declined. More important, 
accumulating data leave no room for-doubt that our population outlook 
has undergone an astounding if not revolutionary reversal in 1947-52. 
_ American demographers, - official and unofficial, are increasingly 
recognizing these facts, although they have been slow to acknowledge 


' the upset of their best forecasts and their firmest convictions, and are 


naturally reluctant to go on record with revised ones. But the character 
and extent of the changes, and their profound economic and social sig- 


nificance, are not yet generally. realized in academic and business circles. 


Obsolete views based on obsolete data are common in text and refer- 
ence books in current use, and keep appearing in new scholarly books, 
articles, book ‘reviews, and manuscripts. In the social sciences there is 
a sérious lag between exposure of significant error and its correction in 


‘* The author is director, Food Research Institute, and professor of economic research, 
Stanford University. 

1 Significant references include: Jacob S. Siegel and Helen L, White, Mlustrative Projec- 
tions of the Population of the United. States, 1950 to 1960, Bur. Census, Ser. P-25, No. 43, 
Aug, 10, 1950; Harold F. Dorn (Nat. tist. of Health), “Pitfalls in Population Forecasts 
and Projections” (read at association meetings, Dec. 28, 1949), Jour. Am. Stat. ASSR., 
Vol. LXV (Sept., 1950), pp. 311-34; Margaret J. Hagood and Jacob S. Siegel, “Projections 
of the Regional Distribution of the Population of the United States to 1975,” Agr. Econ. 
Res. (Bur. Agr. Econ.), Vol. Il. (Apr., 1951), pp. 41-52; Frank W. Notestein, “Popu- 
lation,” Scien. Amer., Vol. 185 (Sept., 1951), pp. 28-35; Louis’ I. Dublin and Mortimer 
Spiegelman, “Health | Progress Among Industrial Policy Holders, 1946 to 1950,” Soc. 
Actuaries Trans, Vol. OI (Sept., 1951), pp. 294-328 (the Metropolitan Life Ins, Co. 
Stat, Bull., for which they are primarily responsible, has in recent years amply recognized 
the change); Henry S. Shryock, Jr., “Redistribution of Population: 1940 to 1950” (read 
at association ‘meeting, Dec. 27, 1950), Jour. Am. Stat. Assn., Vol. XLVI (Dec., 1951), pp. 


417-37; P. K, Whelpton and J. V. Grauman, “Population: Prospects and Problems in 


1960,” Dun’s Rev. (Jan., 1952), pp. 13-14, 60-74; Clyde V. Kiser, “Fertility Trends and 
Differentials in the United States,” Jour, Am. Stat. Assn., Vol. XLVI (Mar., 1952), pp. 
25-48, eo 
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professional literature and university classrooms. In this area of funda- 
mental importance for much economic analysis, the economic journals 
have hitherto contributed almost nothing to overcome the lag. 

Though government and business economists are more alive to the 
changes, Drucker recently went so far as to say: 

In every important respect—in total numbers, in age distribution, and 
in employability—the actual development of our population is almost 
the exact opposite of that on which many managements, largely without 
conscious realization, base their capital investment, their product de- 
velopment and marketing, and their employment practices.? 


The 1950 annual report of the Bank for International Settlements con- 
. tains this striking sentence: “It has proved singularly difficult .. 
liberate men’s minds from the hold which prewar ideas and policies 
had obtained over them.’”* This is emphatically true in the limited field 
here under consideration. 
_ The primary purpose of this article is to summarize the evidence of 
the population changes that have already occurred, in contrast with 
expectations of the foremost experts, and to indicate what can—and 
what cannot—be reasonably asserted about further developments in 
the next few decades.‘ A second purpose is to bring out important as- 
pects of the significance of the new outlook as compared with the old, 
without pretending to exhaust this topic. If economists will only catch : 
up and keep up with the basic demographic evidence, they will find 
manifold applications in their individual work. I have deliberately re- 
frained from speculations about our “ideal population” or the state of 
the American economy and society in 1980 or 2000, to say nothing of 
extending my range to include the rest of the world; and I have not at- 
tempted to deal convincingly with questions about our ability to pro- 
duce what the much larger population in prospect will want to con- 
sume. ` 

Changes i in Position and Outlook 


The conviction that the United States population would soon each. 
a virtual peak, and either table off or more probably decline, gained 


*Peter F. Drucker, “Population Trends and Management Policies,” Harvard Bus. Rev., 
Vol. XXIX (May, 1951), pp. 73-88. See also his earlier popular article, “Are We Having 
Too Many Babies?,” Sat. Eve. Post, May 6, 1950, pp. 40ff. ` 

3 Fed. Reserve Bull., Vol. XXXVII (Sept. 1951), p. 1107. 

*This paper, containing important fresh evidence, is essentially a sequel to my con- 
densed monograph, The Population Upsurge in the United States (Food Research Inst. 
War-Peace Pamph. 12, Dec, 1949). Three other papers in 1949-50 grew out of the same 
study: “Our Amazing ‘Population Upsurge,” Jour. Farm Econ., Vol. XXXI (Nov., 1949), 
pp. 765-78; “Agriculture and the New Population Outlook” (Nat. Agr, Credit Com., Jan. 
30, 1950, mines): “Fifty Million More ect aa For, Affairs, Vol. XXVIII (Apr., 
1950), pp. 412-26. 
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ground in the 1920’s and became general by the end of the 1930’s.*° The 
long-term decline in the birth rate was accelerated in the 1920’s and 
1930’s. Births as well declined between 1924 and 1936; immigration 
dried up in the 1930’s; and the crude death rate of our “aging popula- 
tion” seemed to be approaching a minimum from which it could only 
rise. One of the favored forecasts of 1938 (Chart 1, ml0) put our 
peak ‘population below 140 million, to be reached about 1960; another 
put it at about 154 million (mm0), to be reached about 1980.° Actually, 
the lower figure was passed in mid-1947, the higher in mid-1951. These , 
and later forecasts rested on trend analyses and extrapolations that 
time has proved thoroughly unsound. | 
The same conviction persisted in the 1940’s, though revisions were 
made in detailed projections and forecasts in 1943, 1946-47, and early 
1949. As late as 1947 one leading authority (Whelpton) viewed the 
prospective decline optimistically: he considered our “economic opti- 
mum” population well below the current level, perhaps as low as 100 
million.” Another (Baker) viewed with alarm the prospect, as he sized 
it up, that our population might fall to 100 million within a century, if 
not by the year 2000.° As late as mid-1950, the standing official esti- 
mate of our peak population was 165 million, and a decline before this . 


* Of the long series of possible references, six will suffice: Raymond Pearl and Lowell J. 
Reed, “On the Rate of Growth of the Population of the United States since 1790 and its 
Mathematical Representation,” Proceedings Nat. Acad. Sci., Vol. VI (June, 1920), pp. 
` 275-88; Louis I. Dublin, ed., Population Problems in the United States and Canada 
(Boston, Houghton Mifflin, 1926); Warren S. Thompson and P, K, Whelpton, “Popula- 
tion Trends in the United States,” Recent Social Trends in the United States (New York, 
McGraw-Hill, 1933); Lowell J. Reed, “Population Growth and Forecasts,” Annals Am. 
Acad. Pol. and Soc. Sci., Vol. 188 (Nov.,-1936), pp. 159-66, esp. p. 163; Nat. Research 
Com., Com. on Population Problems, The Problems of a Changing Population (Wash- 
ington, May 1938); P. K. Whelpton, Forecasts of ne Population of the United States, 
1945 to 1975 (Bur. Census, 1947). 


* The letters m, i, and # mean medium, low, and high respectively. The first letter in a 
series such as m I 0 refer to assumed mortality rates, the second to assumed fertility rates. 
The figures 0, 125, etc., refer to the assumed number of thousands of net in-migrants 
per year—including returned citizens, foreign visitors, and migrants from Puerto Rico and 
other outlying territories, none of whom can properly be termed “immigrants.” 

The ’38—T and W projections are those of Thompson and Whelpton, in The Problems of 
a Changing Population, cited in footnote 5; the Census Bureau published the ’38 m m 0 
- projection as its own 741 forecast in Current Population Reports, Ser. P-3, No. 15, July 
23, 1941. The ’46 projection was the Census Bureau’s advance publication (Ser. P46, No. 
2; ‘Sept. 15, 1946) of one that later appeared in Whelpton, Forecasts, cited in footnote Ss 
The ’49 projection was the Census Bureau’s own, given in Ser. P-25, No. 18, Feb. 14; 
1949. The ’50 projections are in Siegel and White, cited in footnote 1. 

* Whelpton, Forecasts, p. 64. 


"O. E. Baker, “The Population Prospect in Relation to the World’s Agricultural Re- 
sources” (address at Columbus, Ohio, Dec. 27, 1946, before National Council of Geography 
Teachers). 
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CHART 1.—UNITED STATES POPULATION, 1900-51, WITH SELECTED 
PROJECTIONS TO 1960, 1975, AND 2000* 


(Million persons) 


Figures trom Bur. Cens. 
except as indicated 





O O 
1900 1920 1940 - 1960 1980 © 2000 


* Latest revised official estimates of the mid-year population of the continental United 
States, including armed. forces overseas, are indicated by the heavy solid line. The thin 
dashed line merely connects points for 1900 and 1950 and is extended to 2000. The other 
lines indicate selected projections. Sources of these, with interpretative comments, are given 
in footnote 6. 

While this article was being set up in type, the Census Bureau released a “provisional 
revision” of these projections for July 1, 1953-60. Current Population Reports, Ser. P-25, 
No. 58, Apr. 17, 1952. 
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century’s end was indicated.” These convictions, forecasts, and opinions 
are now wholly obsolete. 

Chart 1 shows a continuous curve (heavy solid line) representing 
standing estimates of the population of the continental United States 
annually as of July 1, 1900-51. In this period the population roughly . 
doubled. A bulge appears in the 1920’s, a flattening in the.1930’s, and 
a Striking upsurge in the 1940’s that is not yet terminated. The decen- 
nial rate of increase in 1940-50 was as high as the average in'1900-50. 
The rate of natural increase (excess of births over deaths) in the 
1940s was similar to that in the two decades centering in 1900. And 
the annual rates of increase in 1947-51 were not far below those of 
1900-10, when immigration was relatively far greater. 

Chart 1 also shows two favored projections (ml0 and mm0) pub- 
lished in May 1938, the Census Bureau forecasts of July 1941 and 
September 1946 (both mm0), and the Bureau’s three “illustrative pro- 
jections” to 1960, which in August 1950 replaced the standing official 
forecast. Of these latest only the low projection, based on assump- 
tions that now seem unrealistic, fits roughly with the former forecasts. . 
The medium projection, as “unofficially” extended by.the Census 
Bureau to 1975, points to 190 million in that year.” Our actual popula- 
tion growth since mid-1950 more nearly approaches the growth indi- 
cated by the high projection, which points to 225 million in 1975— 
though some of its assumptions now seem incredible. The wide range - 
of 60 million between the low and the high projections for 1975 re- . 
flects chiefly the utter inability (only recently acknowledged) to fore- 
cast births beyond a year. The Census Bureau now wisely avoids use 
of the term forecasts, and rightly refrains from stressing the medium 
projection. | 

The extent of the reversal of earlier expectations is underscored by 
the fact that our population increase in 1940-50 (July 1 basis, includ- 
ing armed forces overseas) was 19.6 million, whereas Hansen, in his 
impressive address of December 1938, had confidently expected it to 
be only 5-6 million.** The Census Bureau forecast of mid-September 

*The curve shown on Chart 1 as ’46 mm0, which was not formally disavowed even 
by the new official projections of Aug. 10, 1950, 

Siegel and White, op. cit., p. 7 (including armed forces overseas). 

= Hagood and Siegel, of. cit., p. 47 (excluding armed forces overseas). 

“True through February 1952, the latest month for which data are yet available. The 
actual increase in July-June 1950-51 was 2,664,000, as compared with 2,343,000 indicated 
by the mid-1950 medium projection and ‘2,874,000 by the high projection. The official 


forecast of early 1949 (mm125 basis) had indicated an increase of only 1,513,000 in 
1950-51, The official 1946 forecast had pointed to an increase of 4,380,000 in 1950-55. 


= Alvin H. Hansen, “Economic Progress and Declining Population Growth,” Am. Econ. i 
Rev., Vol. XXIX (March, 1939), pp. 1-15, See ’38 mio curve on Chart 1. 
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1946 indicated an increase of 4.6 million in the four years ending June 
30, 1950. The actual increase was more than twice as large. The Bu- 
reau’s estimates released on February 14,1949 pointed to an increase 
of 5.2 million in the three years ending June 30, 1951. The actual in- 
crease was nearly 50 per cent larger. 

In this wholly unexpected and remarkably protracted recent up- 
surge, three factors all contributed: net in-migration substantially ex- 
ceeded the forecasts, deaths fell below the numbers assumed, and births 
far outstripped the expected figures. 

Net in-migration was generally ignored in the favored projections of 
1937-47, though Whelpton was inclined to prefer the assumption of 
100,000 per year. The annual average for the decade. 1940-50. was 
160,000.** The Census Bureau forecast of February 1949 assumed an 
average of 125,000 a year, or a total of 1,000,000, in the eight years 
ending July 1, 1955. The actual total i in the first three of these years 
was nearly 1 000, 000. 

Despite the hazards of war, deaths in ‘the calendar years of 1940-45 © 
‘continued on much the same absolute level as in the preceding 30 
years, with a peak in. 1943 far lower than that in the influenza year 
1918. Despite special hazards attending the high birth rates of 1946-51, 
and disproportionate increases in numbers of the elderly and: aged, 
deaths in these six calendar years were only moderately higher (Chart 
2). The crude death rate in each of the four years 1948-51 was under 
10 per 1,000. The age-adjusted death rate continues to decline, and in 
1950 was less than one-half of that in 1900. Two leading authorities 
recently went so far as to assert that “no serious student of mortality 
would guess when the death rate would reach a minimum and what it ` 
would be.”™ 

The most striking contrast between expectations and events, how- 
ever, was in the number of births. The latest revised estimates are 
shown i in Chart 2 and the accompanying table on page 311, which also 
shows crude birth rates for 1909-51. 

In both the fairly prosperous decade of the 1920’s and the depression . 
decade of the 1930’s birth rates and births declined to very low levels. 
Demographers counted upon the downtrend to continue, though at a 
. Slowing rate. Our involvement in World War II was expected to alter — 
the course of births but, on the whole, to accentuate the downward 
“trend.” When the war years showed instead a marked increase in 
- births and birth rates, this was interpreted in part as “catching up with 
arrears” due to the depression, and in part as “borrowing from the 


4 Shryock, of. cdt., p. 429, speaking of “net civilian immigration.” 
c "Dublin and Spiegelman, of. cit., p. 296. . 
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= future” or advancing the timing of births otherwise to be expected. 
After hostilities ended, a postwar peak in births was correctly antici- 
pated, but the 1947 figure proved very much higher than was forecast. 
This peak was confidently expected to be followed by a sharp and per- 
sistent decline to and below the level of the neo and any deferment 


CHART 2.—BIRTHS AND DEATHS IN THE UNITED STATES, CALENDAR YEARS 1910-51, AND 
“ILLUSTRATIVE PROJECTIONS” oF BIRTHS, 1949-50 TO 1959-60" 





Oo 
1910 1920 1930 1940 1950 1960 
" Births data in accompanying table. Projections data from Siegel and White, of. cit., p. 


5. Deaths data for 1910-32, adjusted for underregistration, from Thompson and Whelpton, ~ 


op. cit, p. 234; and from 1933, unadjusted, and excluding deaths in armed forces overseas, 
from annual.and monthly publications of the National Office of Vital Statistics, 

Revised projections for ae ending June 30, 1953-60 are given in the source cited 
under Chart 1. 


of this diop was expected to increase its severity when it came. Thus ` 
far the abrupt decline has not begun, and the hypothesis remains to 
be tested. 

The annual average of 3,663,000 births in the calendar years 1946-51 ~ 
is very high—25 per cent above the prewar record plateau of 1914- 
24 and 54 per cent higher than the prewar trough of 1932-37. It is dif- 
ficult to find any historical precedent for so marked a rise from trough 
to plateau of births. Even more astounding, compared with expecta- 


i 
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tions, 1951 births approximately equalled the 1947 peak. The moving 
5-year total of births has been rising ever since 1937. 

The number of children under 5, which had been strongly expected 
to continue the decline of 1920-40, in April 1950 was 41 per cent above 
the census-year peak of 1920 and 55 per cent higher than in April 1940. 
It has kept rising into early'1952. Whereas children under 5 had been 
firmly expected to constitute a continually declining fraction of our 


Live Bretus anb BIRTH RATES, ADJUSTED FOR UNDERREGISTRATION, 1909-519% . 
l (Numbers in thousands; rates per 1,000 population) 













1909 26.1 
1910 . 25.1 
1911 24.2 
1912 23.5 
1913 29. 22.2 
1914 | 2,966 | 29.9 21.2 
1915 | 2,965 | 29.5 21.3 
1916 | 2,964 | 29.1 20.2 
1917 | 2,944 | 28.5 19.5 
1918 | 2,948 | 28.6 18.4 
1919 | 2,740 | 26.2 19.0 
1920 | 2,950 | 27.7 18.7 
1921 | 3,055 | 28.1 18.4 
1922 | 2,882 | 26.2 18.7 
1923 | 2,910 | 26.0 19.2 





* For 1909-34, estimates of Whelpton, Scripps Foundation for Research in Population 
Problems; from 1935, estimates of National Office of Vital Statistics in the Public Health 
Service of the Federal Security Agency. See the latter’s Summary of Natalsiy Statistics, 
United States, 1949 (Vital Statistics, Special Reports, National Summaries, Vol. XXXVI, 
No, 1), May 14, 1951, p. 4, and sources there cited; and its Press Release FSA-D62, Mar. 6, 
1952, giving revised figures for 1941-50. 

b For 1940-46, based on population including armed forces overseas; from 1947, based on 
population excluding armed forces overseas. 

° Preliminary. 


total population, this fraction has been rising for nearly 15 years. The 
number of children under 15 was smaller in 1940 than in 1920. In 
1940-50 it rose by 8 million or 24.1 per cent. These facts are of mo- 
mentous significance. i 

The recovery in crude birth rates has been greatest in groups (classi- 
fied by income or economic status, education, urban-rural, etc.) where 
the preceding fall had been greatest.*® Our recent birth rates, though 
low by various standards, are very high in comparison with the spe- 
cialists’ expectations for the past decade, and for the next as well. All 
three of the Census Bureau’s 1950 projections imply declining birth 


* Kiser, op. cit., pp. 25, 37-48. 
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rates in the 1950’s—the high series: from 25.5 in 1949-50 to 21.8 in 
1959-60, the medium from 25.0 to-16.6, the low from 24.4 to 13.9. The 
average age at first marriage has declined as the number of persons 
married has radically risen and the percentage of persons never married 
has. fallen.” Between 1940 and 1950, while our population increased 
by nearly 15 per cent, the number of married couples rose by 24-26 
per cent. 

Chart 2 also shows, by fiscal years, the number of births assumed in 
the three 1950 official projections to 1959-60. Together, these reflect . 
extreme uncertainty about the course of births in the 1950’s. The low 
projection is in line with the views that have held sway for years. The 
medium projection is similar but implies a slower decline to a level well 
above that of the 1930’s. The high projection seems fantastic to most 
authorities, yet births since mid-1950 have run closest to this projec- 
tion. The eventual curve of births in 1950-60, however, will bear no 
close resemblance to any of the three projections. 

It.is still reasonable to expect within the present decade a trough 
in marriages, births, and population increase, in reflection of the ` 
trough of births in the 1930’s and the extent to which women have 
tended to marry younger in recent years. The depth and duration of 
this trough, however, will be greatly influenced by the health of the 
American economy. Sharp declines in marriages and births may occur 
if we experience deep depression and severe unemployment. If years of 
. hard times should be prevented, the demographic slump will presum- 
ably be much less pronounced. 

With more assurance we can expect fresh upsurges in marriages and | 
births beginning sometime in the 1960’s and extending well into the 
1970’s, unless these should be repressed by seriously unfavorable eco- 
nomic conditions. These coming demographic swings deserve promi- 
nence in our attempts at analysis of the future, along with economic 
fluctuations that are no less unpredictable. | 

For years demographers, biologists, economists, and other specialists 
have held the firm conviction that population “trends” are reliably 
predictable. Emphatically, they are not. Baker wrote in 1930: “The 
population of the United States ten, twenty, even fifty years hence, 
can be predicted with a greater degree of assurance than any other 
economic or social fact, provided the immigration laws are not 
changed.”"* If this be literally true, it is essentially misleading. Keynes, 
in his Galton Lecture early in 1937, put it thus: 

Bur, Census, “Changes in Marital Status and in Number of Households: 1890 to 
1951,” Ser. P-20, No. 35, Nov. 28, 1951. 


30. E. Baker, “Population Trends in Relation to Land Utilization,” Proceedings Second 
Internat. Conf. of Agr. Economists (Menasha, Wis., 1930), p. 284. In an address at McGill 
University in July 1949, Baker frankly acknowledged the error of this and related con- 
victions that he had earlier expressed. 
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. perhaps, the most outstanding example of a case where we in fact have 
a considerable power of seeing into the future is the prospective trend of popu- 
lation. We know much more securely than we know almost any other social 
or economic factor relating to the future that, in the place of the steady and 
indeed, steeply rising level of population which we have experienced for a 
great number of decades, we shall be faced in a very short time with a sta- 
tionary or a declining level. The rate of decline is doubtful, but it is virtually 
certain that the changeover, compared with what we have been used to, will 
be substantial. We have this unusual degree of knowledge concerning the 
future because of the long but definite time-lag in the effects of vital statis- 
tics.1® 


Keynes did not specifically limit his observations to the United King- 
dom, of which they still seem most nearly true. As generalizations, and 
specifically for countries as diverse as the United States, Canada, Aus- 
tralia, Japan, and India, they are utterly unsafe. 

Two of the persistent errors in this field are: (1) the iins of 
the specialists to attempt to comply with urgent requests for estimates 
or forecasts that cannot be reliably made—many such demands should 
be resisted; (2) the tendency of users of such estimates and forecasts 
to ignore the qualifications with which they are hedged. Three other 
errors have been important in the past three decades. One has been the 
tendency for those who make estimates based on assumptions to come 
to put faith in the results, ignoring their own awareness of the basic 
uncertainties. Another is the tendency to believe in a sort of trend 
magic; the very term “population trend” is deceptive and dangerous. 
A third has been a conservative bias in connection with future births, 
deaths, and net in-migration. Surely it is impressive to find that our 
population at the beginning of. 1952 was higher than had been indi- 
cated by the highest projections seriously presented in the whole pe- 
riod 1933-49. . | 

Forecasts of births for any period of years are subject to very wide 
margins of error. Consequently, forecasts of the total population, which 
nowadays depend heavily upon the number of births, can be far wrong. 
In this sense, forecasting births and total population in the United 
States is impossible, for the present at least, whether for 5, 10, 25, or 
50 years ahead. These are new and important truths which many are 
loath to recognize. 

Despite such limitations, there is a field for population forecasting 
that goes beyond mere multiplication and refinement of projections. 
First, forecasts of most age groups already born can be made subject 
only to reasonable margins of error, and for many purposes of im- 
portant analysis these will suffice. Second, special attention should be 


J. M. Keynes, “Some Economic Consequences of a Declining Population,” Eugenics 
Rev. (London), Vol XX XTX (Apr., 1937), pp. 13-17. 


314 THE AMERICAN ECONOMIC REVIEW 


focused on the size of groups reaching certain ages, such as the com- 
mon ages of entering the labor force, marrying, child bearing (for 
women), and ceasing to be full-time members of the labor force.*° 

On the basis of such clear evidence there is now ample reason for 
rejecting, for the calculable future, the entrenched convictions that our 
population is approaching a peak from which a decline is more prob- 
able than even stability at that level. The grounds on which the former 
conviction was based have collapsed. No population peak of any size, 
at any date, is either in sight or safely predictable. If continuation of 
the rate of growth of 1946-51 seems, highly improbable, we have no 
clear basis for predicting any other. Variations in rate of growth, within 
and over decades, are far more probable than smooth “trends,” mainly 
because of past and future shifts in the course of births. 

The number of deaths per year can be expected to rise in the com- 
ing decades, even if the age-adjusted death rate continues its decline. 
Net in-migration is still unpredictable, but it is no longer safe to assume, 
as the favored projections of 1938-47 did, that it will be negligible or 
nil. Short of a catastrophe greater than World War II, however, births 
will almost certainly continue to exert the dominant influence on our 
population growth. 

Whatever the population may prove to be in 1960 or 1970, there are 
strong grounds for expecting a new flood of births and a fresh upsurge 
of population in the 1970's. Most of the girl babies born since 1940 
will be bearing children in that decade. More than 96 per cent will pre- 
sumably survive to age 20. Most of these will marry. The median age 
at first marriage is now under 21. About half of the children are born 
before their mothers pass age 26. Such figures are of course subject to 
change, but there is no present ground for expecting such radical 
changes in habits, preferences, and social conditions as to dim the 
prospect of a rise in marriages even before 1970 and an ensuing 
bulge in births. No really high birth rate—or even rates as high as 
those of recent years—and no cessation of the persisting downtrend 
in really large families are implied. _ 

On such a basis, considering that our population passed'156 million 
early in 1952, in the year 2000 it is likely to be between 200 and 300 
million, and an excess over 300 million seems to me as conceivable as 

* The margin of error in forecasting the size of upper age groups is much larger than 
has been hitherto realized, even for relatively short periods and much more for several 
decades ahead. Whelpton’s 1947 Forecasts (p. 49) indicated 11,306,000 aged 65 and over 
on April 1, 1950, on the basis of his most favorable assumptions (/ k 200). The Census 
reported 12,322,000 in this group, a difference of 1.1 million persons or 9 per cent. The 
Census Bureau’s high projection published Aug. 10, 1950 indicated 11,630,000 in age groups 
65 and over, for July 1, 1950. The Census figure for April 1, 1950 was 6 per cent higher. 
Parts of these differences were presumably due to unexpectedly favorable mortality experi- 


ence in 1945-50, and perhaps an excess of older immigrants over the number assumed. But 
Census‘ experts attribute more to exaggeration of ages in the 1950 returns, 


1 
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a falling short of 200 million. With the reservations mentioned above, 
indeed, our population in 1980 seems to me more likely to be over 200 
million than under it. These ‘“‘guesstimates” suggest the sort of magni- 
tudes that should now be envisaged instead of the Census Bureau’s 
earlier peak forecast of 165 million and the Pearl-Reed figures of 175 
million in the year 1980 and 185 million in the year 2000. 

This revised prospect may seem pleasing to some, appalling to others. 
For better or worse our economic, political, and social problems will 
be radically different from what the former outlook had led us to ex- 
pect. 

It may still be true “that the rate of population growth in the United 
States is slowing down,’ if one speaks in terms of half-centuries. Few 
expect our population to double in 1950-2000 as it did in 1900-50, 
though this is no longer inconceivable even if we do not reopen our 
doors to heavy immigration. But the probable extent of the slow-down | 
in this half-century now appears far less than demographers—and 
economists, following them-—have considered fairly certain. A net in- 
crease of more than 50 per cent in 50 years now seems highly probable; 
whereas the Census. Bureau’s forecast of September 15, 1946 implied 
one of only 12.3 per cent.” BApecHOns before Pearl Harbor had 
been still more conservative. 

Chart 3 gives some perspective. The upper section shows decennial 
increases from 1790-1800, and those derived from Pearl and Reed’s 
1920 logistic curve (A) based on data for 1790-1910 and projected 
here to the year 2000. This implied a tendency to declining absolute 
increases after 1910-20. In the lower section, showing decennial rates 
of increase, the Pearl-Reed curve has a continuously downward sweep. 
In mid-1941.the Census Bureau formally accepted similar convictions 
based on the very different work of Thompson and Whelpton of the 
Scripps Foundation.” It accepted as its forecast the 1938 m m 0 series 
(B2), which pointed to declines in absolute and relative increases after 
1930. The revised official forecast of mid-September 1946 raised the 
level of both curves (C), because of unexpected increase in 1940-45, 
but retained the same convictions. The actual figures for 1950 were 
out of line with all but the most recent expectations. In mid-1950, the | 
developing evidence led the Census Bureau to make an interim revi- 
sion, limiting its projections to 1960. The high and low pro jections were 


* Dorn, op. cit., p. 331. 

* This forecast, not yet formally disavowed except for 1950-60, indicated declines in 
absolute increases of population after 1947. until 1990, and absolute decreases thereafter. In 
commenting on this matter in 1947 Whelpton said (Forecasts, p. 39): “The outlook after 
1950 is for a continuation of the long-time decline in population growth, both in absolute 
numbers and rate.” Pearl and Reed’s different forecast (1920) was similar in this respect. 
See Davis, Population Upsurge, pp. 64-73. 

* Bur, Census, Ser. P-3, No. 15, July 23, 1941. 
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CHART 3.—UNITED States POPULATION INCREASE AND RATES OF INCREASE, 
ACTUAL AND PROJECTED, DECENNIALLY, 1790-2000" 


POPULATION 
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"Based on latest revised official estimates of population, and projections indicated in 
footnote 6 except as follows: P & R 1920 figures are from Lowell J. Reed, “Population 
Growth and Forecasts,” Annals, Nov. 1936, p. 163. 
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frankly extremes, and the medium one was not stressed (D). The fact 
that the medium shows lower absolute and‘ relative increases in 1950-60 
than in 1940-50 is in accord with most expectations entertained until 
the fresh rise in births in 1951. The revised medium series released on 
April 17, 1952 points to about the same absolute increase in 1950-60 
as in 1940-50. Later decades of this century will, I am confident, show - 
one or more instances of higher absolute increases than in 1940-50. 

An important job remains to be done, preferably by a group of 
social scientists: to provide an adequate, weighted explanation for the 
extraordinary change in our population position since 1940, and es- 
pecially for the protracted postwar flood of births.** The question 
whether American women have changed their ideas as to the number 
of children they want—on which the evidence to date is inconclusive— 
is already under skilled investigation.” I shall attempt neither task. 
What I propose next to do is to explore some implications of our rising 
population in contrast to the explored COTA EUEN ES ofa Orang popu- 
lation.” 

Significance of the New Outlook 


The unexpectedly large population incréase since 1940 has been ac- 
companied by marked advances in American levels of consumption and 
living—in the lot of the “common man’’—despite the war and our post- 
war international burdens. Here is a recent, short-term illustration of 
what a British historian has lately termed “the western miracle of com- 
bining a phenomenal increase of population with rising standards of 
living.”*? The gain, of which the recent official series of deflated per- 
sonal consumption expenditures gives some indication, was impressively 
greater than in the preceding depression decade of our slowest popula- 
tion growth.” 

The high level of births in postwar years, ina period of high employ- 
ment and undreamed-of incomes for the mass of Americans,” raises a 
major question. In so far as we succeed in achieving the generally’ 
agreed objective of maintaining high-level employment and gradually 


* For suggestions, see Davis, Population Upsurge, pp. 56-57, and Notestein, op. cit, 
p. 34. 

= See Kiser, of. cit., pp. 25-37. 

* Eg., Whelpton, Forecasts, pp. 55-72, and Keynes, op. ct. 

nW. K., Hancock, Wealth of Colonies (Cambridge, Univ. Press, 1950), p. 34. 

* Based on per capita data computed from deflated series in U.S. Dept. Commerce, 
Survey of Current Business, Suppl., National Income, 1951 Edition, p, 146. 

* According to one well-known index, American industrial activity has been above its 
estimated long-term growth trend in all but ‘five scattered months since the end of 1940, 
whereas from early in 1930 until late in 1940 industrial activity was continuously below 
its growth trend except for the first half of 1937. Such a protracted period of active busi- 
ness, with the accompaniments of high-level employment, output, and income, has un- 
doubtedly had important influence on marriages and births 
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rising incomes per capita, will this continue to promote marriages, 
births, and relatively large population increase? It is surely reasonable 
to think so,™® but this has seldom received serious attention. 

Marriage and children constitute an integral part of the real standard 
of living of most Americans. Under economic pressure, either or both 
will be deferred and the number of children restricted. But if economic 
and social conditions permit gradual increase in consumption levels 
and improvements in working conditions, the gains from higher pro- ` 
ductivity will be taken, on the average, partly in more goods and serv- 
ices, better housing, shorter hours of labor, earlier marriage, some- 
what more living children per family, and greater ease in old age. No 
one can safely forecast the changing proportions to which such gains 
will be devoted, or how seriously our international obligations will re- 
strict the net total. But the evidence of recent years strongly suggests 
that if goods become obtainable with less and less effort, the competi- 
tion between wants for goods and wants for babies, which depressed 
marriages and births in 1925-40, will be less powerful than it was 
then. In the light of such experience, we must beware of exaggerating 
limitations upon the facility with which consumption standards—as 
distinct from consumption levels—can rise or be raised. Much more 
research is needed before one can speak with assurance of ‘specific 
limits.” 

Our educational system is already in the throes of coping with the 
results of the flood of births during and since the war. School enroll- 
ment reached its prewar peak in the 1930’s—in elementary schools 
early in the decade, in secondary schools late in the decade. Demog- 
raphers late in the 1930’s expected a continuing decline. 

As late as 1944, Thompson considered it very doubtful whether the 
then assured rise in elementary school enrollment would ever bring it 
up to the prewar peak (23.6 million, including kindergarten pupils, in 
1929-30).** After the slump in the 1940’s, this peak has now been . 
exceeded, probably in 1950-51. Office of Education specialists early in 
1950 forecast a new peak (29.5 million) 25 per cent higher in 1956-57." 
But the unexpected continuance of high levels of births through 1951 

“For a concurrent view see Harold Wool (Bur. Labor Stat.), “Long-term Projections 
of the Labor Force,” presented before Conference on Research in Income and Wealth, 
Nat. Bur. Econ. Res., May 25, 1951, pp. 5-7. Wool extends the argument to mortality and 
immigration. ; 

* For the United States I strongly reject Keynes’ 1937 opinion as to Great Britain (op. 
cit.): “Now past experience shows that a greater cumulative increment than 1 percent 
per annum. in the standard of life has seldom proved practicable. Even if the fertility of 


invention would permit more, we cannot easily adjust ourselves to a greater rate of 
change than this involves.” 


“W. S. Thompson, Plenty of People (Lancaster, Pa., Cattell, 1944), p. 156. 
* School Life (U. S. Office of Education), Vol. XX XT (March, 1950), pp. 88-89. 
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insures that the peak will be higher and at least four years later—how 
much higher and later no one can really say. It now seems safe to say, 
nevertheless, that enrollment in elementary schools around 1960 will 
exceed 30 million, 50 per cent above the low of the mid-1940’s. This is _ 
a very striking change. 

Enrollment in secondary schools, still depressed by the low births 
in the 1930’s, has recently begun to rise.. It will presumably pass the 
1939-40 peak (7.1 million)" about 1956-57 and continue upward 
through most of the 1960’s. 

Total school enrollment will surely not rai its peak in the 1950’s, 
as earlier forecasts implied, but in the 1960’s; and this peak will pre- 
sumably be nearer to 40 million than the 37.2 million recently forecast 
by the Office of Education for 1957-58. Any such maximum, moreover, 
will presumably be exceeded in the 1980's. 

The urgent demand for more schools, facilities, and teachers is not 
confined to areas of exceptional population growth, such as the West 
Coast states and Florida, but is a national phenomenon. It reflects the 
joint influences of unexpectedly larger numbers, pressure for fuller 
coverage of children, and improvements in quality of education, which 
our highly productive economy can well afford even though these pre- 
sent difficult fiscal problems. 

The population of college age will be in a trough for several years 
more, but will rise after 1957 and sharply after 1963 for at least five 
years. The actual college population, of course, is heavily influenced 
by the proportion of those of college age who attend college. Though 
veterans enrolled under the “GI Bill’ exceptionally swelled the post- 
war college ranks,” there is yet no sign that the broad uptrend in this 
proportion will taper off. 

We are now in a period when the number of young entrants into the 
labor force (on the average at 18) will be lower than in the recent past 
or in the 1960’s and after. This, together with considerable enlarge- 
ment of our military forces, largely accounts for the current shortage 
of labor in the face of the rearmament program and, in turn, for ex- 
ceptional advances in levels of real wages. In such a period, premiums 
will be put on the retention of older workers, the rehabilitation of the 
physically disabled," and the attraction of younger and older women © 


4 Thid, The source next cited gives 7.7 million persons 14-17 enrolled in school in April 
1940, but some of these were presumably in elementary grades. 

* In April 1950, according to preliminary census reports, 18.6-per cent.of those aged 18-24 
were “enrolled in school,” as compared with 13.3 per cent in 1940. Bur. Census, Ser. PC-7, 
No. 1, Feb. 25, 1951. l 

“In the past two decades, striking advances in medico-sociological science have given 
promise that the majority of physically handicapped or disabled children and adults can 
be restored to independent positions within a normal community. The United Nations has 
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into the labor force. We can now envisage a very different situation 
- in the 1960’s, when the number of persons reaching 18 will rise greatly. 
Extension of ‘schooling will presumably proceed under handicaps in the 
1950’s but with greater ease later. Older persons will then presumably 
find it much more difficult to hold jobs or get new ones, including part- 
time. work. The 1950’s now promise to be a period in which hours of 
labor will tend to be well maintained, whereas in the 1960’s they should 
normally decline. 
' The number of boys reaching military age has been falling for nearly 
a decade, primarily because of the fall in births in 1924-33 but at a 
much slower rate because of marked reductions in infant, child, and 
youth mortality. From a low point in 1951, the number of boys reaching 
18 will rise, at first slowly and then more sharply, to an interim peak 
- in 1965 (roughly 1,800,000) reflecting about 2 million births in the 
12 months ending August 1947. This peak will probably be 70-75 per 
cent above the number subject to draft registration in 1951. The cor- 
responding number will probably be slightly higher in 1969, and only 
moderately lower in the intervening years. The course beyond 1969 
will depend upon births after 1951, which, though now unpredictable, 
seem likely to be more or less below recent levels for the next few years. 
- The unprecedented number of births since 1942, and the marked 
decline in mortality of infants, children, youths, and adults through © 
middle age, presage a swelling of the population of ages 18-64 in the 
next 20 years at least. The Census Bureau’s 1950 medium projection 
points to an increase from 82.4 to 98.4. million in age groups 18-64 
between 1940 and 1960. The actual increase will presumably be greater, 
_ rather than less, than the 20 per cent implied. This increase is signifi- 
cant for. forecasts of the labor force, which is drawn most heavily from 
these age groups. No trend peak in the labor force is yet in prospect, 
as had seemed to be the case. before the postwar flood of babies.” By 
the year 2000 the labor force will presumably be far higher than now. 
Demographers have been right in forecasting rapid growth of the - 
` population aged 65 and over, as a. by-product of improved mortality 
experience including that in the upper ages. Indeed, the actual increase 
has been and will be larger than they have predicted. But this has less 
grave significance than has commonly been attributed to it. Along with 
‘increasing longevity has come an appreciable extension of physical and 


recently set up a Rehabilitation Unit in its Department of Social Affairs, and various 
important steps are being taken to speed the progress in applying new techniques. See UN, 
TAA Bulletin, July 1951. 

"Durand had said, on thé basis of: forecasts standing in 1946-57: “Unless the under 
lying population trend is changed the time will come after a few more decades when the 


'- labor force will ceasé to grow.” J. D. Durand, The Labor Force in the United States, 


1890-1960 (New York, Soc. Sci. Research Council, 1948), pp. 21-22. 
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mental vigor. Occupational changes are tending to put higher premiums 
on mental skills than on physical powers. Hence. the ability of older 
persons to support themselves in the upper ages, in whole or in part, 
has been increased, whether the support is earned through employment 
or by self-service or mutual service. Furthermore, so long as employ- 
ment is at-a high level, as it has been for a decade, the pressure to 
replace older by younger workers is less than’when unemployment is . 
serious, There are increasing recognitions of the value of older workers 
and of the economic and psychological desirability of facilitating the 
use of their reserves of earning power. Moreover, with the spread of ~ 
social- -security and pension arrangements, and personal investments 
of various kinds including owned homes, an increasing proportion of 
oldsters will have earned claims to income in their declining years. 
Finally, in so far as the burden of supporting the elderly and aged falls 
on younger generations or on taxpayers generally, there will be many 
more to share this burden than seemed likely only a few years ago. 

Demographic developments in process promise marked changes in 
the relative population and manpower of prominent nations. The United 
States in 1900 had a population less than twice as large as the United ` 
Kingdom’s. In 1950 it was three times as large, and by 1975 it may be 
about four times as large, as the United Kingdom’s. As in the past 50 
years, so in the next 50, Canada and Australia will gain on the-rhother 
country. In 1901 the United Kingdom had a population 4% times the 
combined population of these two overseas offshoots. Early in 1951 the 
ratio was 2.3:1. By 1975 it will be down to 1.5:1, if one can trust cur- 
rent assumptions that the British population will grow but little in the 
next 25 years, net, if it does not actually decline,” and that the popu- 
lations of Canada and Australia will, as in recent decades, grow at a 
rate faster than that of the United States. The basis for present and 
future comparisons of the United States and USSR is lacking, since 
vital statistics and other demographic data are only sporadically and 
inadequately revealed by the Soviet Union.” 

Leading demographers have drawn the major inference, from their 
analyses and extrapolations, that the combined populations of the more | 
advanced nations, and of the United States and Canada, in particular, 
will in future constitute a declining fraction of the world’s population 

* This is the prospect held out by the June 1949 report of the Royal Commission on 
Population, Cmd. 7695. Recent census data show that the rate of population increase there 
has been 4-5 per cent per decade in the past three decades, following seven decades (1841- 
1911) in which the decennial rate ranged between 10 and 15 per cent. Economist, July 
14, 1951, p. 78. 

2 Harry Schwartz recently (New York Times, Nov. 11, 1951) summarized Soviet official 
information indicating, for the present territory of the USSR, populations of 193 million. 


in 1940, 201 million early in 1950, and 207 million late in 1951. L. P. Beria of the Politburo 
said that the Soviet population is increasing at the rate of 114 per cent per year. 
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instead of the rising fraction characteristic of the past three centuries.“ 
In view of the international disparities in per capita resources and levels 
of living, such a development would seem highly irrational, and tragic 
even for the underdeveloped countries. The inference merits critical 
`- re-examination, now that the population outlook in North America has 
radically changed. It may be that the combined populations of the 
USSR and its satellites, the Middle East, Asia, Africa, and Latin 
America will grow in the next half-century at a much more rapid rate 
than they have in the past 50 years. Considering the many obstacles 
that they face, however, it is not easy to see how these peoples can 
expand so fast that the world population (including that of Western 
Europe) will grow as rapidly as can now be expected of the United 
States and Canada, with their still developing human and natural re- 
sources, their economic strength of other kinds, and the re-interpreta- 
tion of their “population trends.” I lean to the “guesstimate” that 
these two countries will have something like 8 per cent of the world’s 
population in 2000, as compared with about 7 per cent now; but the 
state of population forecasting justifies no confidence in this or other 
“estimates.” 

In three earlier papers* I have stressed the increase in the demand’ 
for farm products due to the population upsurge since 1940, the further 
increase that can be counted upon as children now under 12 grow older, 
and the radical improvement in the prospects for American agriculture 
in the decades ahead as compared with the outlook as it appeared five 
years ago.** The latest data on births strengthen these prospects. 


See, for example, F. W. Notestein, “Population—the Long View,” in T. W. Schultz, 
ed., Food for the World (Univ. Chicago Press, 1945), pp. 36-57, Kingsley Davis, relying 
mainly on Carr-Saunders’ estimates, found the following average annual rates of increase 
of the world population (Annals Am. Acad. Pol. and Soc. Sci., Vol. 237 [Jan., 1945], p. 3: 


Period Per Cent 
1650-1750 0.29 
1750-1800 0,44 
1800-1850 0.51 
1850-1900 0.63 
1900-1940 0.75 


Irene B. Taeuber asserted in 1944: “America North of the Rio Grande included 0.2 per cent 
of the world’s population in 1650, 6.7 per cent in 1933.” (Estadistica, Sept. 1944, Vol. II, 
p. 324). 

= Those of November 1949 and January and April 1950, cited in footnote 4. 


“Hardly less impressive is the concurrent decline in the number of people on farms. 
According to recently revised estimates, the farm population was 32.1 million in April 
1910, By 1930 it had fallen to 29.4 million. After a rise during the depression, it declined 
to 28.8 million in 1941. The 1951 figure of 23.3 million represents 15 per cent of the total 
population, as compared with nearly 35 per cent in 1910. The drop of 5.5 million in the 
past decade is very large. The 1951 figure is 1.1 million below the wartime low of 1945. 
(Bur. Census, Ser. Census-BAE, Nos. 16A, 17, July 18 and Oct. 26, 1951). 
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Even ‘more striking is the extreme reversal of prospects for new 
investment, on which the American economy has heavily depended in 
the past. Cannan wrote in 1931: 

A rapidly increasing population requires a rapidly increasing number 
of tools, machines, ships, houses and other articles of material equipment 
in order merely to maintain without improving its economic condition, 
while at the same time the maintenance of a larger proportion of children 
renders it more difficult to make the required additions. To a stationary 
population saving will still be desirable for the improvement of condi- 
tions, but it need no longer be insisted on as necessary for the mere 
maintenance of the existing standard.*® 


Keynes, Hansen, and others elaborated these views. One of the strong- 
est pillars of Hansen’ s doctrines of “secular stagnation” and the “ma- 
ture economy” was that our population growth would shortly come 
to an end. The Royal Commission on Population was rightly concerned 
with this matter in the United Kingdom. But Hansen’s pillar has col- 
Japsed, so far as the United States is concerned, for our population 
growth prospects are totally different from what he accepted as certain. 
Huge private and public investments will be required to cover the 
requirements of a population growing at a considerable (if not ex- 
tremely rapid) rate,“ with unprecedented numbers in April 1952 under 
5, 10, and 15 years of age,“ and with rising consumption standards in 
food, housing, and recreation. For the time, defense requirements are 
compelling diversion of investment, and arrears are building up as 
during the war, though on a smaller scale, 

Failure of investment demand was feared as a source of severe eco- 
nomic difficulties in the United States, including chronic large-scale 
unemployment and huge government spending to-keep up aggregate 
demand. By contrast, our postwar problem has been one of excesstve 
demand, making for inflation, and our population growth coupled with 
our world responsibilities bid fair to make this the more serious prob- 
lem in the present decade. 

The surprising recent population growth has peen a major factor, 

"Edwin Cannan, “The Changed Outlook in Regard to Population, 1831-1931,” Econ. 
Jour., Vol. XLI (Dec., 1931), pp. 519-33, esp. p. 524. 


“By far the lowest decennial increase in our history was in 193040. Even at that 
average annual rate (.71 per cent), our population would double in a little over 100 years, 
The rate of increase in 1940-50 was nearly double this (1.40). It is now conservative to 
expect for 1950-2000 an average annual rate somewhere between these two. In the five 
years ending June 1951 the rate of increase averaged 1.73 per cent. See also data in 
footnote 40, 


* Census data for 1850-1950 are conveniently summarized in Metropolitan Life Ins. Co., 
Stat. Bull., Jan. 1952, p. 8. Corresponding numbers in April 1952 were certainly consider- 
ably higher. 
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reinforced by higher real-income levels and moderate hours of labor, 
in expanding public and private investment since the war in roads, 
water and sewerage systems, gas, electricity, and telephone lines, pri- 
vate manufacturing plants, transportation equipment, housing, and 
private automobiles. The rearmament program is distorting and on 
the whole restricting such investments for the present; but the matur- 
ing of the huge group of persons now under 20, which can be reasonably 
. forecast, gives reason to expect strong continuing demands for such © 
- investment after arrears due to wartime restrictions and the current 
defense program are made up. 

‘The notable postwar demand for new housing rests not only upon 
wartime arrears that had to be made up and on federal and state aid ` 
by easy credit. It also reflects the population increase, the higher per- 
centage of married as compared to single persons, higher living stand- 
ards in respect to independent quarters, higher real incomes, and 
greatly enlarged holdings of liquid assets. ‘The mere growth of the post- 
war babies will tend to increase the demand for housing space. Though 
many of the new houses will not be long-lived, a large proportion of 
them are provided with modern conveniences so dear to American 
hearts, and their depreciation and obsolescence will eventually provide — 
fresh impetus for further building. Increasing fractions of our people, 
moreover, now feel that they can afford week-end and summer resi- - 
dences, even if these are no more than cabins or tents. 

' Certain investment requirements will presumably be intensified by 
the more striking population growth. Economists have tended to speak 
- of water as a “free good.” In advanced economies, at least, and even. 
in many backward economies, it is not such in reality. Indeed, water 
is one of the goods for which industrialization, urbanization, and mod- 
ern agriculture raise per capita needs many-fold. To insure ample sup- 


Reed in 1925 worked out a formula by which he forecast the number of registered 
passenger cars for 25 years ahead, which he combined with the population forecast based 
on the Pearl-Reed formula of 1920 (L, J. Reed. “A Form of Saturation Curve,” Jour. 
Am. Stat. Assn., Vol. XX [Sept., 1925], pp: 390-96). Following are his figures for Jan. 1,~ 
1950, together with the ultimate limits (“upper asymptotes”) indicated by the formulas, 
compared with actual figures for Jan. 1, 1950 and 1951: 


Item Population Passenger cars Persons per car 
Upper asymptote -` 197,274,000 38,636,000 5.11 
Jan. 1, 1950 — 
Pearl-Reed °20 148,676,000 ` 28,416,000 ` 5:23 
Actual 150,563,000 36,293,000 1 415 
Jan. 1, 1951 ri Z 
Actual 153,085,000 > 40,167,000 ` 3.81 


As Rufus S. Tucker has pointed out to, me, the number of cars in use at the turn of the 
year is, considerably smaller than the cumulative registrations in as year then ended. Nowa- ` 
days the difference is around 10 per cent. 
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plies of water where and when they are wanted for production and 
consumption, and to replenish depleted reserves of ground water, will 
entail expensive engineering constructions, The population increase 
now clearly in prospect necessitates radical upward revisions of earlier 
forecasts of water requirements and radical evolution of our national 
= water policies, both because the population is sure to be much higher 
than earlier forecasts and because rising levels of living raise per cap- 
ita’ water use. The 1950 report of the President’s Water Resources . 
Policy Commission takes due cognizance of this. 

The foregoing discussion is suggestive, not exhaustive. Many other 
aspects of the significance of our radically altered population outlook 
will be revealed to individual specialists as they re-examine their spe- 
cialties in the light’ of up-to-date demographic data, and keep on doing 
so. We must unlearn much of what the demographers have too well 
taught us, realize the unsound bases for many past assumptions, and 
view their latest projections and assertions with highly skeptical eyes. 
We face an extremely different nation from the one they had led us to 
expect with assurance, and must make the best of its unpredictability 
where we had thought it most predictable. 

Space does not permit grappling with the many questions that arise 
at this point. Will even urgent wants be made effective by adequate 
purchasing power? Can such ‘growing demands for food, water, con- 
sumer durables, houses, and plant be met? Are not our resources 
steadily dwindling? Will not the population growth now fairly in pros- 
pect force declines in per capita consumption? Can our political system 
stand the strains of further noteworthy population increase? 

Questions of this kind are highly pertinent for the coming decades. 
Our success in virtually creating resources by discovery and otherwise, 
our remarkable technical improvements in agriculture, the demon- 
strated growth of productivity, almost throughout the economy, and the 
rise in consumption levels despite war, international burdens, and pop- 
ulation increase, certainly suggest no grounds for despair. Indeed; by 
and large, the problems of a highly dynamic economy seem more ap- 
pealing and less baffling to Americans than those of a stable population 
and possibly stagnating economy. 7 
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MONETARY POLICY AND THE TREASURY 
BILL MARKET 


By Davip A. ALHADEFF 


I. Introduction | 


Recent discussions of monetary policy and the national debt have 
pointed to “the new opportunities for influencing credit availability 
which that debt has brought about.” It is the purpose of this paper to 
present one of these “new opportunities” and to investigate the nature 
of its operation. Specifically, this paper inquires into the policy implica- 
tions of the relationship between the Treasury bill market and the 
customer loan market, both of which deal with short-term credit. 
Students of banking will recall that the Federal Reserve Banks engaged 
in open-market operations for many years before open-market opera- 
tions were deliberately used as an instrument of credit control.*? Open- 
market operations were not even contemplated as an instrument of 
monetary policy by the framers of the Federal Reserve Act. In the 
early period of the Federal Reserve System, major reliance for control- 
ling the money supply was placed in changes in the central bank’s 
rediscount rate. An increase in rediscount rates, by raising the cost of | 
borrowing from the Federal Reserve, was expected to firm commercial 
loan rates and thus to restrain business borrowing,. while the reverse 
reaction was expected from a lowering of the rediscount rates. For many 
years, discount rate changes have not been effective credit control de- 
vices in the manner originally intended, because member bank borrow- 
ing from the Federal Reserve is no longer significant.* Such efficacy 
as rediscount rates may have today derives in large part from their 
psychological impact and not sroti a change in the cost of funds 
borrowed by banks. 

If statements made before the Douglas Subcommittee on Monetary, 
Credit and Fiscal Policies by responsible officials can be taken at face 
value, it would appear that the huge expansion in the national debt has | 

*See Robert V. Rosa, “The Revival of Monetary Policy,” Rev. Econ, and Statistics, 
Vol. XXXII, No. 1 (Feb., 1951), p. 32. 


*“Though engaged in as early as 1914, open-market operations were first used as an 
instrument of credit policy in 1923 . . .” Federal Reserve System, Banking Studies 
(Baltimore, 1941), p. 374. 


7In June 27, 1951, total discounts and advances at all Federal Reserve Banks amounted 
to only $220,301,000. 
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given rise to a new instrument of monetary policy whose effect would . 
be similar to that originally expected from discount rate changes. This — 
point is illustrated by the following excerpt from the Douglas Hearings: 


SENATOR Dovucias: Was it your feeling if the interest rate on short- 
time governments were allowed to rise, that the interest rate on loans to 
private borrowers would also rise? 

Mr. McCane: You see, the whole credit structure is closely related to 
the Government-bond market and very sensitive to the Government- 
bond market. So, if there is a rise in Government bonds, there is a stiffen- 
ing of rates throughout the whole credit structure.‘ 


A review of the relationship between the Treasury bill rate and the 
customer loan rate is necessary to assess the validity of Mr. McCabe’s 
statement and to determine whether the pattern is of the kind indicated. 
- If the fact of a positive relationship is established, it will then be neces- 
sary to investigate the nature of the mechanics involved in order to 
determine under what circumstances and in what manner changes in 
the bill rate could be expected to influence a change in the customer 
loan rate. To avoid possible confusion, it should be stated explicitly 
that this paper is not concerned with appraisal of the efficacy of cus- 
tomer loan rate changes in influencing the volume of business borrowing. 
This important problem merits detailed consideration, but is properly 
the subject of a separate paper. 

~ In the accompanying chart, the fluctuations of the Treasury bill rate 
and of the average customer loan rate, New York City, can be compared 
for the twenty-year period from 1931 to 1951.5 The chart reveals that 
in most years during the period studied, the two rates moved in the 
same direction. Significantly, too, there is evidence of a lead-lag relation- 
_ ship in which movements on the customer loan market follow changes in 
the bill rate. There are, however, two important exceptions: In 1937, 
the Treasury bill rate fluctuated: whereas the customer loan rate was 
impressively stable. By contrast, from 1942 to 1945, the Treasury bill — 
rate was perfectly stable whereas the customer loan rate fluctuated. 


* Testimony of Mr. Thomas B. McCabe, former chairman, Board of Governors, Federal 
Reserve System, before the Subcommittee on Monetary, Credit, and Fiscal Policies of the 
Joint Committee on the Economic: Report, Congress of the United States, Eighty-first 
Congress, First Session, p. 466, Hereinafter, this document will be abbreviated to Douglas | 
Hearings. It is clear from the context that McCabe is referring to short-term securities, 
despite his reference to the “bond market.” See pp. 465-66. Also cf. the similar testimony 
of Mr. Alan Sproul, president, Federal Reserve Bank of New York, especially p. 457. 

* Until a later point in this analysis, average customer loan rates throughout the country 
will be represented. by average customer loan rates in New York City. Although the 
Treasury began to issue bills in 1929, the starting-date of 1931 was selected because no 
series is available until that year. The customer loan series was plotted on a monthly 
basis through March, 1939, but was available thereafter only on a quarterly basis; the 
bill rate was plotted monthly for the entire period. . 
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Customer Loan Rate (NYC) AND TREASURY Br RATE, 1931-41* 
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* Sources: Board of Governors, Federal Reserve System, Banking and Monetary Statistics 
(Washington, 1943), p. 460, pp. 463-64, for the period 1931-41. 
Discontinuities in the Treasury bill rate series indicate periods during which the bill 
rate was negative. 


With the exception of the two’ periods noted, the statistics on interest 
rates are generally consistent with Mr. McCabe’s analysis. Further- 
more, Mr. McCabe’s statement would seem to imply a causal nexus; 
the initiating impulse for a change originates in the bill market and is 
then transmitted to the customer loan market. With the fact of common 
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Customer Loan Rate (NYC) AND Treasury BUL RATE, 1942-51* 
PERCENT 
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* Sources: Board of Governors, Federal Reserve Sytem, Federal Reserve Bulletins, for 
the years 1942-51, 

Discontinuities in the Treasury bill ater series indicate periods during which the bill 

rate was negative. 


movement established, it is now necessary to analyze the nature and 
mechanics of this relationship. It is particularly important from a 
policy viewpoint to investigate the possibility of a causal nexus between 
the two markets. oe l 

Since the pattern of relationship is not homogeneous throughout the 
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= period, it will be convenient to conduct the analysis by a process of 


successive approximations. The first approximation will try to explain 
why the two series move .together as much as they do. In a second 
approximation, the basic analysis, can be modified to account for the 
extent of divergent movement between the two series, 

Comparison of open market and customer-loan rates. An understand- 
ing of the mechanics of the relationship between the Treasury bill. 
market, and the customer loan market is aided by first considering the 
relation between the customer loan market and the open money market 
for short-term funds, The Treasury bill market is only one of the sub- 


‘markets of the open money market, and, in large part, its relationship 


with the customer loan’ market derives from its characteristics as an 
open money market. Furthermore, the fact that there are other sub- 
markets in the open market modifies the nature and extent of the inter- | 
action between ‘the bill market and the customer loan market. A few 


comments are thus in order to highlight the important, distinguishing 


characteristics of the open market and the customer loan market. 

_ The open market for short-term funds is actually a conglomeration 
of submarkets, including the market for prime bankers’ acceptances, 
commercial paper, call and time loans on stock exchange collateral, and 


-Treasury bills. Each of these submarkets is, in à sense, a self-contained © 


unit, with one common characteristic uniting them for purposes of 
analysis—complete impersonality. In such markets, buyers and sellers 
are entirely indifferent to each other. A lending bank feels no sense of 
responsibility nor any continuing obligation towards those to whom it 
makes funds available. Borrowers likewise understand that they can © 
expect no special consideration in the event of credit stringency. 

The expression “customers’ loan market” is also merely a label which 
encompasses a vast number of submarkets-in all parts of the country. 
These submarkets are all bound together in varying degree. In the 
largest financial centers, or in big cities, the ties are very close and 
such banks participate in what is broadly a common market. By con- 
trast, the country banks incline to be somewhat more autonomous in ` 
their policies and activities. While almost, complete impersonality 
characterizes the open market, the personal element is often of dominat- 
ing importance in the customer loan market. Each customer loan is nego- 
tiated as an individual case, both with regard to price and to the terms 
of the loan, and, in the normal course, the customer will become a 
regular client, 

A corollary of the banker-customer relationship is the almost uni- 
versally held opinion that, as one prominent banker stated it: “‘( Banks) 
always would prefer to lend to commercial borrowers than to hold 
Government securities. That is our permanent business. We want to 
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do business for our customers.’® By contrast, the open money market 
is the repository of the country’s surplus funds, i i.e., “funds not needed 
or demanded by local business activity, or by the customer bank-loan 
market.’”" Dr. Burgess, a vigorous proponent of this view, has stated this 
position clearly: 
The New York money market is the national market for surplus funds. 
As the leading money market of the country, it is the center towards which 
the idle money of all sections gravitates to find employment, pending the 
time when it is needed.® 


I. The Open Market—A Passive Margin 


The fundamental nature of the relationship between the customer 
loan market and the open market (and, thus, with the Treasury bill 
market) can now be set forth. In a very real sense, the customer loan 
market and the open. market are a common market for short-term 
funds, The basic unity of the two markets is suggested not only by 
the foregoing analysis but also by the parallel routes of fluctuation of 
the two series. It should be noted, however, that although the routes 
of fluctuation of the two series are similar, the level of rates in the two 
markets is clearly different. This difference in level can be understood 
partly in terms of the objective differences between the kind of loans 
made on the open market and those made on the customer loan market 
—differences in risk, liquidity, etc. The difference is due in part to non- 
competitive influences in the various markets, Finally, these differences 
in level are partly due to different methods of allocating costs under 
alternative marketing techniques. 

Although the open market and the customer loan market constitute 
a common credit pool for short-term funds, the latter is substantially 
more important than the former in terms of volume of funds. The 
significance of the open market inheres not in its size, however, but in 
its marginal nature and in the high sensitivity which that marginal 
nature implies. - Basically, the open market is marginal in Marshall’s 
sense of the term.’ The open market simply measures thè broad forces 
of supply and demand for short-term funds in the entire country. The 
margin does not determine prices in the national short-term market; 
prices are determined by demand and supply. The margin, in this view, 
is analogous to the pressure gauge on a boiler. 

“Testimony of Mr, Randolph W. Burgess, chairman of the executive committee, Na- 
tional City Bank of New York, op. cit., p. 193. Italics added, 

"The definition of “surplus funds” is that used by Benjamin H. Beckhart, The New 
York Money Market (New York, 1932), Vol. IM, p. 5. 


t Randolph W. Burgess, Reserve Banks and the Money Market (New York and London, 
1927), p. 110. My italics. 


* Cf. Alfred Marshall, Principles of Economics, Eighth ed. (London, 1947), p. 410. 
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` This conclusion about the relation between the customer loan market 
and the open market holds tentatively also for the Treasury bill market. 
The foregoing analysis thus explains the observed pattern between 
Treasury bill rates and customer loan rates. According to this analysis, 
sequence does not evidence causation, for rates in both markets are 
commonly determined. The only significance to the sequence of rate 
changes is that, in general, restrictive (or expansionary) tendencies 
make themselves felt first in the marginal (Treasury bill) market and 
only with a lag in the broader (customer sa market for short-term 
funds. 

The foregoing analysis, which is Soest with traditional views 
on this subject, explains the basic (and historical) relationship between — 
the two markets. The analysis needs qualification and elaboration on 
at least two grounds: (1) the preceding explanation is silent on the. 
possibility of a causal nexus between the two markets; (2) while 
common movements are explained, there is no explanation for important 
divergent movements, e.g., 1937, 1942-47, nor, indeed, for the lack of 
a better correlation than actually exists even during periods of common 
movement, : Since we are seeking generalized explanations, ephemeral 
and transitory influences that could account for short-run erraticisms 
can be ignored. This inquiry is concerned with generalized causes which 
can explain divergent movements above and beyond those explicable 
in terms of specific and transitory influences. Such generalized explana- 
‘tions for divergent movements should, preferably, also provide the key 
to the possibility of the aforementioned causal nexus. 

The theory as thus far developed rests on two cardinal propositions: 
(a) that the open market (and, hence, the Treasury bill market) is the 
repository for exclusively surplus funds and is thus a marginal market, , 
and (b) that the open market is marginal in a passive sense. If both 
of these characteristics perfectly inhered in the open market, the lead- 
lag correlation between the Treasury bill rate and the customer loan 
rate (New York City), allowing for a frictional blur in the lead-lag 
period and barring transitory influences, would also be perfect. Al- 
though the actual correlation appears to be high, it is far from perfect. 
The lack of perfect correlation must, therefore, be due (previous 

exceptions noted) to generalized factors which compromise the marginal 
~ aspect of the open market and its passive nature. The following investi- > 
gation is divided accordingly. 


HI. M odifications of the Surplus Funds Doctrine 


Secondary reserves and the open market. In his discussion of the open 
market, Dr. Burgess pointed out that “The money in the money market 
may thus be thought of not simply as surplus funds, but as the secon- 
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dary reserves of banks and business all over the country.’ Banks 

- invest secondary ` reserves in the open market because. open market 
paper is highly liquid, practically riskless, and is sold in suitable 
(meaning short) maturities and convenient denominations. Further, 
open market investments are normally preferable to non-interest-bear- 
ing excess reserves. 

‘While it is true that surplus funds invested in the open market can 
serve as secondary reserves for banks, not all funds invested in the 
open market are surplus, nor are all secondary reserves surplus funds. 
A banker’s ability in his profession is most clearly revealed in the 
_ composition of the bank’s portfolio, for it is in the bank portfolio that 
the conflicting demands of profitability and safety of a bank must be — 
‘reconciled. In the allocation of a bank’s funds, secondary reserves take 
priority over customer loans.” After insuring its liquidity and fully 
satisfying the local demand for customer loans, the bank can again enter 

the open market to invest its surplus funds for whatever income is 
possible. This emphasis on protective investment suggests an ‘important 
qualification to the earlier analysis. Since Treasury bills are an import- 
ant form df protective investment, banks would not, as has been alleged, 
“always prefer to lend to commercial borrowers than to hold Govern- 
ment securities.” Accordingly, open market securities held for protective 
investment do not represent surplus funds from the customer loan 
market, and are not, therefore, a marginal supply of funds. 

Dr. Burgess has emphasized that “in the New York market we are 
dealing with what economists call the marginal supply and the marginal 
demand, which are the first to show any changes in conditions.”** At 
least one qualification to this statement is now apparent. The short- 
term open market investments are all available as secondary reserves, 


® Burgess, Reserve Banks and the Monetary Market, p, 110. My italics. 


“4 The risk here refers to risk of default and not to fluctuations of market prices. Com- 
mercial paper, for example, has a record of negligible losses to the holders. This is due no 
doubt to the fact that prospective borrowers on commercial paper are most rigidly scru- 
tinized and only companies which are very large and eminently sound are accepted as 
clients by the commercial paper houses. Call and time loans are also very secure because 
they are backed by stock exchange collateral in a manner which varies the collateral with 
any variation in the market value of the securities. Bankers’ acceptances are “two-name 
paper,” and one of the mames is that of a large, strong bank. Treasury bills are safe for | 
the obvious reason that they represent the credit of the United States government, and, 
in any case, are eligible for rediscounting. Finally, open market paper is bought with no 
consideration other than the soundness and yield of the paper; customer loans are fre- 
quently influenced by personal considerations which can outweigh possible technical in- 
adequacies of the loan. 

* Cf. Roland I. Robinson, -The Woiakemedi ol Bank Funds (New York, 1951), pp. 
12-18. >- 

In this connection, Robinson’s use of the expression “protective investment” is more 
revealing than the more common “secondary reserves.” 

4 Burgess, op. cit., p. 112. 
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but only part of- these investments represents surplus funds. Under 
“normal” circumstances, when the open market contains bona fide 
marginal (surplus) funds, pressure on bank reserves can be relieved 
by liquidating some of the open market investments with a resultant 
stiffening of open market rate, a stiffening which is subsequently felt , 
also in the customer loan market. During a period of sustained credit 
stringency, however, it is entirely possible that the investment-for- 
income securities of the open market will have been liquidated, leaving 
only funds for protective investment. Under these circumstances, any 
further pressure would, ceteris paribus, hit the customer loan market 
(specifically, marginal customer loans), but the further stiffening of. 
customer loan rates would not (again ceteris paribus) also be felt in 
thë open market. In other words, the marginal funds would be those 
invested in the marginal customer loans and not those funds which 
remained invested in the open market. 

In practice, positive identification of such a situation is difficult. In 
the first place, bank statements do not disinguish beween open market 
investment for income and open market investment for protective in- — 
vestment. Furthermore, in a real life situation, many other factors 
(especially central bank intervention) would likely be in the picture 
at the same time, making it difficult to isolate the effects of particular 
forces. Present difficulties of empirical identification should not, of 
course, preclude attempts at. theoretical exposition of underlying 
tendencies. . 

Federal funds. The existence of federal funds also compromises the 
marginal character of the open market. Federal funds arise from the 
excess reserves of banks. A bank which is experiencing a temporary 
deficiency of reserves can make up this deficiency by purchasing the 
excess reserves of other banks. Such negotiations are typically tran- 
sacted by negotiation between the banks concerned, although there is 
a “going rate” for federal funds. The use of federal funds became 
prominent during the ’thirties when the banking system had large excess 
reserves, Although the banking system as a whole had excess reserves, 
the large money market banks of New York City would often find them- 
selves under pressure. Such banks could have secured the required 
reserves by borrowing from the Central Bank or liquidating open 
market investments. With abundant excess reserves in the interior 
banks, however, it was definitely cheaper to meet a temporary reserve 
shortage by purchasing federal funds.** During the decade of the 
forties, and, indeed, even at the present time, many banks continue to 

“For a description of a typical instance, see Federal Reserve Bank of New York, 


Monthly Review, September 1, 1937, p. 65. The bulk of federal funds at that time was 
purchased at the rate of 14 per cent, 
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resort to federal funds to meet a reserve deficiency of two or three days, 
or even overnight. As mentioned earlier, member bank borrowing from 
the System has been negligible for many years; significant reserve 
deficiencies are typically met today by sale of Treasury securities in 
which most banks are heavily invested.. However, to meet a temporary 
deficiency of reserves, large banks. in ‘Central Reserve and Reserve 
cities often find it cheaper to buy federal funds, because “The sale and 
repurchase of securities contains an element of cost in the commissions . 
that they have to pay in the buying and the selling.”™® In such cases, 
federal funds are the marginal short-term funds and short-term pres- 
sures would be absorbed in the federal funds market without neces- 
sarily being reflected in the open market, or, what is of neers inter- 
est in this paper, in the Treasury bill market, 

Excess reserves. Under present circumstances, “It is. Dk to 
maintain more than about three-quarters of a billion of excess reserves, 
which are maintained largely by . . . country banks.’* Even though 
excess reserves do not today reach the levels of the ’thirties, a considera- — 
tion of the effect of excess reserves is pertinent to this analysis on at 
last three scores, First, excess reserves must be. considered in under- 
standing the relationship of Treasury bill rates and customer loan rates 
in previous periods. Second, although excess reserves are not large 
today, there is no guarantee against some future “credit deadlock.” 
Most important of all, however, excess reserves can affect the relation 
of Treasury bill rates and customer Joan rates even when the excess 
reserves are not of the huge magnitudes of the Great Depression. The 
experience of the thirties demonstrated that when the banking system 
is holding large excess reserves, the excess reserves, and not the open 
market investments, are the marginal funds which are the first to feel 
changes in credit conditions. Thus, in June, 1937, when the banks held 
heavy excess reserves, “Movements of.reserve funds of as much as 
$500,000,000 to $1,000,000,000 occasioned little or no disturbance in -~ 
the money market.’ With large excess reserves in the System, a pres- 
sure on an individual bank’s reserves is reflected first in federal funds 
and not at all in open market short-term rates. That was actually the 
situation in August, 1937, when New York City banks experienced a 
reduction in their excess reserves with the result that the rate on federal 
funds rose as high as % per cent on some transactions whereas there 
was virtually no. change in. open market rates: If the pressure on 

* Testimony of Mr. Marriner S. Eccles, then member, Board of Governors, Federal Re- 
serve System, Douglas Hearings, p. 225. 

* Eccles, ibid., p. 226. 
`" Federal Reserve Bank of New York, Monthly Review, July, 1937, p. 49. 

18 Cf. ibid., September, 1937, p. 66. 


a 
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_ reserves is sustained or is large enough, the effects will, of course, 
eventually be felt, too, on the open market, For example, on January 
30, 1937, the Board of Governors announced an increase in reserve 
requirements to be effective on March 1 and on May 1. Most banks 
were able to meet, the increase from their excess reserves, but at least 
some banks had to borrow from other banks and a certain number was 
obliged to liquidate some open market investments.” 

During the depression years of large excess reserves, customer loan 
rates were remarkably stable. With the conspicuous exception of 1937, 
Treasury bill rates were also relatively stable during that period. Al- | 
_ ‘though the demand for customer Joans did fluctuate, even during the 
depressed ‘thirties, this variation was absorbed, first, in a shift of excess 
reserves, with an accompanying rise of federal funds rate, and, second, 
in fluctuation of open market rates. The fluctuation in demand did not 
affect the customer loan rate. The economic revival-during the early 
months of 1937, for example, stimulated an increased demand for 
business loans, This increase normally would have firmed rates. in the 
open market and then with a lag, in the customer loan market, Never- 
_ theless, customer loan rates did not rise. Many banks met the increased: 
demand for customer loan funds partly by reducing excess reserves, 
and, since the excess reserves of many banks were relatively low, partly 
by liquidating their government securities. The result was a mild firming 
of Treasury bill rates but continued stability in the customer loan 

market. — 

. The Federal Revere wna its “non-marginal funds.” In still another 
sense, it is inaccurate to describe Treasury bill rates as the rates deter- 
mined by the marginal demand and marginal supply of short-term 
funds. During the war period, the demands of war finance dominated 
central bank policy with the result that the government securities 
market was not a free market. The central bank not only established 
repurchase provisions for Treasury securities; it also engaged in open. 
market operations with the aim of exactly setting their price. Since the 
central bank’s portfolio is managed not for profit but for purposes of 
credit control, the funds employed in open-market operations are hardly 
“surplus” in the usual sense. 

Organized voluntary credit restraints. In March, 1951, a National 
Voluntary Credit Restraint Committee was organized under the aegis of 
: the Federal Reserve. Its purpose was to organize commercial bankers 
to restrain inflationary expansions of credit.” Such vay oot l 


Cf, Federal Reserve Bulletin, April, 1937, p. 283. 
*¥or example, “refrain from financing inventory increases above normal levels relative 
to sales, or reasonable requirements by other conservative yardsticks.” Ibid., April, 1951, 
- p. 379, 
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restraints amount to sree rationing. N ow, credit rationing is hardly 
new. to the banking community; it goes on all the time. The relevant 
point here is that ordinary credit rationing to commercial borrowers 
may be due to the credit unworthiness of a particular borrower, or to 
considerations of portfolio diversification in a particular bank, etc. The 
credit rationing now proposed will operate to hold down the demand for 
commercial loans in the interests of a government program of anti- 
. inflation credit control.** Such credit rationing will, of course, “release” 
funds from the customer loan market which will then be available for 
investment in government securities. Again, such “released funds” are 
hardly marginal or surplus i in the sense of G passive margin theory 
of the open market. 

Summary. Because of the kind of factors listed above, it is inaccurate 
to claim that the open market is the repository for the marginal funds 
of the economy, especially if this statement is interpreted to mean that 
only surplus funds find their way to the open market. To the extent that 
other than surplus funds are invested. in open market securities, the 
traditional explanation of the observed pattern of relationship between 
customer loan rates and open market rates must be modified. In other 
words, the lack of perfect correlation between the Treasury bill series 
(or any open market series) and the customer loan rate series is in 
part due to the fact that open market funds are not always and exclu- | 
sively marginal (in the surplus sense). Specifically, if the open market 
contains only protective investment, the marginal short-term funds in 
the economy are the least desirable customer loans. A pressure on 
reserves could thus force liquidation of marginal customer loans (with 
a corresponding tendency towards firmer rates on the customer loan 
market) while open market investments for protective purposes are 
left untouched and open market rates, stable. 

If the system has excess reserves, the excess reserves and not the open 
market funds are marginal. An increase in the demand for funds need 
occasion no increase in customer loan rates. However, if individual 
banks expand more rapidly than all the others, they may suffer adverse _ 
clearings with a consequent reduction or even elimination of their 
excess reserves, Such banks might then borrow the excess reserves of 
other banks and the rate on federal funds would increase. A sustained 
pressure of this sort might even force liquidation of open market in- 
vestments, so that rates would rise in the open market. If, however, 
the pressure does not continue, it need not hit the customer loan market 
and customer loan rates would be left unchanged. Such a development 
would be another generalized explanation for a lack of perfect correla- 
tion between open market and customer loan rates. 


‘4 Pa 
“ Cf. “Program for Voluntary Credit Restraint,” ibid., March, 1951, p. 264. 


338 = THE AMERICAN ECONOMIC REVIEW 
f 


: Another factor which can account in part for the lack of perfect- 


© correlation between open market and customer loan rates is the influ- 
ence of the central bank on the open market. It would be possible, for 
example, for the central bank to engage in, open-market operations to 
lower Treasury bill rates while at the same time taking restrictive ac- 
tion on the customer loan market by raising reserve requirements.” 

Finally, in a period like the present, the existence of organized 
voluntary credit restraints by: commercial banks in the interests of 
restraining inflation may remove funds from the customer loan market 
to the open market. Accordingly, low (or even falling) rates on the 
Treasury bill market would be perfectly compatible with tight credit 
(with or without rising customer loan rates) on the customer loan 
market. l | 

The above list of factors is not, of course, comprehensive of all the 
elements which could at different times compromise the marginal char- 
acter of open market funds; the above list is rather suggestive of some 
important qualifications to the alleged marginality of open market funds, 
To the extent that open market funds are not surplus (and, hence, not 
marginal), the traditional explanation of the relation between the open 
market and the customer loan market must be modified. 


IV. Qualifications as to the Passive Nature of the Open Market 


In this section, it will again be convenient to subsume the Treasury 
bill market under the open market. It has been thus far assumed that 
the open market is marginal in a passive sense, i.e., it simply measures 
the broad forces of supply and demand operating all-over the economy.” 
‘In fact, the submarkets.of the open market do more than measure at 
the margin the demand and supply from the whole country, for each 
submarket is endowed with a semi-independent (autonomous) existence. 
Thus, for example, there are special demand and supply forces in ‘the 
call loan market which are essentially peculiar to itself, viz., its relation 
to the stock market, and which may be shared, if at all, only to a much 
lesser degree with the rest of the economy. Or, again, the bankers’ 
acceptance market may be particularly active due to foreign trade 
‘transactions which are being negotiated in dollars through the New 


* A conflicting use of central bank credit controls is, of course, not unknown. In 1937,- 
for example, the Federal Reserve Board feared a potential inflation on the basis of the 
large excess reserves in the banking system, so it raised reserve requirements. At the same 
time, however, it willingly purchased securities from individual banks put under pressure 
by this action, since the goal was to reduce excess reserves, and not to penalize individual 
banks, 

~ The previous section raised objections to the “marginal” nature of open market funds; 
this section questions whether the notion of a passive margin is entirely accurate. > 


x 
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York market, but such transactions need not be tied to a general move- 
ment within the rest of the economy. The special demand and supply 
forces in the Treasury bill market would include any central bank or 
Treasury activity on that market which is motivated by the govern- 
ment’s economic policy, e.g., government policy towards inflation, 
deflation, war finance, debt management, etc. 

It is still correct that, basically, the open markets are marginal in a 
passive sense, because these markets are to a considerable extent an 
integral part of the broader money market for the short-term funds 
of the country. Within the framework of responding to broader demand 
and supply forces, however, the individual sub-money markets also 
respond to the forces of demand and supply which are, more or less, 
peculiarly their own. Since the submarkets are endowed with a semi-. 
autonomous existence, open market rates may become “out of line” 
with rates on the customer loan market. When it is further recognized 
that not all open market investments are made with surplus funds, the 
stage is set for an interaction between the submarkets of the open 
market and the customer loan market. 

In short, there isa duality in the marginal] nature of the open markets. 
In a basic sense, these marginal markets are passive and reflect common 
forces of demand and supply. Beyond this basic limit, these marginal 
markets become active and do compete with the customer loan market. 


V. Impact of Treasury Bul Market on Customer Loan Market 


In their active character, the open markets can affect customer loan 
rates directly or indirectly. A specific example of direct influence can 
be found in the movement of the call loan rate. As with all the sub- 
markets of the open market, the call loan rate and the customer loan 
rate move roughly together with the call market in a passive rôle. But 
in 1928-29, when call money was in great demand because of extensive 
speculation on the stock market, rates on call money were very: high 
and attracted more than just the surplus funds from the customer loan 
market.** By draining non-surplus short-term funds from the customer 


* This action was deliberately planned by the Executive Committee of the Stock Ex- 
change Clearing Corporation (in cooperation with the large New York City banks and 
the Federal Reserve Bank of New York) in attempts to stabilize the market for call money. 
For a merely transitory discrepancy between demand and supply, the Executive Committee 
would request the New York City banks to make more funds available and thereby pre- 
vent the rate from rising. When the disequilibrium was considered to be more than tem- 
porary, the Committee would arrange for only part of the supply to be made available to 
borrowers at a fairly high rate of interest. It was hoped that when news of this high rate 
was flashed to the entire world, it would attract the necessary funds to New York. This 
procedure could be repeated until the requisite funds were forthcoming. If the response 
continued inadequate, the Committee would call upon the New York City banks to supply 
enough funds to keep the call rate from abnormal rises. Cf. Beckhart, op. cit., p. 55. 
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. loan market, the call market was paan responsible for raising customer 
loan rates also. = 

Sometimes a change in open aa rates can indirectly affect cus- 
tomer loan rates through anticipations. which are aroused by open . 
_ Market rate changes. A full analysis of the rôle of anticipations and 
uncertainty upon interest rates is beyond the scope of this paper. In © 
general, it may be observed that a change in open market rates can 
arouse expectations of a general interest rate movement. The expected 
movement might then be anticipated in the customer loan market even 
though a change is not warranted by any alteration in the reserve 
position of the banks or in the demand for loans. The degree.of reaction 
_on the customer loan market to open market changes is partially de- 
termined by the force of the indirect impact. 

Rate changes in the Treasury bill market illustrate the possibility of 
both direct and indirect influence on the customer loan market. With 
today’s huge national debt, Federal Reserve activity in the Treasury bill 
. market reverberates throughout the entire banking structure. Towards 
the end of 1947, for example, the Federal Reserve System dropped the 
supports on government bonds by one or two points. This was the so- 
called Christmas present by the Federal Reserve to the banks. The 
resulting increase in Treasury bill rates was followed a few months later 
by an increase in customer loan rates.” The increase in customer loan 
rates was due at least in part to the competition between customer loans 
` and Treasury bills. In order to compete successfully with the higher 
bill rate, customer loan rates had to rise also." In part, too, the increase 
in customer loan rates reflected the bankers’ belief that a general i in- 
crease in interest rates was forthcoming. In other words, the raising of 
the Treasury bill rate with official sanction served as an announcement 
of Federal Reserve credit policy and also as an indicator of the future 
course which interest rates would take.” 


# Cf. Beckhart, ibid., p. 10 ff. 

In his testimony before the Douglas Subcommittee, Mr. Burgess reported that the- 
increase in Treasury bill rates “slowed up the process of new financing, made people who . 
were planning investment programs—-I mean business people who were going ahead with 
accumulating inventory or building new plants or buying cpa a a little slower.” 
Douglas Hearings, p. 182. 


= A similar development occurred recently in the ous for long-term funds. When 
the Federal Reserve unpegged long-term rates, mortgage money became tight and con- 
tinues to .be tight. The higher rates on government long-terms would normally force an 
upward revision in (competing) mortgage rates. Since mortgage rates are “frozen” under 
FHA- and VA-insured mortgages, mortgages are unable to attract funds away from gov- 
ernment securities. 


* This situation was described in the Monthly Letter of a large New York bank: “... 
the possibility that the authorities will continue to draw back their support levels and 
allow short-term interest rates to rise further has entered into bankers’ calculations and 
provided an inducement to continued holdings of short-term Governments in anticipation 
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War-time relation of Treasury bill and customer loan rates. The 
purchase of short-term open market securities for income purposes 
_takes lowest priority in the allocation of commercial bank funds. Since 

such investment normally presupposes that protective investment and 
the demands of commercial borrowers have already been met, the funds 
so invested would be surplus funds. During the war period, however, 
the funds invested in Treasury bills were clearly not exclusively mar- 
ginal funds. From the middle of 1940 to the end of 1945, commercial 
banks purchased $95 billion of U. S. government securities. Many of 
these bonds were purchased under a combination of pressure and 
cajolery from official sources.?® In order to encourage bank purchase of 
Treasury bills, the Treasury “tailored” the debt to the needs of dif- 
ferent investors; hence, the offer of bank-restricted bonds and of short- 
term securities designed for-commercial banks. The Federal Reserve 
Banks agreed to repurchase provisions at a fixed rate of 34 per cent. To 
eliminate uncertainty further, the System also undertook to peg the bill 
rate, and, indeed, to freeze the entire interest rate structure on govern- 
ment issues. Although government securities carried very low rates, the 
virtual guarantee during the war of their market prices together with 
their huge volume made them a profitable source of investment for other 
than surplus bank funds. In November, 1949, the president of the Phila- 
delphia Reserve Bank even speculated that in the event of a departure 
from a policy of a fixed price structure, with an accompanying adjust- 
ment of market values, “. . . it may well be that banks would prefer 
to remain in Governments rather than to enter into the field of com- 
‘mercial credit extension.”*° In this context, the accuracy of this con- 
jecture is less important than the testimony by a competent observer 
of competition between commercial credit and Treasury securities. Such 
competition clearly modifies the surplus funds doctrine of open market 
investments, and, more important, qualifies the passive margin notion 
of open market investments. 

Reference has already been made'to the wartime fluctuation of 
customer loan rates despite the complete stability of Treasury bill rates. 
Specifically, from’ May, 1942, through June, 1947, the Treasury bill 
rate was perfectly stable, but the customer loan rate ‘fluctuated within a 


of a further improvement in dott yields. Some hardening has FA apparent in loan 
rates and banks are less eager to enter into term loan arrangements,” National City Bank 
of New York, Monthly Letter, November, 1947, p. 131. 

2 A propos of the war-time responsibility of banks, the president of the Federal Reserve 
Bank of Philadelphia has remarked: “The position of the banks—I think they all under- 


stood it—-was they were to be residual buyers of anything and they were to provide the `” 


funds we could not obtain by taxation and borrowing from the rest of the economy.” 
Testimony of Mr. Alfred H. Williams, al Hearings, p. 40. 


» Ibid., p. 50. 
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range of 1 percentage point: Although there was active competition 
between Treasury bills and customer loans, the Treasury bill rate was 
immobilized by the central bank’s “freeze” of the rate structure, Ac- 
cordingly, any variation in the demand or supply situation was reflected 
in the customer loan market. In late 1941, however, the Treasury bill 
rate rose and the New York City average customer loan rate also rose 
somewhat, with a lag, in early 1942. In 1947, the Treasury bill rate 
again began to climb and again the customer loan rate followed with 
a lag later in the year. 

The pegging of Treasury bill rates had another effect on customer loan 
rates. In so far as there is a fluidity of funds between the Treasury bill 
market and the customer loan market (ż.e., in so far as the bill market 
is active in either the direct or indirect sense), our analysis would 
suggest that the customer loan rate was probably more rigid than it 
would have been had the Treasury bill rate been free to fluctuate at the 
impetus of uncontrolled demand and supply. 

Finally, it is worth noting that the customer loan rate fluctuated at 
a generally lower level during the war period than at any previous time. 
The customer rate had already begun to decline after 1929, reflecting 
the reduced demand for funds during the depression and also the huge 
excess reserves resulting from the gold inflows during the ’thirties. 
During the war period, the low level of rates no doubt is partly ex- 
plained by the enormous increase in reserves (#.e., increase in the supply 
of funds) which were created simultaneously with the growth of the 
national debt. Our analysis would suggest, however, that at least in part 
the low level of customer rates during the war and postwar period has 
been influenced by central bank and Treasury policy which held 
Treasury bill rates at historically low levels over a period of years. 

Non-homogenesty of the open market. It has long been recognized 
that “interest rates are the thermometer-of credit.” Furthermore, our 
analysis has shown that typically (but not always) open market rates - 
are more sensitive to changes in credit conditions than customer loan 
rates. The analysis of the relationship between the bill rate series and 
the customer loan rate series has subsumed the Treasury bill market 
under the open market. Actually, of course, the open market compre- 
hends various submarkets and these submarkets are not homogeneous . 
in their degree of sensitivity to general credit changes. In large measure, 
the sensitivity of the various submarkets is a function of their size. 
During the decade of the ’twenties, for example, the call loan market 
was the most sensitive** and also overwhelmingly the most important 
submarket of the open market, approaching the $7 billion mark in 1929. 


2 During the ’twenties, “a transfer of as little as $25,000,000 from New York may cause . 
an increase of 14 per cent in the call-loan rate.” Burgess, op. cit., p. 112. 
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After the stock market crash, however, its importance declined con- 
siderably and the largest market during most of the ’thirties was the 


’ . Treasury bill market, which in 1937 reached $2.3’billion.** Correspond- 


ing to the change in the position of call loans and Treasury bills in 
commercial bank portfolios, the Treasury bill rate soon became the 
most sensitive indicator of changes in money market conditions,” 
In short, whereas all the submarkets of the open market are broadly 
speaking marginal markets, some are more sensitive at different periods 
than others. The Treasury bill market has been the dominant submarket 
_ of the open market during most of the period studied in this paper. Thus, 
while it is legitimate to explain general movements in all the submarkets 
by subsuming them under the open market, it must be recognized that 


even this general explanation would need modification to allow for the 


varying sensitivity of the submarkets at different periods. 

Choice of New York City customer loan rates to represent entire 
country, It is now convenient to explain the choice of the New York 
City customer loan market to represent the generalized relationship of 
all customer loan markets with the Treasury bill market. Actually there 
are numerous local customer loan markets all over the country. The 
Federal Reserve Bulletins provide data on average customer loan rates 
for New York City, Northern and Eastern cities, and Southern and 
Western cities. Broadly speaking, these three series have common 
fluctuations, though at distinctly different levels. Since, however, the 
large New York City banks directly serve the open market, they are 
‘the most sensitive reactors to changes in credit conditions, as reflected in 
open market rate changes. To a considerable degree, the greater rigidity 
(lesser sensitivity) of average customer loan rates outside New York 
City is due to noncompetitive features in the market structures of the 


various local markets throughout the country. New York City markets . 


generally are characterized by a greater degree of competition, and, 
therefore, of greater price (or, in this case, interest rate) flexibility.** 

The selection of the New York City average customer loan rate as a 
representative customer loan rate was, therefore, an expository con- 
venience which revealed most sharply the nature of the relationships 
discussed in this paper. However, in customer loan markets character- 
ized by relative rate rigidity, the direct and indirect impact of changes 
in the Treasury bill rate may take the form of credit rationing rather 


= At the wartime peak, Treasury bills outstanding amounted to more than $17 billion. 


= Cf. Federal Reserve Bank of New York, Monthly Review, October, 1937, p. 74; _ 


Federal Reserve Bank of New York, Annual Report for 1937, p. 10. 

“The market structure in various types of customer loan markets is discussed by the 
present author in “The Market Structure of Commercial Banking in the United States,” 
Quart, Jour. Econ., Vol. LXV, No. 1 (Feb., 1951), pp, 62-86. 
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‘than a change in customer loan rates. From the point of view of effective ` 


credit control, such a result may even be preferable to the roundabout 3 
reaction in more competitive markets. 


VI. Concluding Observations 


The analysis of the relation between the Treasury bill market and 
the customer loan market has revealed that, under normal circum- 
stances, parallel movement of rates in both markets is due to the fact 
that both markets respond to a common set of forces, the broad forces of 
demand and supply of short-term funds in the economy as a whole. 
Fundamentally, the Treasury bill market, in its rôle as a submarket of 
the open market, is marginal in-a passive sense. However, were it true 
(as has been so often alleged) that bankers always prefer ‘customer 
loans to open market investments, and thus, only dona fide surplus funds 
are invested in the open market,** changes in the open market could 
have no direct impact on rates charged in the customer loan market. For - 
if banks always give priority to customer loans over open market invest- 
ment-for-profit, and if banks hold no excess reserves, then the funds 
tossed on the open market are truly surplus funds, Under such circum- 
stances, a (say) rise in open market rates would not directly affect’ 
customer loan rates, since there is no competitive interaction between 
them; bankers would not withdraw funds from the customer market to 


. invest them in the open market. Therefore, the impact of open market ` 


changes on the customer loan market would, if anything, be indirect, 
e.g., changes imposed on the customer loan market resulting from antici- 
pations aroused by open market changes, #.e., the open market changes 
might (especially if accomplished with official sanction and eognerenen 
act as a storm signal or fair-weather flag. | 

Although the lead-lag relationship between open markets and cus- 


tomer loan markets during earlier periods is fundamentally explained 


in terms of the passively marginal nature of the open markets, this 
explanation is inappropriate for what is roughly the same statistical 
relationship during the decade of the forties and up, to the present. 
During this latter period, the Treasury bill market has grown to immense 
proportions and is very important in commercial bank portfolios. It is 
inaccurate to assume that only bona fide surplus funds are invested in 
Treasury bills; clearly, commercial banks hold Treasury bills because 
they are (risk considered) relatively profitable. Should the Treasury 
and/or the central bank permit (or bring about) an increase in bill. 
rates, active competition for bank funds would ensue between the 
Treasury bill market and at least a part of the customer loan market. 


f 


= Above and beyond the amount necessary for protective investment, of course. 
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The existence of.an indirect impact is by its nature less certain. It is 
under this new set of. conditions. that: McCabe’s statement implying 
a causal impetus from-the government market to the customer loan 
market would hold. During the war and postwar period, it was com- 
monly said that “debt management overwhelmed monetary policy.” 
Under the conditions now emerging, it would appear that the huge na- 
tional debt has itself made available a new tool of credit control to the 
monetary authorities. 

At least one possible objection to this thesis should be anticipated in 
this paper. The analysis presented suggests that a change in Treasury 
bill rates would, in and of itself, constitute an independent technique 
of credit control. Some might object, having in mind recent monetary 
history, that it is not the change in bill rates which reacts on the 
customer market so much as the measures (especially open market 
operations) taken to bring about the change in the bill rate. For ex- 
ample, if the Federal Reserve should undertake to raise Treasury bill 
rates by actively selling bills on the open market, their price would fall 
and the pressure on bank reserves would likely also raise rates on the 
customer loan market. Neither this possibility nor its importance is 
denied. The point is that the effect of open market operations should 
no more be confused with the effect of a change in bill rates, fer se, than 
the effect of open market operations when conducted in conjunction 
with rediscount rate changes. Indeed, in the latter case, the two instru- 
ments are typically used together; one reinforces the other," Moreover, 
Treasury bill rates can change without any open market operations by 
the Federal Reserve. For example, a recent stiffening of bill rates was _ 
not a response to active intervention by the Federal Reserve in the open 
market.for governments but was rather due to the withdrawal of sup- 
-ports from the government market. At a time when Treasury bill holders 
are trying to sell, rates will rise without Federal Reserve intervention, 
and both the direct and indirect: impact of this increase would tend to 
raise rates on the customer loan market as well.” The central bank - 
could re-enforce the market trend by appropriate open market opera- 
tions, and such joint use of control techniques could give greater preci- 
sion to the desired results. l 

The framers of the Federal Reserve System originally intended the 
rediscount rate to be an important credit control instrument. In retro- 


* Mr. Currie has noted that “. . . rediscount rate changes ‘back up’ open-market opera- 
tions.” Lauchlin Currle, The Supply and Control of Money in the United States, second _ 
, ed, revised (Cambridge, 1935), p. 102. Mr. Burgess has similarly remarked that “The 
open-market, operations and rediscount rate are twin instruments used together.” Testi- 
mony of W. R. Burgess, Douglas Hearings, p. 180. 

* Some might hold that the lack of action by the central bank is itself a sort of “nega- 
tive” open-market operation. Such a use of the term is at least novel. 
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spect, it would appear that reliance on that technique was never fully 
justified, and in recent years changes in the discount rate have been 
primarily important for their symbolic effect.** Whatever the current 
and prospective credit control efficacy of the discount rate, the Federal 
Reserve has now another credit control instrument in the form of the 
Treasury bill rate. This instrument combines all the symbolism of the 
rediscount rate with both a direct and indirect impact on the customer 
loan market. The necessary condition to the use of this tool is a return 
by the central bank to a policy of interest rate flexibility, as determined 
by changing economic conditions. 


3 Dr, Rosa has expressed the view that the discount rate may become more important 
in the future than it has been for several years. Cf. Rosa, op. adt., p. 34. 

The discount rate may become important in still another sense. Term-loans are becom- 
ing an increasingly important part of total bank loans, and many banks have begun the 
practice of tying term-loan rates to changes in the Federal Reserve discount rate. The dis- 
count rate would thus directly affect customer loan rates. 
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A SUGAR POLICY FOR THE UNITED STATES 


By Boris C. SWERLING* 


The Sugar Act of 1948 has now been extended through December 
1956, without major revision.’ The need for Congressional action before 
the old law expired in 1952 might well have afforded an opportunity for 
reappraising the effects and objectives of a complex public policy. Un- 
fortunately, that opportunity was largely lost. . 

Legislative action on this highly political commodity must have been 
followed at least as closely abroad as at home. One of the few major 
agricultural commodities produced domestically yet supplied substan- 
tially from foreign sources, sugar, like wool, is a sensitive indicator of 
American commercial practice. By preferential trading arrangements, 
private foreign investment, and ties of economic and political history, 
sugar links the United States with exporting countries in Latin America 
and the Orient. Possession of producing territories offshore places us, 
along with the United Kingdom, France, and Portugal, among those 
nations that draw imports from a sugar empire. Indeed, the main United 
States experience as a colonial power has been with sugar islands, both 
those which have become independent (Cuba, 1902; the Philippines, 
1946) and those which have remained American territory (Hawaii, 

‘Puerto Rico). Military defeat of Japan brings still another sugar island. 
(Formosa) within the orbit of. American policy. 

Although domestic sugar-beet production has been governmentally 
favored since its successful inception sixty years ago, and some seg- 
ments of the industry for a longer period, a healthy world sugar market 
remains a positive American interest. In part, national security moti- 
vates that concern. Lack of sugar markets and resultant, depression in 
Cuba would jeopardize the stability of that strategic Caribbean island. 
Besides, barriers against sugar trade must somehow be reconciled with 
the declared purposes of postwar United States foreign economic policy. 
On military and economic.grounds alike, the United States Government, 
as recently as July 1950, has actively promoted a new international 


* The author is assistant economist and assistant professor at the Food Research Insti- 
tute, Stanford University. He has had the benefit, of comments and criticisms from ` 
M. K. Bennett, J. S. Davis, and V. P. Timoshenko. , 

i Sugar Act of 1948, Public Law 388, 80th Congress, First Session, August 8, 1947; as 
amended by Public Law 140, 82nd Congress, First Session, September 1, 1951. 
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sugar agreement that would restrain protectionist measures in import- 
ing countries.’ It is officially claimed that “a better understanding of the 
Sugar Act and its implications for an International Agreement might 
- well soften some of the opposition now existing to the United States 
efforts for increasing consumption and increasing the share of world 
exporters in protected markets.’ 

In the United States itself, sugar protectionism is firmly established. 
The present law, which continues without serious alteration a policy 
initiated in 1934 and not violated in principle even during the, war, has 
five main features, (1) Total consumption requirements are determined 
each year by the Secretary of Agriculture, in rough accordance with 
prescribed criteria. (2) The- global figure, essentially an aggregate 
marketing quota, is precisely apportioned among continental, offshore 
American, and foreign producing areas. (3) An import-quota system 
thereby becomes the main instrument for protecting domestic producers 
and supporting the market price, although the tariff has not been com- 
pletely eliminated. (4) When conditions warrant, individual acreage 
allotments to domestic growers may also be assigned, but at the Sec- | 
retary’s discretion and not by grower referendum. (5) Mainland and 
domestic offshore growers of sugar beets and sugar cane receive “‘con- 
ditional payments,” direct subsidies financed by an excise tax on all 
sugar marketed in continental United States. 

Some phases of sugar policy, particularly under a restrained admini- 
stration by the Department of Agriculture, have had considerable merit. 

If the principle of protecting sugar production is accepted, a system ` 


of direct subsidies has certain obvious advantages over an equivalent _. 


tariff. Subsidies, as J. S. Mill-observed a century ago, are-much clearer 
in their incidence than tariffs and consequently easier to control or even 
to scale down. An earlier sugar-subsidy program, initiated in 1890, was 
abandoned within four years precisely because of its excessive drain 
on the federal ‘Treasury. Besides, if grower receipts per ton are to be 
(as they now are) some 20 to 25 per cent greater than the current 
price of sugar crops, the consumer is better served when the increase 
is not pyramided into the cost of refined sugar or Sugar-containing 
products. 

At the agricultural end, successive sugar programs have typically 
provided domestic growers with a floor rather than an umbrella, pro- 
_técting their crop from heavy market pressure but not precluding all 
210. S. Dept. Agriculture, “Report to the Secretary of State from the United States 
`- Delegation to the Meeting of the International Sugar Council held at London, England, 
June 26-July 20, 1950” (mimeographed). 

* Ibid., p. 6. For comparable statements before a Special Committee of the aatom 


Sugar Council in London, March 4, 1952, see U. S. Dept. Agriculture, Production and 
Marketing Administration, Sugar Branch, Sugar Reports No. 15, April 9, 1952, pp. 44-49. 
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adjustment of output or every reduction in receipts. As a consequence, ° 
sugar beets in particular. have served as something of an income hedge. 
Acreage tends to increase when other farm prices are unpromising but 
then to decline when farm conditions are generally favorable.* Further- 
more, the quota system has not frozen the regional pattern of mainland 
production, The relative positions of California and Colorado as sugar- 
beet producers have been reversed between 1933 and 1950, California 
increasing from 15 per cent to 28 per cent, and Colorado declining from 
24 per cent to 16 per cent, of the national total.’ ` 

The control system has operated smoothly and with oderati 
Aggregate quotas have been set high enough, due in no small part to 
strong pressure from a substantial group of sugar-using industries, to 
permit the price of-refined sugar to decline relative to the Bureau of | 
Labor Statistics index of wholesale food prices. There has been no 
sequence of temporary shortages and gluts, such as characterizes cer- 
tain other controlled commodities, e.g., recent experience with cotton. 
Under all conditions short of full-scale war, there has been sufficient 
flexibility to absorb even the sudden burst of consumer hoarding in 
1939 and again in 1950. Such satisfactory results would have been 
technically impossible without continued reliance on imports. Specifi- 
cally, excess or expanded capacity in Cuba has been called upon to meet 
any sudden increase in American requirements. When lower produc- 
tion is necessary, politically the responsibility for contraction can be 
placed more easily on her shoulders. 

Yet the interests of Cuba, as a low-cost foreign supplier, have by no 
means been forgotten. Her prewar quotas in the United States market 
were some 20 per cent above the level of her sales under the Smoot- 
Hawley tariff, though far below that of the ’twenties. The Sugar Act of 
1948 was for a five-year term, with the specific intention of granting © 
Cuba a reasonable period for a downward adjustment from postwar pro- 
duction peaks. Recently, her quotas have been enlarged by a temporary 
expedient, at no sacrifice to domestic producers. By the Act of 1948 
Cuba was allocated 95 per cent (now 96 per cent) of the amount by 
which the Philippines, whose sugar industry had been destroyed under 

‘Sugar-beet production climbed about 50% between 1929 and 1933 under the Smoot- 
Hawley tariff, but fell off more than 40% in 1943-44 as compared with 1938-40. U. S. Dept. 
Agriculture, Bur. Agricultural Econ., Crops and Markets (1950 ed.), p. 5. Its postwar peak 
came in 1950, when wheat and cotton were under production controls, but beet-sugar out- 
put again declined in’ 1951. 

*U. S. Dept. Agriculture, Bur. Agricultural Econ., Crop Reporting Board, Crop Produc- 
tion (Annual Summary 1950), p. 83; and U. S. Dept. Agriculture, Yearbook of Agriculture 
(1935), p. 440, 


‘U. S. Dept. Agriculture, Production and Marketing Administration, Sugar Branch, Sugar 
Reports No. 11, June 27, 1951, following p. 6. More than 40% of domestic sugar consump- 
tion is in the form of processed foodstuffs, 
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Japanese occupation, falls short of filling its assured quota.” American 
fimancing of sugar shipments for foreign relief, occupation use, and the 
European Recovery Program further bolstered Cuba’s exports to record 
‘levels after World War II. Also, progressive reductions in the sugar 
tariff since 1934 have been significant for Cuba, even more than for 
full-duty countries.’ She, too, is the almost exclusive beneficiary of in- 
creases in consumption requirements.’ 

Unfortunately, other features of the sugar-control system stand up 
less well under examination. Once the economic subtleties of the pro-. 
gram are understood,’ a number of criticisms can be supported and 
several myths disclosed as such. E 

Mainland sugar production cannot be enthusiastically defended, as 
it sometimes is, on grounds of military security and reserve wartime 
supply. During 1943-46, mainland sugar output was 20 per cent less 
than prewar and fell 30 per cent short of wartime production targets— 
a larger percentage deficit than for any other major agricultural com- 
modity.*° Emergency reserves are not an exclusively domestic matter, 
but depend on easy access to supplies from Cuba and the Caribbean. - 
Cuba has filled its United States quota even during those exceptional 
periods when sales on world markets would have brought more re- 
munerative prices. 

In so far as subsidization of sugar beets and sugar cane is part of 
American “farm policy,” benefits have been distributed rather differ- 
ently than might reasonably have been expected. The average condi- 
tional payment to all beet growers in 1949 was a moderate $600, but it | 
ranged from $250-$300 in Michigan, Utah, and Ohio to $3,000 in 
California." More detail is available for some states in 1948. In Utah, 
61-per cent of the total was paid in amounts of under $500, with 89 
per cent of the payees in that category. In California, while 43 per cent 
of the payees received less than $1,000 each, almost 50 per cent of the 
total expended was in amounts of over $5,000." 

™The quota figure is 952,000 short tons, raw value, as specified in the Philippine Trade 


Act of 1946, of which not more than 50,000 tons are to be in the form of refined sugar. 
Recovery to prewar levels is expected by 1952. 

*The present tariff on Cuban raw sugar is one-half cent per pound. At prices prevailing 
before the Korean war, that rate was equivalent to about 10 per cent ad valorem. To this 
should be added the half-cent excise tax, collected on foreign and domestic sugar alike, 
but accruing (in the form of direct subsidies) to Cuba’s American competitors more than 
to the U. S. Customs, That fiscal loss is ignored by those who contend that the sugar 
program is “self-financing.” 

*For an excellent description of how the 1948 law was handled in Congress, but a weak 
analysis of its economic aspects, see William C. Pendleton, “American Sugar Policy--1948 
Version,” Jour. Farm Econ., Vol. xxx (May, 1948), pp. 226-42. 

XU, S. Dept. Agriculture, Agricultural Statistics, 1947 (1948), p. 512. Cane production 
was maintained considerably better than beet. 

4 Ibid., 1950, p. 720. 

>U, S. Dept. Agriculture, Production and Marketing Administration, Utah State Office, 
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Disparities among cane growers are even more striking. While 
Louisiana ranks roughly with the national average for beet, payments 
to individual Florida growers average $36,000; to Hawaiian, $8,000; 
and even to Puerto Rican (where small-scale: cane growing has been 
promoted by auxiliary measures), $1,200. Without question, condi- 
tional payment benefits are accruing to large-scale commercial opera- 
tions more than they are to the smaller farm enterprise whose interests 
farm policy, one may reasonably suppose, is mainly intended to~pro- 
mote. The data seem conspicuously to substantiate Schultz’s view that 

“government payments do not effectively Bet at the income problem” in 
agriculture." 

Only to a minor extent, however, can the sugar program be properly 
` regarded as “farm” legislation. There is convincing evidence that its 
main beneficiaries have not been growers but cane-sugar factories and 
beet-sugar processors, for whom it has meant both lower costs and 
higher returns. Were the price of sugar crops supported by the custom- 
ary Commodity Credit Corporation loan device,** processors would pay 
more for their chief raw material than is necessary when growers re- 
ceive direct subsidies. In 1936, the only year since 1934 in which con- 
ditional payments were not paid, processors paid growers a higher price 
per ton of sugar-beets than at any time in the decade 1931-40." 

Higher processor incomes have come from several sources. The 
selling price of refined sugar has been supported indirectly by the quota 
system. In the absence of direct subsidies to growers, there would be 
fewer beets for factories to process, at current prices for the refined 
product, As commercial growers, important processors have also directly 
received—or as landlords, shared—conditional payments. Fragmentary 
data indicate that it was possible for a single sugar corporation to re- 
ceive, in fiscal 1948, almost $200,000 in Louisiana, nearly $550,000 in 
Florida, or more than that amount in Puerto Rico.** Payments go to 
some firms which would enjoy satisfactory profits in any case, but the 
Florida operation was unprofitable despite the heavy subsidy. These 
are recurrent annual expenditures, not unusual disbursements. 


Annual Report, Farm Programs, 1948, p. 68; and California State Office, Annual Report, 
Sugar Beet Program, 1948, Table 5. 

2T, W. Schultz, Production and Welfare of Agriculture (New York, 1949), p. 156. 

* Technically, this would be difficult. There is no national commodity market ‘for sugar 
cane or sugar beets, both of which are semi-perishable crops whose sugar content is ex- 
_tracted at industrial plants located within the farming regions. 

* Agricultural Statistics, 1946, pp. 91, 95. 

“Farr and Co., Manual of Sugar Companies 1949-50 (New York, 1950), pp. 24 and 
124; and United States Sugar Corporation, Seventeenth Annual Report (1948), p. 10. A 
detailed list of payments in excess of $100,000 to each of 39 cane-sugar companies on the 
1948/49 crop is now available from U. S. Congress, Senate, Congressional Record (82nd 
Cong., 2nd sess.), Aug. 22, 1951, pp. 10722-23. 
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: Mainland refiners of imported raw sugar receive rather different ad- . 
vantages from the program. In view of their relatively small price. 
margin,'the refiners’ greatest financial risk is in inventory loss resulting 
from declines in the price of raw sugar. Apparently, the quota system 
has meant a steadier price for raws, as compared with either pre-quota 
years or world-market behavior.” Price stability as such is less impor- 
tant to beet-sugar factories or cane-sugar mills, since prices for sugar 
crops and even wage rates are frequently precisely related to returns 
from sale of the finished product. 

Refiners are also the exclusive beneficiaries of specific quota limita- 

. tions on.imports of “direct-consumption” sugar that requires no further 
processing, Although the economic advantage of large-scale sugar-refin- 
, Ing operations in consuming centers is frequently accepted without - 
challenge,” refineries in various countries have buttressed their position 
‘for centuries with the help of governmental discrimination against im- 
ports of the refined product. No estimate of relative costs need be at- 
tempted here, but certain evidence from the experience of United States 
supply areas appears to be relevant. Between. 1926 and 1933, Cuba’s 
exports of raw sugar to the United States fell from 4,098,000 short tons 
to 1,082,000 short tons. Despite that precipitous decline, Cuba’s ship- 
ments of refined sugar actually increased from 69,000 tons to 477,000 
tons.” Direct-consumption quotas have reduced the volume to a lower 
level. Puerto Rico refiners are sufficiently convinced of their ability 
to provide refined sugar on a competitive basis that they have challenged 
the constitutionality of the quota limitation, unsuccessfully, before the 
United States Supreme Court.” 

In making that decision, the Court was s impressed with the problem of 
surplus refining facilities on the mainland before the initiation of quotas. 
The industry is-estimated to have been-operating'at only 60 per cent of 
capacity in 1927;* it did worse in the years immediately’ following. - 

* Raw-sugar prices, c.i.f. New York, displayed neither the 1940 sag nor the extremely 
steep 1941 climb that characterized world raws, f.o.b. Cuba. They have also been less 
erratic since the outbreak of war in Korea. Relative stability of the New York price is 
at the direct expense of wider fluctuations in the world price: U. S. quotas tend to be 


enlarged when the world supply situation is tight and to be reduced when -over-all sup~ 
plies are abundant. 

3 Cf, Andrew van Hook, Sugar: Its Production, Technology, and Uses (New York, 
1949), pp. 43-44, 

* United States Cuban Sugar Council, Sugar Facts and Figures (New York, 1948), p 
100, based on data from the annual Cuban Sugar Year Book (Habana). 

* Secretary of. Agriculture vs. Central Roig Refining Company, et al, 338 U.S. 604 
(1950). “This court is not a tribunal for relief from the crudities and inequities. of com- 
` plicated experimental economic legislation” (ibid., p. 618). 

2U, S. Congress, Senate, Temporary National Economic Committee Monograph No. 18, 
Trade Association Survey (76th Cong., 3d sess.), p. 113. 
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Under the shield of successive sugar acts, the leading refining companies 
have now taken steps to correct some of the excess capacity. They last 
built a new plant in 1926, and have dismantled at least four major re- 
fineries since 1934, some immediately following purchase. But the 
legislation has not proved an entirely appropriate instrument for this 
purpose. In the process, returns have evidently been held sufficiently 
high to attract into the field several independents, especially innovators 
supplying liquid sugar to industrial users. 

Clearly, then, sugar legislation is only to a minor extent “farm” 
policy. It more closely approximates a government-sponsored cartel 
arrangement for a processing industry. Former Secretary Anderson 
stated that the primary object of the act is to stabilize the “sugar pro- 
‘ducing, refining, and importing industries,”** The main details of the 
1947 Bill were drawn up jointly by the Department of Agriculture and 
the various producer associations, the sugar-using industries excepted. 
At the public Hearings, all major domestic groups—beet, mainland cane, 
seaboard refiners, Hawaii, and Puerto Rico—were represented by a 
single agent, and it was to him that the Secretary turned, at one point, 
for an explanation of “what the drafters had in mind. a8 

Apparent inconsistencies between the sugar program and anti-trust 
policy are matched by a further conflict with important principles of 
United States foreign economic policy. Basic quotas established in 1947. 
for the mainland, Hawaii, Puerto Rico, and the Virgin Islands, amount- 
ing to 4,268,000 short tons, raw value, exceeded their maximum com- 
bined output in any previous year. The figures for Hawaii and mainland 
- cane and beet are permissive rather than restrictive, practically identical 
with maximum past output. To that extent, outlets for imported sugar 
are reduced. Puerto Rican output was more severely curbed, although 
that island is one of the lowest-cost duty-free areas, as demonstrated by 
its ability to export even to the world market.* Her quota has been 
raised 170,000 tons under the new amendment, though at the further ex- 
pense of foreign suppliers.‘The Secretary of Agriculture’s claim that 
present quotas represent “fair shares” for domestic and foreign pro- 
ducers” is therefore reasonably open to question, and a quite generous 


“U, S. Congress, House Committee on Agriculture, Sugar Act. of 1948 (Hearings, 80th 
Cong., ist sess.), p. 27, Somewhat ironically, the quota system began in the very year 
when the Department of Justice won its anti-trust case against the sugar-refining industry. 
See United States vs. Sugar Institute, 15 Fed. Suppl. 817 (1934), and Sugar Institute, Inc. 
et al. vs. United States, 297 U.S. 553 (1936). 

™ Hearings, p. 24. The same agent spoke for the entire industry at Congressional hear- 
ings in 1951. U. S. Congress, House Committee on Agriculture, Extension of Sugar Act 
of 1948 (Hearings, 82d Cong., ist sess, on H.R. 4521), pp. 143 et seq. 

H E.g., Weekly Statistical Sugar Trade Journal (New York), Jan. 11, 1951, p. 10. 

=U, S. Dept. Agriculture, Press Release 464-51, Feb. 26, 1951, p. 12. 
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escape clause in the General Agreement on Tariffs and Trade appears to 
be violated.” 

For external and domestic reasons alike, the sugar program clearly 
-= warrants a degree of reconsideration which it has not yet received. Even 
within the framework of a quota system combined with direct payments 
to growers,” much could be done to confine the amount of domestic 
subsidization, re-channel benefits within the sugar industry, and encour- 
age the supply of sugar to the United States on an economic basis. 
Change might intelligently proceed along the following lines. 

. 1. A ceting on the total direct subsidy. Between 1937 and 1949, 
annual expenditure for conditional payments to domestic growers rose 
from $36 million to $61 million. Congress might at least consider | 
freezing that figure at its existing level, preferably lowering it, or, better 
still, scheduling further reductions at specified dates. Growers as well 
as processors enjoy the price-supporting effects of the quota system in 
any case. . l 

2. A ceiling on the total subsidized production. Legal quotas for 
domestic`producers have also increased during the life of the program. 
Reducing the total subsidy might by itself prevent any further displace- 
ment of foreign sugar. But the matter might also be approached front- 
ally. A binding limitation on the total amount of subsidized production 
could reasonably be laid down, and at figures less than previous histori- 
cal maxima. The rate of subsidy, as contrasted with its aggregate 
amount, might be inversely related to total domestic sugar production, 
in order to positively discourage undue expansion of output. A special 
quota might then be set aside for non-subsidized domestic production. 

3. Revised scale of benefits to individual growers. Existing subsidies 
benefit large-scale growers more than appears to be intended. Deduc- 
tions from the base rate, 80 cents per 100 pounds of raw-sugar content, 
are made at higher individual outputs. Even for sugar beets, the scale 
of deductions, ranging from zero at 350 tons to less than one-third at 
3,000 tons and under one-half at 30,000 tons, seems amazingly mild. 
Taking the national average yield as two short tons of equivalent raw 
sugar per harvested acre,” the limits correspond to 175, 1,500 and 15,000 
acres. These are to be compared with estimates of average acreage in 
sugar beets per farm (in 1944): 8 acres in Utah, 11 in Idaho, and only 

-X United Nations, General Agreement on Tariffs and Trade (New York, 1947), Article 


XL 2 (c) (i). Quantitative restrictions on agricultural Imports are permitted when essential 
to government measures that “restrict” production or marketing of the domestic article. 

“In the Wheat Act of 1932, the United Kingdom provided deficiency payments to 
growers without an import-quota system, thereby subsidizing the domestic producers of 
-an imported foodstuif without substantially raising the price to the consumer on wheat’ 
obtained from abroad. Wheat Studies of the Food Research Institute, Vol. IX (July, 1933), 
pp. 330-40. 

» Agricultural Statistics 1946, p. 661 and ibid. 1950, p. 720, 

* Ibid. 1950, p. 93. Yields are somewhat higher in California. 
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84 even in California, where individual operations are pie on the 
largest scale. 28 

Three revisions would seem entirely appropriate. Deductions might 
well begin at a much lower sugar output, one that properly distinguishes 
large-sized beet operations; the scale might be given a steeper gradua- 
tion; and an absolute ceiling might then be placed on the amount pay- 
able to any one recipient, whether as landlord or as grower. Large-scale 
farm enterprise would then prosper as its economic merit, rather than 
government favor, dictates. 

4. Separate treatment for sugar cane oa sugar beets. Beets are pro- © 
duced mainly in Western irrigated valleys, where they complement a > 
diversified farming operation, in sharp contrast with the economy of 
cane whether by plantation system in Hawaii, company agriculture in 
Florida, or share-cropper arrangement in Louisiana. Size of the operat- 
ing unit, sugar yield per acre, importance to a regional economy, and 
the very justification for subsidization™ are quite different for the two 
crops. 

Already domestic producing regions are given differential treatment 
by the allotment of quotas. The program’s officials have the additional 
responsibility of setting, for various localities, the minimum price that 
grower-processors must pay for purchased cane or beets, and minimum 
field wages. Little further administrative difficulty would be introduced 
if benefit payment per 100 pounds of sugar were now differentiated as 
between cane and beets. The maximum subsidy per payee and the grad- 
uation of deductions might also be specified separately for the two crops. 
In establishing the new scales, some attention would of necessity be 
paid to the economic realities of sugar-crop production. : 

5. A new price target. No specific legal or economic content attaches | 
to the legislative prescription to seek prices “that will-not be excessive 
to consumers and which will fairly and equitably maintain and protect 
the welfare of the domestic sugar industry” (Section 201). The setting 
of total consumption requirements is a a process, and might 
as well be frankly recognized as such. 

Certain guides to administrative decision can be meaningful. Conti- 
- nental consumers were formerly given a minimum assurance, not re- 
enacted in the 1948 law, of “a per capita consumption equal to the aver- 
age of the two-year period 1937-38.’* However, protection of consum- | 
ers still springs from the bargaining strength of sugar-using industries. 

© H. Fisk Phelps, “The Sugar Beet Industry in the Twelfth Federal Reserve District,” 
Supplement to Monthly Review (Federal Reserve Bank of San Francisco), April 1951, p. 4. 

“ Subsidies on Philippine sugar after 1937 did not go to private companies at all, but 
rather to public authorities for financing general economic development. The same tech- 
nique might be even more appropriate in Puerto Rico. / 

* Public. Resolution No. 104, 76th Congress, approved October 10, 1940. The period 
1935-36 had been designated in the Sugar Act of 1937. : 


356 THE AMERICAN ECONOMIC REVIEW 


o | 3 
A large and increasing portion of sugar consumption has come to be in 
the form of manufactured bakery products, soft beverages, confec- 
tionery, ice cream, and canned and preserved foodstuffs. The relevant 
industrial groups naturally press continually for higher sugar quotas. 
Nevertheless, estimated sugar consumption in the United States, through 
1951, has surpassed the per-capita peaks of the ’twenties only in 1941, 
when hoarding was the dominant factor. 
‘The Sugar Act of 1948 replaced a consumer-protection clause with a 
producer-oriented parity formula. This parity provision might well be 
repealed. It employs the base period January-October 1947; when sugar 
was at its highest price of the inflated ’forties. By specifying the whole- 
sale price of refined sugar, the clause extends the protection of the farm- 
. parity principle to such industrial processors as sugar refiners, beet-sugar 
factories, and sugar-cane mills. Fortunately, the sugar administrators 
have not pursued this price target too zealously. — | 
An entirely new criterion could be economically justified. The height ; 


. . Of the duty-paid New York price above the equivalent world price for 


raw sugar reflects the protective margin under a quota system, With a 
tariff law, that margin is precisely specified. The maximum price pre- 
mium to be maintained under quotas could be similarly ; designated. ' 
During the ’thirties the price of raw.sugar per pound in New York 
‘ex-duty was held as much as 1.50¢ (or over. 100. per cent) above the 
London price. Postwar reduction of the tariff on raws to one-half cent 
might now be complemented by a moderate pute targe! in | enforcement 
of quotas. 

Several desirable results could be expected i follow, The govern- 
ment’s commitment to the industry would become more precise, and 
invite revision downward in due course. No longer would the United 
States be largely insulated from world market developments. If world 
sugar prices fall because of improved efficiency abroad, American con- 
` sumers would benefit and American producers would be exposed toan- - 
appropriate degree of competitive pressure. Should world prices. be 
temporarily depressed for other reasons, the United States would be-. 
come directly interested in correcting a situation that is not in any case 
independent of American sugar policies. A new international sugar 
: agreement that merely acquiesces in and reconciles restrictive national 
policies is clearly a less satisfactory alternative, partly because the 
burden of adjustment is placed on countries least able to bear it. l 

6. Relaxation of direct-consumption quotas. Perhaps the least defen- 
sible feature of the entire program is the direct-consumption quota. It 
opens the United States to the serious charge—one not without its own 
counterpart in earlier American history—that a metropolitan country is 
denying to its raw-material supplying areas a kind of industrial proc- 
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essing entirely appropriate to their resources.” The United States is - 
beginning to- undertake a broad program of technical assistance to less - 
developed nations. She has. become the world’s leading commercial: 
nation. It is hard to see how her immediate or long-run interests can 
justify artificial support to mainland refining operations, if these cannot 
compete even with duty-free offshore producers. 

Congress would have found 1951 a propitious time for liberalizing 
refined-sugar imports. Much seaboard refining capacity is old and has 
paid for-itself. Two projects for replacing obsolete facilities have re- 
cently been postponed because of high building costs:** If mainland 
refining operations decline in spite of a quite modest margin of 
tariff protection, a shift to other industrial activities, in which America’s 
superiority over -under-developed areas is less questionable, is to be 
welcomed. 

These proposals represent kanges in sugar policy appropriate to a, 
changing position of the United States in the world community. The 
industry would continue to enjoy an impressive list of favors: a low 
tariff that, protects all domestic groups and penalizes import of the re- 
fined product, assured volume for producing regions under quota privi- 
leges, direct subsidies to growers (including some grower-processors), 
and price-stabilizing features of the quota system. 

Even to progress this far, a.clearer sense of purposes is much to be 
desired. If large-scale agricultural operations are to be’ particularly 
subsidized, the program ought not to wear the guise of one serving the 
small independent farmer. Good reasons ought to be given for, and 
limits assigned to, subsidization of sugat-crop Processors. The extent to- 
which freedom of enterprise has given way; in the industrial as much 
as the agricultural sector, to government price-fixing and allocation of 
markets, ought to be recognized. 

From an international point of view,.the issues appear rather differ- 
ent. Are the advantages of an expanding volume of international trade 
so trivial that the United States will be satisfied to pay a higher and 
higher subsidy for a larger and larger volume of domestic sugar? Is our . 
concern for the,economic development of less advanced countries so ` 
superficial that the United States will continue to block appropriate 
industrial processing in ‘exporting countries? Questions such as these | 
dig deep to the roots of America’s foreign economic policy. By Congres- - 
sional action on measures like the Sugar Act, America’s commercial 
intentions are judged and her international leadership exercised. 

* The United States can expect to hear more on this theme in the future, so far as other 
commodities are concerned. Even in the sugar feld, Cuban producers complain that the 
tariff on industrial alcohol requires them to ship by-product blackstrap molasses in its 
raw form, although processing facilities were built on the island during the war. 

á Cf. Farr and Co., Manual of Sugar Companies 1949-50, p. 11. 


REARMAMENT AND A MORE FLEXIBLE TARIFF 
STRUCTURE FOR THE UNITED STATES 


By Kart PRIBRAM* 


In connection with the discussion of the Rearmament Program it has 
been suggested that a certain flexibility be introduced into the structure 
of our import tariff. The reasons advanced in favor of such a policy are 
easy to understand. Under the pressure of a large-scale rearmament 
effort of considerable duration, ‘the production of many marketable 
commodities is bound to be reduced for a number of years whereas the 
purchasing power of considerable groups of the population is likely to 
be increased perceptibly. Hence it is a tempting idea to lower or to 


_ eliminate the duties on certain commodities.until such time as expanded 


~ 


production could again catch up with the demand. Impending reduc- 
tions in standards of consumption could then be alleviated; a desirable 
outlet could be found for enhanced purchasing power and the size of | 
a dangerous “inflationary gap” could thus be reduced. r 

There are, of course, a number of questions which deserve careful 
consideration in order to arrive at a reasonable appreciation of the- 
effects which can be expected to result from the introduction of such.a 
flexible tariff. Since an over-all tariff reduction can hardly be contem- 
plated, the questions arise as to how to proceed in selecting the com- - 
modities-the importation of which could be promoted through tempo- 
rary relaxation of existing duties? And how to assess the effects of the 
reductions (a) upon the volume of imports; (b) upon the prices of the 
commodities whose protection against foreign competition would be ‘ 
reduced? (c) upon the economic conditions of the countries which 
would be the sources of increased exports? Any final judgments upon . 
the deflationary effects of tariff reductions would depend upon the an- 
swers to these questions. 

From the outset it appears advisable to emphasize the specific mean- . 
ing which attaches to the term “flexible.” A flexible tariff structure means 
a system of import duties which can be adjusted to changing conditions. 
Hence in order to give more or less precise answers to the questions 
raised, it is necessary to make certain assumptions as to the conditions 
which are likely to peel during the execution of the Rearmament — 
Program. l 


* When this paper was prepared, the author was on iie staff of the Tariff. a 


_ Washington, D.C. But the views stated are exclusively: his personal views. 
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The duration of the rearmament period may be tentatively estimated 
at four to five years. The operational defense budget is.calculated to 
level off, after the initial build-up of arms, at around $35 to $40 billion 
a year. During the period of the intensified rearmament effort the 
United States might be involved in local conflicts such as the Korean 
war, but it is assumed that the existing international tensions will not 
result in a world-wide conflagration. Such a conflagration would render 
any tariff policy quite meaningless. It can further be anticipated that 
under the pressure of the rearmament program shortages of important 
raw materials and manpower will make themselves felt not only in this 
but also in the majority of the countries attached to the North Atlantic 
Pact; that owing to the considerable increases of the armed forces and 
diversion of productive activity to armament purposes the structure of 
the various national economies will experience significant changes. The 
terms of trade can be expected to move in favor of countries that are 
sources of indispensable supplies of raw materials. Appropriate measures 
- will be taken in order to provide for an adequate distribution of these 
materials among the countries which are outside the Soviet orbit. The 
huge current American demand for raw materials will be enhanced by 
the requirements of stockpiling. Declining American exports sold on a 
commercial basis are likely to result from the allocation of resources to 
the armament industries. Interest rates will be kept relatively low, 
especially in this country. Inflationary trends must be considered highly 
undesirable but practically inevitable concomitant circumstances of 
these developments. Only the future can tell to what extent this broad 
picture will correspond to the actual course of events. 

It is obvious that a system of flexible tariffs can be administered only ~ 
by the Executive; the mills of the legislative bodies are grinding far too 
slowly to adjust tariffs to changing situations. It is, on the other hand, 
practically certain that existing legislation does not provide authori- 
zation to reduce customs duties by administrative procedures in con- 
formity with the idea of flexible tariffs. Section 318 of the Tariff Act 
of 1930 permits free entry of food, clothing and medical, surgical and 
other supplies needed for relief work in emergency cases. Somewhat 
broadly interpreted, that permission was applied to the free entry of 
lumber and lumber products to relieve shortages of these materials as 
recognized by the Veterans Emergency Housing Act of 1946. It is very 
doubtful whether under this section the President could be considered 
authorized to suspend duties on a large number of commodities during 
the emergency created by the defense program. It is equally doubtful 
whether the authorization to suspend duties in exceptional situations 
also covers the right to reduce such duties over lengthy periods. 

Other provisions, such as those contained in the Naval Appropriations 
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Act.of June 1914 and the War Powers Act, need not detain us since 
under these provisions duties can be suspended by Executive action 


~ only when government agencies are the importers of the goods. Hence 


‘legislative action is. prerequisite to the introduction of a. flexible tariff 
structure. 

Such action has been strongly recommended i in the Gray Report on 
Foreign Economic Policy. The arguments in favor of that recommenda- 
tion were summarized in the following passage: “Although United : 
States imports. will increase under the impact of rearmament, our need 
for imports will increase even more rapidly. The outlook for-the im- 
‘ mediate years ahead is one of labor and material shortages, cut-backs in' 
non-military production, and a persistent upward pressure on prices. 
Increased imports may alleviate some of these shortages and help to. 
keep inflationary pressures in check. Nor is it necessary, at this stage, 
. when nearly all industries find buyers clamoring for their products, to 
maintain high import barriers in order to safeguard the position of im- 
_ port competing industries. There is a need to reduce import barriers not 
only to reduce our already strained sources of supply, but, by increasing 
the possibility of dollar earnings by Western European countries, to 
limit their requirements for economic assistance from the United States 
in support of their own enlarged military programs. ... What.is required 
is temporary emergency legislation to make possible -quick and uni- 
lateral: reductions in specific tariff ‘rates on commodities which are. 
scarce and when conditions of inflationary: pressure exist. Authority 
might be granted to the President for.a limited period of time to reduce ~ 
- or eliminate any rate of duty on these grounds, provided that such 
action would not cause serious injury to any American industry or 
' economic group. Alternatively, the grant of authority. for temporary 
reduction might be made for an indefinite period, with the proviso that 
it could be withdrawn at any time by joint resolution of the two houses 
of Congress. There are other possible formulas that could achieve the 
desired end and that deserve’ consideration. Congress should be re- 
quested .to provide the necessary emergency authority at the earliest 
possible opportunity.’”* 

. Given. the protectionist atmosphere which eT soudderable 
fractions of our legislative bodies, it is probable that the President’s 
authority to adjust tariffs to changing conditions would be hedged in by | 
various clauses designed to restrict his: discretionary power to specific. | 
fields, and to provide for remedial action in cases in which the interests 
-of important groups of. producers might be adversely nee y in- 
creasing imports. , 


1 Report to the President on Foreign Economie Policies ee Nov, 10, 1950), 
pp. 77-80, 


- 
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Let us assume that the President, will be granted the desired author- 


ity: What reasonable use could the Executive make of it and what -` 


effects could be expected to result from such a policy? It may be recalled ` 
from the outset that under the rule of the Tariff Act of 1930 the struc- 
ture of American imports has experienced significant modification. 
‘When the years 1933 and 1934, the period of deepest depression, are 
left out-of account, the dollar value of duty-free imports fluctuated up 
to 1945 between 63 and 70 per cent of the value of total imports, The 
noticeable decline in that percentage which set in after 1945 has 
reached 55 per cent for 1950. Two categories of commodities have 


formed the bulk of the duty-free imports: on the one hand, consumers’ ~ 


goods of which there is no domestic production,.such as coffee, tea, 
cocoa; on the other hand, raw materials and semi-processed goods 
which have to be imported in order to satisfy the requirements of domes- 
tic industries. Wood pulp, newsprint paper, fibers, tin, scarce mineral 
ores belong to this group. From the studies made by the Department.of _ 

` Commerce it 1s known that these imports have fluctuated in proportion 
_ to the expansions and contractions of the national income, 

It is therefore apparent that’'tariff reductions or suspensions of duties 
can be applied only to commodities the import value of which amounts 
to far less than 50 per cent of total imports. The question of how our 
supply situation and the competitive conditions of our industry might 
be affected by substantial unilateral removal of import’ restrictions 
cannot be answered without extended investigations. But from the 
available material some general conclusions can be drawn. 

- 1; It could be argued that suspension or reduction of duties imposed 
upon manufactured goods might result in a perceptible diminution of the 
imports of the materials which are being used by the industries now 
engaged in the manufacture of these goods. The. advantages which are. - 
likely to result from such a-change in the structure of imports would 
_ mainly consist in increasing indirectly the supply of labor available for 
the production of armaments. Radical effects of that kind are, however, 
improbable. In view of the strong competitive position of American 
‘industries in their domestic markets, it is unlikely that, even if all . 
‘import restrictions were suspended, the domestic industries which 
‘account for the bulk of the consumption of imported’ materials would 
have to curtail perceptibly their production. There are, however, some. 
l exceptional cases in which suspension of duties would result in modify- 


~ ing the present structure of imports. Thus, if leather could be freely 


imported, Argentine manufacturers might increase their leather exports 
_to the United States, and exports of hides and skins would be reduced 
correspondingly. Tucreased imports of refined sugar would be reflected 
in reduced imports of raw sugar for refining purposes. 7 


S 
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2. As mentioned above, less than 50 per ‘cent of all imported com-. - 
modities belong to the category of dutiable imports. The value of the 
latter imports accounted for about $2.7 billion in 1949 out of a total 
import value of $6.6 billion. In order to appreciate the effects of possible © 
tariff reductions on the volume of imports, the value of the dutiable 
imports in 1947 has been subdivided according to the level of the 1950 
rates of duty applicable to the various tariff classifications. That analy- 
sis shows that the ad valorem equivalent of duties was 10 per cent or 
less with regard to about 45 per cent of dutiable imports. Almost an | 
additional 33 per cent consisted of commodities which were subject to 


_ duties between 10 and 20 per cent. Another 20 per cent of dutiable 


imports was composed of commodities with ad valorem duties ranging 
between 20 and 40 per cent; only for about 3 per cent of these imports 
was the ad valorem equivalent of duties higher than 40 per cent. These 
calculations, made.for 1947, are the most recent that are available; . 


` hence, they do not exactly reflect the present situation. Since a large 


number of dutiable commodities are subject to specific rates of duty, the 
ad valorem equivalent of these duties.has been perceptibly reduced by 


the price increases which have taken place since 1947. A reclassification 


of the commodities based on more recent price reports would probably 
show somewhat higher percentages for the categories within the lower 
ranges of duties. | 

Although in some cases even a relatively low rate of duty may have 
a perceptible restrictive influence on the volume of imports, it can ` 
reasonably be assumed that, broadly speaking, such an influence is the 
greater, the higher the duty in relation ‘to the value of the imported 
commodity. Out of the commodities on which import duties in excess 
of 20 per cent are being levied ‘may be selected those which account for 
a substantial proportion of total imports. Among the commodities 
subject to duties beween 20 and 30 per cent are opium, watches, zinc . 


_ores, cigarette leaf tobacco, scrap tobacco from Cuba, tuna fish in oil, 


unbleached cotton cloth and oriental rugs. Rates higher than 30- per 
cent are applied to tungsten ore, watches, cigar wrapper tobacco, 
almonds, whiskey and particularly combing wool of various grades, 
woven wool fabrics, silk fabrics, laces and embroideries. Such enumera- 


` tion shows that the group is highly selective and incongruous. It in- 


cludes only a few items such as tungsten ore, which are strategically 
important for defense purposes. But it is doubtful whether the authori- 


gation granted to the’ President would be far-reaching enough to be 
applicable to a considerable group of commodities which are protected 


by duties exceeding 20 per cent ad valorem. 
3. The problem of temporary unilateral tariff reductions can also be 


: approached from another angle. The dutiable commodities can be 


{ 
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grouped in accordance to the probable effects of tariff reductions or sus- 
pensions upon (a) the volume of imports and (b) the domestic price 
structure. It has, of course, been impossible to undertake the exhaustive 
investigations which would be required in order to give precise answers 
to these questions, but some penera! observations can be made for 
illustrative purposes. 

A considerable group consists of dutiable commodities aich are 
indispensable for the execution of the defense program, and will have 
to be imported in far larger quantities than under normal conditions. 
Nonferrous metals and minerals such as aluminum, copper, zinc, lead, 
manganese, nickel, bauxite, chrome, mercury, mica belong to this group; 
_ extra-long-staple cotton, wool, canned beef and lumber can also be 
included. The volume of these imports will not be affected by the level 
of duties. When required under the defense program, many of these 
products might be imported duty-free for government account. This 
entire group of commodities can be left out of account in a discussion 
of the influence of flexible tariffs on the volume of imports. 

The same is true of another group which is composed in part of 
commodities directly needed for defense purposes. It consists of com- 
modities the import volume of which will probably be fixed by political 
decisions, regardless of the level of duties imposed on these imports. 
Tungsten, bristles, feathers belong to that category. On the other hand, 
decreases in the importation of iron and steel scrap, pig iron, structural 
iron and steel can be expected to result from export restrictions admin- 


istered by countries which will need these materials for the execution , 


of their own defense programs. 

Turning to the question whether reduction or suspension of the | 
duties levied on the imports so far considered would significantly af- 
fect the prices of the commodities concerned, the answer would prob- 
ably be in the negative. The duties levied on these goods are, as a rule, 
relatively low—below 20 per cent, in many cases even below 10 per 
cent—the. demand for imports, however, is very strong compared with 
the supply; hence, the importers would hardly adjust their prices to the 
. reduction of the duties. In some cases in which differences in prices 
have obtained between foreign and domestic products, these differences 
might be eliminated. 

Another group of imports which deserves special consideration in a 
discussion of a program of flexible tariffs.consists of agricultural im- 
ports. As distinct from all other commodities, the prices of many agri- 
cultural products have been made the object of specific regulations 
under the Agricultural Adjustment Act. Not only tariff duties but also 
direct quantitative restrictions of imports have been applied to some 
key products. Administrative authority to impose such restrictions on 


364 > THE AMERICAN ECONOMIC REVIEW 


- these and other products -is an essential element of the price support 
- program. It is extremely doubtful whether Congress would be inclined 
to revise that program and perhaps jeopardize the structure of agricul- 
tural prices in favor of a reduction or suspension of existing tariffs. 
The effects upon the different kinds of products of such a measure 
. would vary widely; these effects can hardly be estimated with reason- 
able accuracy; but, broadly speaking, their impact would probably be ' 
considerably less for the next years to come than under normal condi- 
tions, because of the greatly increased international demand for agri- 
cultural products and the attendant increases in their prices. It can be 
- anticipated that flexible tariffs would be applied, if at all, to only a rela- | 
` tively small number of carefully selected and hardly important OaS 
of that kind. 

‘4. The range of commodities which can be seriously T for 
_ inclusion in a program of flexible tariffs has thus been cut down per- 
ceptibly, although it is still quite extensive. It comprises a large volume 
_ of goods of civilian consumption which might be in short supply when 
materials, production facilities and labor are increasingly diverted to 
warlike preparations. It can be assumed that increased imports of such 
commoditiés might be determined less by the readiness of the Ameri- 
can market to absorb increasing quantities of imports than by the 
ability of the exporting countries to increase their production of such 
. goods substantially. In the countries participating in the execution of 
the defense program labor will be diverted to defense industries and | 
important segments of the labor force will be assigned to military serv- ` 
ice. Some industries which would otherwise be available for the pro- 
duction of export goods will be charged with production of military ~ 
equipment. In many cases shortages of materials combined with short- , 
-ages of labor supply will definitely prevent the expansion of existing 
export facilities. European countries are the main source of supply: of 
manufactured commodities, but unemployment on a noteworthy scale 
in Europe exists only in Germany and Italy. In both countries sub- 
stantial increases in production are hindered by the lack of capital. It. 
is also to be kept in mind that under a system of. flexible tariffs, sus- 
pensions or reductions of duty are of limited duration. Foreign manu- 
facturers could hardly be expected to make considerable investments in ; 
order to enjoy the advantage of an export market of limited duration. 
It is probable, that in order to increase exports to the United States, 
sales in other markets would have to be reduced in many cases. 

Increased supplies of foreign commodities would undoubtedly con- 
tribute towards improving. civilian. consumption, probably at prices 
lower than those which.would. otherwise be.in force for.similar com- 
modities, although. considerable differences would obtain as to the de- 
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_ gree to which reductions in tariff would be reflected in reductions in 
prices. Very much would depend on the receptivity of American markets 
for foreign commodities, on the nature of outside competition, on the 
quality of the imported goods, on the general conditions of demand 
for and supply of the various commodities. 


Economic, theory teaches that the effects of tariffs on the one hand. 


depend upon the elasticity of demand and supply, and on the other, upon 
the absolute amount of supply and demand, in the importing and the 
exporting countries.* Similar considerations apply to the reduction of 
protective duties. Where the United States already provides a notable 
market for foreign high-priced goods of the luxury or semi-luxury 
category, it is more likely that foreign producers, hardly capable of 


increasing their production perceptibly, would not attempt to increase ` 
exports but would rather take advantage of tariff reductions by enhanc- . 


ing their profits. 
There would remain, however, a considerable category of consumer 
goods the imports of which might be affected in varying degrees by 


tariff reductions not only as regards the volume, but also with respect | 


to prices. These goods can generally be described as commodities of 


fairly widespread consumption not requiring considerable investment. 


nor the. importation of scarce material. Import goods of this type are 


. earthenware, table glassware, nonrubber footwear, wool wearing ap- - 


parel, plywood, and paperboard. But large increases in the volume of 
imports and substantial price reductions could be expected to take 
place also where the duties have resulted in preventing or severely 
curtailing exports. In such cases the comparative advantage of foreign 
producers which has been counteracted by the duty is frequently due 
to lower wages, whereas the level of efficiency is approximately the 
same for foreign and domestic production. Certain chemicals, laces, 
embroidery, cutlery, surgical and scientific instruments and certain 
optical goods are instances in point. The argument of “wage dump- 
ing” has played a considerable rôle in.the reasoning of the American 
defenders of protectionist duties; the renewed attempt to include the 
: “peril point” clause among the provisions of the Trade Agreements 
Act has been largely motivated by arguments of ‘that type. 


It is hardly possible to determine at the present state of our knowl- | 


edge, how far domestic production would be displaced from its markets 
through increased foreign imports. Elimination of protection would 
enhance the existing tendency towards mass production. If, however, as 
" suggested in the Gray Report, no tariff reductions should be applied 
which would cause serious injury to an ey, the spnele of reduc- 
tions would be greatly restricted. 

-3 See G. Haberler, Theory of International Trade, London, 1936, p. 230. 


A i 


366 | THE AMERICAN ECONOMIC REVIEW 


Increased supplies of consumption goods available at prices which 
might be lower than those paid for similar domestic products would 
somewhat counteract the existing inflationary trends. But in view of the 
limited range of commodities and of the prices which might be affected 
by increased imports, no substantial deflationary effects can be ex- 
pected to result from tariff reductions. For the same reason it can 
hardly be anticipated that additional dollar exchange accruing to foreign _ 
countries through enlarged exports to the United States would sub- 
stantially i improve their balance-of-payments position. As already men-. 
tioned, in view of the strictly temporary nature of the proposed tariff 
reductions, enlarged production for these exports would probably be 
kept within relatively narrow limits. ` 

Such a consideration leads to a general question which, although re- 
lated to a more or less remote future, deserves careful consideration. 
The question of how the readjustment i is likely to take place after the © 
tariffs will have again been restored to their present levels. The return 
of the economy to more normal conditions, after the termination of the 
intensified defense effort, might be spread irregularly over the various 
lines of production; it is quite likely that at a relatively early stage of 
reconversion heavy pressure might develop in favor of re-establishing 
the earlier protection for certain industries, and intricate problems of 
foreign economic policy might result from such a situation which could 
easily introduce discriminatory features into the treatment of our trade 
partners. 

-In pursuance of that line of reasoning, it will perhaps not be amiss 
to examine the problem of tariff flexibility from a broader angle, as an 
_ element of general foreign economic policy. In the history of that 
policy the idea of tariff flexibility has played a varying rôle. During 
the Mercantilistic period flexible tariffs were resorted to in order to 
adjust the supply of vital necessities, especially of grains to changes in 
domestic production. The so-called.sliding-scale duties used under the 
English Corn Laws from 1463 to the repeal of those laws in 1846 were 
the most outstanding instance of this type of flexible tariffs. Their pur- 
pose was, however, stabilization of prices, and neither the methods used 
for implementing them nor the experiences gained from them are likely 
to provide assistance in solving our problem. 

When the reasoning of the Mercantilists was replaced by the philos- 
ophy of the classical economists, a static conception of the economic 
system was combined with a firm belief in self-regulating forces tend- 
ing persistently to establish equilibrium between all relevant economic 
magnitudes, in the national as well as in the international sphere. Hence 
it was held that the indispensable legislative and administrative frame- 
work within which these forces were supposed to operate should be as 
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. stable as possible in order to provide a firm basis for the assumptions 
and expectations underlying productive and marketing activities. On 
the other hand, greatest possible freedom of action was requested 
for these activities in order to secure perfect, flexible adjustment of the » 
economic machinery to changing conditions of production and market- 
ing. In the sphere of international economic relationships a rigid frame- 
work was established by the operation of the gold standard which im- 
posed maintenance of fixed exchange rates at the risk of considerable 
fluctuations of the. national price and income. structures. Tariff policy 
was ruled by the same principle. Tariffs were set up for indefinite pe- 
riods and subsequently were to a large extent bound in the -course of 
tariff negotiations designed to fix for prolonged periods (as a rule ten 
years) the over-all pattern of the tariff structure. 

The organization of international trading, which was based on these 
principles, was seriously undermined in the course of the First World 
War and its aftermath. The League of Nations attempted in vain to 
bring about a return to these principles. Tariffs were generally in- 
creased to relatively high levels and tariff agreements were concluded 
for relatively short periods. It was obvious that the governments of 
most countries desired to have a free hand in adjusting tariffs to chang- 
ing conditions. Simultaneously the gold standard was made the object 
of increasing attacks. The belief in the automatic operation of equili- 
brating economic forces had ceased to determine foreign trade policies. 
That belief received another blow under the impact of the depression 
of the ’thirties even in the countries that were not affected by the spell 
of totalitarian philosophies. The idea of bilateral trading which im-- 
plied a breaking-up of the international trading community and the 
conclusion of short-term bargaining arrangements between pairs of 
countries, gained widespread recognition. Combined with exchange 
control, bilateral trading led to the disruption of the international sys- 
tem of interdependent prices; it relegated tariffs to a subordinate place 
among the methods of foreign trade policy and practically replaced 
them by the far more flexible measures of cue import restric- 
tions and regulations, ý 

The trends in economic reasoning which had emerged in the inter- 
war period were accentuated rather than weakened through the effects ` 
of the Second World War. What has been termed the “Keynesian 
Revolution” was in many respects a theoretical justification of the 
abandonment of the belief in the self-regulating economic forces. In due 
course the economic philosophy of the classical economists was super- 
seded in large sectors even of the Western World by the philosophy 
of the “planners” which has been the object of extensive discussions. 
That philosophy is likely to find considerable support under the defense 
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program. There is no doubt that the implementation and execution of 
Such a program requires a far higher degree of planning than might be 
‘advisable under peacetime conditions. 

A counterpart to the philosophy of the planners is formed by the 
philosophy of the “adapters” who think it necessary currently to adjust 
the economy, through flexible administrative measures, to changing 
conditions of production and marketing. That approach is, however, 
faced with the danger of introducing into the economic policy a con- 
siderable degree of arbitrariness, enhanced by political pressures of all 
` sorts. Short-run considerations are likely to prevail in determining the 
decisions of the Executive since long-run effects can hardly be fore- 
seen with an adequate degree of accuracy. Least justified would be the 
assumption that the situation which had existed at the time when a 
flexible method was adopted, could ever be restored. Hence flexible 
economic policy means continuous sailing on a sea of unforeseeable pos- , 
sibilities. 

The idea underlying flexible tariffs is a brainchild of that philosophy. 
When operated on a large scale, a system of flexible tariffs would lead 
to alternating éxpansions and contractions of the imports of dutiable 
commodities and thus enhance the instability inherent in the inter- 
national exchange of many goods. It might be worthwhile to survey 
the development of the Trade Agreements Program in the light of - 
these considerations. That program was originally conceived as an 
emergency measure designed to promote, after the collapse of the ex- 
port boom of the 1920’s, the foreign sales of American manufacturers 
through bilateral tariff concessions.* In due course, however, the ob- 
jectives of the program experienced a significant modification. It was 
transformed into.an instrument for re-establishing. the principles of 
multilateral trading and nondiscrimination in accordance with the 
‘ economic philosophy inherited from the classical economists. That 
transformation, which started before the Second World War, was ac- 
centuated after its termination. The principles underlying the Trade 
Agreements Program were incorporated in the Draft Charter of the 
' International Trade Organization and in the General Agreement on 
Tariffs and Trade. But the negotiations’ which have turned on the 
formulation of the provisions of the Draft Charter have evidenced the 
strong: influence exercised by the idea of flexibility of economic meas- 
ures upon modern economic reasoning. That idea has pressed its stamp 
also upon the organization of the International Monetary Fund. 

An element of flexibility has been introduced even into the operation 
of the Trade Agreements Program through the inclusion of the so-called > 


*'There existed no clear coordination of the domestic economic policy of the “New Deal” ~ 
and the foreign trade policy. 
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“escape clause” in the bilateral trade agreements, a clause which per- 
mits each trade partner to withdraw tariff concessions under specified 
conditions. With the introduction of a system of flexible import duties 
the commercial policy of the United States would enter a new stage 
in which the method of granting more or less equivalent mutual tariff 
concessions would be supplemented by the method of establishing uni- ` 
lateral reductions for limited periods. One can’ speculate about the 
compatibility of two methods which reflect different economic philoso- 
phies.  - 

If it were politically feasible, it would R be more advisable 
from an economic point of view to use the present situation for scaling 
down for indefinite periods—and without any reference to the idea of 
flexibility—the duties on certain commodities in accordance with the 
strategic objectives of a long-range defense program. to be devised and 
implemented through negotiations with the other partners of the North 
Atlantic Alliance. It is very likely that, even after the termination of 
` an intensified rearmament effort, the Western democracies will have to 
bear the burden of heavy defense expenditures. No lasting peaceful 
compromise appears to be possible with the Politbureau as long as it 
adheres to its firmly established materialistic interpretation of history 
according to which the Soviet Union is charged with the fateful mission 
to liberate the world from the scourge of the capitalist order. The di- 
vision of the world into two antagonistic camps corresponds to the 
dialectic: construction of the -evolutionary process. In the struggle 
- against Soviet aggression the United States will have to be the military 
arsenal of the democratic countries; a large sector of her productive 
resources and manpower will have to be assigned to defense purposes. 
Hence it might be advisable to work out a system of economic coopera- 
tion among the member countries of the Atlantic Pact designed to 
open the markets of certain “dispensable” commodities to supplies from 
abroad. The domestic industries affected by the impact of increased 
foreign competition could be granted sufficient time for making the 
necessary adjustments, and ‘the foreign producers could adjust their 
activities to the prospect of permanent markets. The standard of living 
of the American consumers would be improved through the supply of 
commodities from abroad; the proceeds from increased exports to the 
United States would ease the balance-of-payments positions: of our 
Allies. Thus a lasting-contribution could be made to the development, 
in the Western World, of a new pattern of international trading adapted 
to the task of improving the standard of living of the democratic na- 
tions and of protecting them from the aggressive operations of the 
Soviet Union. 


COMMUNICATIONS 


Toward a Theory of the Rational Economic Behavior of a 
Country in International Trade 


In a recent article, Mr. Robert W. Stevens’ undertakes “to investigate: some 
recent contributions to the theory of international trade which .. . are based 
upon the central idea that the economic judgments of those in control of a 
country’s international trade can be given formal theoretical expression, and 

. purport to provide us with a clear-cut graphical representation of the 
economizing activities of ruthless and short-sighted national states.”? These 
contributions, which may be associated with the names of Kaldor,’ and espe- 
cially Scitovsky,* consist in the well-known rationalization of competitive tariff 
increases and their consequences, and, at least at the hands of Scitovsky, in a 
valuable reconsideration of the construction of community indifference curves,’ 
and an application of the methodology to a discussion of barter agreements. ' 

Mr. Stevens, however, after tracing the origin of the Kaldor-Scitovsky 
argument back to Marshall® and Edgeworth,” following its gestation through 
the contributions of Leontief? and Samuelson,® and -summarizing its main 
line, with great emphasis upon its fundamental departures from classical in- 
ternational trade doctrine, takes the position that the methodology under 


1R. W. Stevens, “New Ideas in the Theory of International Trade,” Am. Econ. Rev., 
Vol. XLI, No. 3 (June, 1951), pp. 369-88. 

* Ibid., p. 369. 

*N. Kaldor, “A Note on Tariffs and the Terms of Trade,” Economica, Vol. 7 (Nov., 
1940), pp. 377-80. 

“Tibor Scitovsky, “A Reconsideration of the Theory of Tariffs,” Rev. Econ. Stud., -Vol. 
9 (Summer, 1942), pp. 89-110; reprinted in the American Economic Association volume 
_ “Readings in the Theory of International Trade” (Philadelphia, Blakiston, 1949), pp. 

358-388. 

*Many writers remain sceptical about the validity of this part of Scitovsky’s work. Thus 
Haberler states that “his solution of the problem is, however, not entirely satisfactory in 
my opinion” (“Some Problems in the Pure Theory of International Trade,” Econ. Jour., 
Vol. LX, No. 238 (June, 1950), p. 226, note 1). It is unfortunate that Professor Haberler 
should not have given the reasons why he finds this solution unsatisfactory. See also W. 
Baumol, “Community Indifference,” Rev. Econ. Stud., Vol. XIV, No. 35 (1946-47), pp. 
44-48: J. M. D. Little, “Welfare and Tariffs,” Rev. Econ. Stud., Vol. XVI, No. 40 (1949- 
50); and W. Baumol, “The Community Indifference Map: A Constrichon ” Rev, Econ. 
Stud., Vol. XVII, No. 44 (1949-50), pp. 189-197. 

€ Alfred Marshall, Money, Credit, and Commerce (London, Macmillan, 1923), p. 157 
el seq. 

"Francis Y. Rizeon “Theory of International Values,” Econ. Jour., Vol. 4 (1804), 
pp. 35-50, 423-43, 608-38. 

*W. Leontief, “The Use of Indifference Curves in the Analysis of Foreign Trade,” Quart. 
Jour. Econ., Vol. 47 (May, 1933), pp. 493-503. 

°” Paul A. Samuelson, “Welfare Economics and International Trade,” Am. Econ. Rev., 
Vol. 28 (June, 1938), pp. 261-66. 
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discussion must be completely rejected. Having carefully brought out the 
extent to which the argument depends upon “reliable community indifference 
curves,’”° he states that “they must make it possible to arrive at policy deci- 
sions in the field of international trade, and this they cannot do.’ 

The purpose of this paper is to review and evaluate Mr. Stevens’ position. 
His criticisms appear to be along lines with which I do not entirely agree, 
and I propose to offer a rehabilitation of the Kaldor-Scitovsky approach, and 
to indicate the direction in which their analysis may be fruitfully extended. 

Mr. Stevens first objects to the use of community indifference curves on the 
ground that they may intersect, since the internal distribution of income will 
change when the deliberate government decision (a general increase in tariffs) 
is put into effect. He acknowledges Scitovsky’s attempt to deal with this 
difficulty “by explicitly confining his attention to only two of many possible 
hypothetical income distributions—the ones prevailing before and after the 
contemplated tariff,”** but finds it unsatisfactory for two reasons: One is that 
“a decision is called for—whether or not to enact a tarifi—and the basis upon 
. which it must be made cannot be established until after the tariff has been 
passed and alowed to have its effect upon income distribution so that a new 
family of indifference curves can be drawn appropriate to the new distribution 
pattern.”™ This is a rather weak argument, for it makes no allowance for the 
possibility of estimating in advance the probable result of the contemplated 
decision. Were it necessary always to allow the effects of a decision to work 
themselves out before making it, no decision would ever be taken. 

Moreover, as Scitovsky has pointed out, “the intersection of community 
indifference curves cannot reverse a statement based on the assumption that 
they do not intersect. That is, it cannot turn ‘better’ into ‘worse’ but only into 
‘no better,” and “while it need not be worse, in no case will free trade be 
better than protection. [from the point of view of a single country], short of 
the foreigners’ reciprocal demand curve becoming infinitely elastic.’* There- 
fore, should the estimate made in advance of the probable effect of raising 
tariffs upon internal income distribution turn out to: be wrong, so that the 
relevant pre-tariff and post-tariff indifference curves intersect, the tariff in- 
crease would, at worst, leave the country in an equally satisfactory position, 
barring retaliation, the possibility of which Scitovsky argues will be neglected 
by each country acting independently of the others.** Clearly, the need to 
estimate in advance the probable effect of a tariff upon income distribution 
does not wreck the analysis. 

The other reason why Mr. Stevens finds that Scitovsky’s “attempt to rescue 
the methodology is unsatisfactory, ™" seems to me equally weak. He relates 


* Stevens, op. cit., p. 385. 

” Ibid., p. 386. Italics in the original. 

2 Op. ct., p. 379. This and ali other references to Scitoveky’s article are to the reprint 
in the AEA volume cited in note 4. 

18 Ibid., p. 371. Italics in the original. However, see H. Denis, “A Note on the Theory 
of Tariffs,” Rev. Econ. Stud., Vol. XIT, no. 32 (1944-45). 

“ More about this particular assumption later. 

** Stevens, of. cit., p. 386. 
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Scitovsky’s “rescue attempt” to the latter’s argument that, if the two relevant 
income distributions are “similar,” it is unlikely that the relevant community 
indifference curves will intersect. He then gives his.opinion that “they would 
become ‘dissimilar’ long before the spectacle of retaliation and counter-retalia- 
tion envisaged by Scitovsky could go very far,”™ adding that, “as soon as 
enough dissimilarity occurs(and this crucial criterion of ‘similarity’ is probably 
not possible to define), the . . . indifference curves will intersect, suggesting 
not one optimum tariff but a whole range of optima.” But this argument 
takes no account of Scitovsky’s statement that “the probability of community 
indifference curves intersecting . . . diminishes as the foreigners’ offer curve, 
whose slope determines the position of the relevant points, rises less steeply.’ 
From this it follows that this probability is greater, the more the elasticity of 
the foreigners’ reciprocal demand curve exceeds unity. 

If to this is added, as Scitovsky noted, that, as the successive steps of 
retaliation and counter-retaliation envisaged are carried out, trade diminishes 
and becomes gradually more and more confined to goods whose demand is less 
elastic, we then have a strong reason to suspect that the probability of the 
same country’s indifference curves not intersecting increases with every step in 
the process.47 When this is combined with Mr. Stevens’ argument, one can 
only conclude that the two forces of increasing “dissimilarity” of income 

-distribution and decreasing elasticity of the foreigners’ reciprocal demand ` 
curve probably cancel each other out. To tip the scale, it may be necessary to 
consider, as Mr. Stevens suggests, whether the country contemplating tariff 
action is large and important or whether it is small and unimportant: a 
country of the former type would face a less elastic foreign i dii demand l 
curve than one of the latter type."® 

Mr. Stevens objects to the use of community indifference curves, not only on ` 
the ground that they may intersect, but also, if I understand him correctly, 
on the ground that they cover the international economic problems of the real 
world under theoretical premises “which must be both very numerous and ex- 
tremely restrictive.’?® What appears to be meant here, I believe, is that the 
community indifference curves and the reciprocal demand curves which are 
derived from them cannot be drawn without assuming the answers which they 
are supposed to help us find. In support of his position, he quotes Haberler’s 
well-known remark that “ guessing the shape of these curves and then reading 
off the result means simply jumping to the final outcome of a complicated 
process without analysing it”? But I submit that this objection does not 
render the curves here under consideration completely useless, and it may be 

. granted without thereby having to forego ever using them again. 

Mr. Stevens objects that these curves cannot explain “a country’s relative 
degree of monopoly in particular (potential, as well as actual) export markets, 

1 Scitovsky, op. cit., p. 371. 

" Cf., Scitovaky, op. cit., pp. 374-75. 

* Cf., Stevens, op. cit., p. 381, note 28. 

3 Ibid, p. 386. 


* Ibid., p. 387. The reference is to G. aan The Theory of International Trade 
(London, William Hodge, 1936), p. 159. 
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of monopsony in particular (potential and actual) import markets, 21 or 
clarify “the equivocal nature of various measures of changes in the terms of 
trade,”?* or solve with absolute certainty “the vexing problem of deciding 
whether ‘a country’ is or is not ‘better off’ if it secures fewer imports on better 
terms, and the baffling problem of the effect of changes in income distribution 
‘upon community welfare.’? But this may be admitted without greatly damag- 
ing the Kaldor-Scitovsky type of analysis: In the first place, these curves 
probably were never intended to deal with the first two questions. The question | 
of the relative degree of monopoly and monopsony in particular markets seems 
especially ill suited to discussion by means of curves which might more properly 
be classified as tools of aggregative analysis, and the meaning of verious meas- 
ures of changes in the terms of trade can hardly be expected to be clarified 
with tools which obviously cannot rest upon more than just one such measure. 
In the second place, the lack of absolute certainty in the conclusions reached 
with respect to the last two questions mentioned by no means indicates that 
nothing at all can be said about them. Something can indeed be said, conditional 
though it may be, as the first two sections of Scitovsky’s article amply demon- 
strate.*2 And in the third place, Scitovsky’s use of these curves and Mr. 
Stevens’ own interpretation of his analysis?’ indicate that the curves can help - 
to rationalize the behavior of national states bent upon pursuing their own 
‘advantage in full exercise of their uninhibited sovereignty. That there are 
difficulties in the interpretation of community indifference curves does not 
completely invalidate this analysis. All it- does is to qualify its results by 
“turning them from certain into probable statements.”** 

For all these reasons, I cannot agree with Mr. Stevens’ condemnation of 
the Kaldor-Scitovsky argument. All that may be admitted, I believe, is that 
the conclusions reached with the methodology here in question must be | 
stated in the conditional mode, as indeed is implied in the repeated warnings 
‘given by Scitovsky in his article. Mr. Stevens’ comment that “it seems that 
those who use community indifference curves and Marshall’s reciprocal de- 
mand curves have been led to formulate sweeping and positive ‘conclusions 
which their underlying methodology cannot support,”* flies in the face of such 
warnings, and the Kaldor-Scitovsky argument ‘emerges unscathed from the 
criticisms reviewed here. 

4 Ibid., p. 387. 

2 His warning that “readers who feel uneasy about what has been said so far -are well 
advised at this stage to forget about Sections I and II altogether” (Scitovsky, op. cit. 
p. 368, quoted by Stevens, op. cdt., p. 386, note 39) appears to me more like an attempt to 
pacify his critics in advance than like an admission of lack of faith in the conclusions of 
sections I and Il; for he goes on, in the remainder of the article, to assume that these 
conclusions were useful 

” Cf., Stevens, op. cit., pp. 378-84. 

* Cf., Scitovsky, op. cit., p. 379. In the light of this statement, it is surprising that Mr.. 
Stevens should state that “it is indicative of the confidence which they feel in thelr achieve- 
ment of making comparable two economic concepts previously thought incomparable that 
the contemporary writers under review state their conclusions in the indicative mode, 
whereas the classical and neo-classical economists usually use the conditional when reach- 
ing conclusions in this field” (op. ct., p. 385, note 36). 

3 Cf. Stevens, op. cit., p. 387. 
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Actually it would seem as though the Kaldor-Scitovsky analysis could be 
extended further. In conclusion, I shall indicate briefly the direction in which 
such an extension appears possible, hoping, in another paper to carry it out 
in detail. 

The key to the proposed extension is the analogy drawn by Scitovsky him- 
self," and noted by Stevens,** between what Stevens has aptly called a theory ` 
of active national tariff behavior and the theory of the firm. The series of 
moves and countermoves described by Scitovsky is said to take place under 
the assumption that “there is a large number of countries, and each trades 
with many of the others, [so that] any single country [is] justified in neglect- 
ing the danger of retaliation to its own tariff policy.”** As Scitovsky points ` 
out, this is similar.to the pattern of behavior of individual firms when there 
is a large number of them. However, if it is assumed that there is a small 
number of countries, or, better, that among the many countries a few are 
large and important enough to have a significant influence on the international 
scene, as appears realistic today with a few large countries accounting for the 
major share of world trade, the correct analogy would seem to be, not with 
the theory of the firm under competition, but with the theory of oligopoly. 

Moreover, an analogy with the theory of the firm should embrace not only. 
pure competition and oligopoly, but also the peculiarly Chamberlinian contri- 
butions to the theory of the firm, namely product differentiation and selling 
costs. In other words, it is not sufficient to argue that countries may, under 
certain conditions, deliberately alter their tariffs in an attempt to improve their 
national well-being, but in addition it is necessary to supplement this analysis 
of what is essentially a country’s price policy with analyses of its “product” 
policy and of its “selling” policies. In general, the products exported from any 
country are not perfect substitutes for the domestic products of the importing 
countries, though, of course, many of them may be. This lack of perfect sub- 
stitutability may arise because products are of different qualities, or because 
they bear labels showing their different origins, or because they are packaged 
and shipped differently, or because they are sold on different terms, or under 
different conditions of sale, or through different channels.*® The existence of 
these differences between the products of the several countries opens up the 
possibility that a country will undertake to alter the products which make up 
the complex of its exports, to differentiate them further, in an attempt better 
_ to adapt them to the foreign demand. Moreover, knowledge of these differences 
being imperfect, it becomes possible for a country, through appropriate pro- 
motional activities, to undertake to develop the preferences of foreigners for its 
exports, in an attempt to expand sales abroad, or to undertake to develop the 
. preferences of domestic consumers for its home-produced goods, in an attempt 
to resist inroads made at home by imported substitutes. Either a policy of 


"C. Scitovsky, op. cit., pp. 368-70 and pp. 375-76. 
- T Cf. Stevens, op. cit., pp. 376-78, and again p. 380. 

= Cf. Scitovsky, op. cit., p. 375. 

* These matters are discussed in detail in my dodani dissertation entitled “The Theory 
oí International Trade under Monopolistic ERRIA on file in the Widener Library, 
Harvard University (1946). 
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“product” alteration or one of selling efforts, or both, may be adopted as 
deliberate national policies and given effect by direct government action or 
by governmentally encouraged private efforts, as illustrated in particular, by 
the activities of the various British organizations concerned with the postwar 
“dollar drive.” 

When these possibilities are recognized, the analysis blossoms out into a 
full-grown theory of the rational behavior of the state in international trade. 
Such a theory must consist of three parts, dealing respectively with price 
policy, “product” policy, and “selling” policies. The Kaldor-Scitovsky argu- 
ment, with such additions and qualifications as the analogy with the theory of 
oligopoly may.suggest, belongs in the first part. So does what may be called the 
theory of competitive exchange depreciation which it would, of course, be 
possible to develop along the same lines.’ Discussion of a country’s “product” 
policy, in the second part, should include a consideration of the development of 
backward countries and its repercussions, as ‘this'is essentially a large-scale ` 
alteration of the “products” of the countries in question. Analysis of a country’s 
“selling” policies, in the third part, should take up public promotional efforts 
of all kinds designed to influence the minds of men in the matter of their 
buying activities. 

It is not necessary that such a theory be based upon “the concept of ruthless 
and: short-sighted national states bent upon exploiting one another,”®! as 
Stevens believes is the case with the Kaldor-Scitovsky argument, and it is 
possible to build the theory from the standpoint of the long-run interests of 
the country. Indeed, there is no reason why it could not explain “consultation 
and mutual economic aid,” which, as Stevens argues, seems to be acquiring ever- 
increasing importance in the “free” world. 

Yves Maroni* 


* A theory of competitive exchange depreciation might even be said to have more validity 
than the theory of competitive tariff increases, in the sense, at least, that tariff rates are 
often set on a piecemeal basis, whereas the exchange rate is determined by one over-all 
decision, and is therefore more truthfully the object of rational policy making through 
deliberate action of the government than tariffs are. 

= Cf. Stevens, op. cit., p. 388. 

* The author is with the Division of International Finance, Board of Governors of the 
Federal Reserve aye The views expressed in this paper are not necessarily those of the 
Board. 


A Swedish Tax Provision for Stabilizing Business Investment 


In the course of studying tax proposals designed to stabilize business in- 
vestment, the authors fourid occasion to investigate a tax provision for this 
purpose which already exists in Sweden. 

As was recently stressed in the United Nations report on ON ational and 
International Measures for Full Employment,” a technique for stabilizing 
business investment is a valuable adjunct to other contracyclical policies. 
The United Nations committee, among other things, suggests that tax in- 
centives might be devised for this purpose. 


376 | THE AMERICAN ECONOMIC REVIEW 


Apart from monetary and credit measures, there may be at eas two other 
ways in which the government can influence the rate of investment. One 
consists in influencing the timing of private investment projects through 
special tax incentives—the government offering special tax concessions or 
subsidies to firms which are willing to postpone or antedate their par- 
ticular investment projects, so as to fit them into a more stable general 
pattern. . . . [This would] involve a highly complicated system of tax 
legislation and tax administration in order to devise and administer in- 
ducements that would exert a major influence on the timing of invest- 
ment projects.? 


Since virtually nothing has been published in English about the Swedish 
attempts to design such inducements, a communication on this matter may be 
of interest. 


I. Essential Provisions of the Swedish Law 


The main features of the Swedish provision, first enacted in 1938 and sub- 
sequently modified in 1947, are as follows:? 

1. It provides an opportunity for corporations and economic associations to 
reduce corporate taxable income by a maximum of 20 per cent (or in the case 
of particularly profitable years, 35 per cent) if the amount deducted is put 
into one of four special investment funds, investeringsfonder, the use of which 
is subject to government approval. 

2. The use to which these funds should eventually. be put when business 
conditions need stimulus was. described by a Swedish‘committee of experts 

surveying this tax provision in 1945. They stated that the investment funds 


ought to be disposable only for investment projects, useful in themselves, 
which the entrepreneur without great inconvenience can undertake at a 
time when measures to support the level of business activity are desirable. 
From this point of view construction should get a first priority. Construc- 
tion projects might provide employment directly as well as indirectly.’ 


In addition to construction, there are three other purposes for which funds 
may be established. All funds have to be earmarked either for construction, 
for financing inventory accumulation, for purchase of machinery or equip- 
ment, or for defraying the cost of exploration and research projects in the 
mining industry. 

The disposal of the funds in the meantime, i.e., before they ‘are put to use, 


? United Nations, National and International Measures for Full Employment (New 
York, 1949), p, 34. 


*Our source material consisted of: The Swedish Royal Ordinance of June 17, 1938, 
concerning investment funds (SFS 384/1938); Royal Ordinance of May 2, 1947 (SFS 
174/1947); Survey of the Most Important Regulations Concerning Investment Funds 
_ (mimeographed memorandum in Swedish, published by the Royal Labor Commission, 
1950); and a summary prepared by Sveriges Industrif6rbund entitled “The Possibilities 
for Swedish Industrial Enterprises to Have Tax-Free Reserves for Future Requirements,” 
obtained through the kind cooperation of Mr. Gerald Colm. Valuable information was also 
obtained through correspondence with Mr. Arne Henriksson of Landsorganisationen (the 
Swedish Confederation of Labor). . 


`Royal Labor Commission, of. cit. 
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is left to the firm’s discretion. The money is not’ paid in to the government, 


nor does it have to be put into government bonds. These “funds” consequently 
do not have any earmarked, more or less liquid, counterparts: they are simply 


~ cumulated deductions from taxable income, making up “reserves” or “ac- 


counts” of a bookkeeping nature. 

3. Firms that wish to take advantage of this tax deduction are urged to 
make definite plans, so far as possible, for the use of the funds if-or when a 
time comes when employment opportunities are lacking. The 1945 report said: 


When the authorities are informed that a fund has been established, the 
investment project should be planned'and prepared, if this has not already 
been done, so that it can be put into operation as soon as conditions re- 
quire it. This planning should obviously be done by the company but a 
oe cooperation and consultation with the authorities ought. to take 
place.* 


4, The eventual disposal of the funds for stimulating purposes is partly 
under the control of the government, which can specify the year or years 


when the funds should be used (on a permissive or mandatory basis). The 


government through the Labor Commission, which is the administrative agency 
supervising the imvesteringsfonder,,may- also specify which of the four funds, 


. categorized by purpose, are to be released, and whether all or only specific 


firms or industries may utilize their funds, Furthermore, the Labor Commission 
may in special cases permit funds set aside for one purpose to be used for 
another. In short, the government has a wide latitude in determining when, 
where and how the funds should be used. 

5. The tax exemption on these funds is ultimately realized only if the funds 
are used with the approval of the government. If a firm decides to cash any 
part. of its funds without government approval, the total amount withdrawn is 
subject to taxation at the rate current during the year in which the fund is used, 
and the taxable value of the withdrawn portion of the fund is.increased by a 
3 per cent interest compounded from the year in which the funds were set 
aside. If the government decrees that during a certain period the use of the 
funds is compulsory, and a firm does not spend the money as directed, any part 
of the fund not properly used plus a 3 per cent compounded increment becomes 
subject to taxation at the current rate. 

6. Similarly, funds which have not been released by the government are 
liable for taxation after ten years (or a maximum of 15 years if extended by 


' the government). In this case the taxable value of the funds is compounded at 
_ 2 per cent. 


7. If a firm uses its funds, with the approval of the government, to procure 
plant or equipment, it is not permitted to charge depreciation on these assets 
for purposes of reducing its taxable income in that year or in subsequent years. 
If a firm supplements its investeringsfonder with funds from other sources, it 
can carry ‘the asset on its balance sheet at the value represented by the amount 
of the funds it supplied. The asset, thus’ valued, is sibject to normal deprecia- 
tion. At-the time-of investment the portion of the asset that comes from the 


* Royal Labor Commission, op. cit. 
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investeringsfonder is thus written off for accounting purposes but the “ “loss” 
_is not allowed for income tax purposes. 

It should be pointed out that business firms in Sweden are permitted wide 
discretion in charging depreciation for tax purposes. Machinery and other 
equipment may be written off completely in one year, and inventory may be 
written down to 30 per cent of its value in the year of purchase; in the case 
of buildings, however, a depreciation programme (for tax purposes) chosen at 
the time of investment must be abided by in future years until the building 
has been completely written off. : 


I. Comments 


_The Swedish provision for investment funds was only introduced on the eve 
of Warld War II; it has not yet been put to a test in a business downturn. 
But even in the absence of such experience, the scheme gives rise to certain 
questions concerning the general problem of stabilizing business investment 
through tax redemption measures. 

1. The first and most important question is whether this arrangement 
actually will change business investment patterns over the cycle. What incen- 
tives does the scheme offer to make businessmen stabilize their investments? - 
It should be noted that.over the long run, from the profit and loss viewpoint, 
there is no significant tax reduction offered under the Swedish provision, since 
investments financed from the funds are not subject to such subsequent depre- 
ciation as would otherwise have been allowed. The investment funds simply 
offer the alternative of a pre-expenditure rather than a post-expenditure de- 
duction, with the difference, however, that the firm has somewhat greater 
freedom in timing pre-expenditure than post-expenditure deductions, particu- 
larly in the case of plant. The provision consequently serves, in some ways, the 
functions of the carry-forward and carry-back provisions of American tax 
laws; such provisions do not exist in Sweden. The resemblance to carry-for- 
ward and carry-back provisions is not complete, however, since the Swedish 
funds set aside in prosperous and spent in depressed years are augmented by 
the contributions from the firm in addition to the taxes which are shifted. 
Furthermore, under a carry-forward and ‘carry-back provision there is no in- 
centive for a firm receiving a tax rebate to use this money in ways which . 
stimulate the economy, which is the essence of the Swedish provision. 

There is an incentive in the form of an interest advantage, since the taxes 
temporarily waived by the government and invested by the firms are in the 
nature of an interest-free loan if the funds are subsequently used with the 
approval of the government. Even if they are not so used, the investment 
funds may be profitable since it is likely that they can be invested at a higher 
rate of return than-the rate imputed by the government when taxes are ulti- 
mately levied (2 or 3 per cent respectively). 

Under the Swedish scheme, deferred taxes are levied at the current tax rate 
in the event the firm uses the funds without government approval or has no 
opportunity to use them with such approval within the ten (or fifteen)-year 
time limit. This would appear to inject an element of uncertainty, the effects 
of which would most likely be discouraging. If tax rates are anticipated to 
fluctuate with the cycle, this would, it is true, be a an incentive, but given the 
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past trend of increasing tax rates, businessmen would ibani be pessimistic 
about the wisdom of substituting future for present rates. 

Other factors that may discourage the use of this provision by Swedish firms 
would seem to include the administrative red tape inevitably accompanying 
_ a measure of this type, and the disinclination of. businessmen to anticipate a 
depression—an attitude which may have been accentuated by many years of 
prolonged prosperity. On the other hand, they would seem to have much 
_ to gain and little or nothing to lose by taking advantage of it. Deviations from 
government instructions with regard to use and/or timing of the funds are, 
in effect, not penalized. The tax liability incurred in case of violation is im- - 
mediately offset by the possibility of writing off the asset created by the use 
of the funds if these are used to purchase inventory or equipment; in other 
words, the cancellation of the pre-expenditure deduction is immediately offset 
by the creation of an equal post-expenditure deduction when the funds are 
invested. In the meantime the firm has had the use of the larger funds at low 
interest, as indicated above. It would therefore.seem that firms have every 
incentive to utilize the provision but little or no compelling incentive to 
comply with the government in the disposal of the funds. 

It is difficult to evaluate the effectiveness of the above incentives and dis- 
incentives from data available concerning the size of Swedish investment funds, 
since no comparable data on corporate profits are at hand. At the end of 1950 


(the latest year for which we have information), the funds totalled 214 - 


million kronor, of which 80 per cent was in the category to be spent on plant. 
Only 33 million kronor were earmarked for equipment, 8 million for inventory, 
and 2 million for mining development. The emphasis on construction purposes 
is partly explained by the fact that other investments are subject to immediate 
. depreciation and therefore carry with them their own tax reduction possi- 
bilities without resort to the provisions for investment funds. 

If there is no substantial increase of-the funds in coming years, their impor- 
tance to cyclical policy would in all likelihood not be very great: compared 
to the value of the Swedish gross national product in 1950 they amounted to 
approximately 0.7 per cent. Today this would be comparable to a mune of 
$2-2.5-billion in the United States. 

The question raised by this survey so far is whether incentives ae as 
‘those offered in the Swedish provisions are really sufficient to bring about: the 
desired change in the business spending pattern. Certainly if actual long-run 

‘tax deductions were offered, this would provide a stronger incentive for-busi- 
ness firms to use the provisions according to government plans. This could be 
accomplished by not eliminating depreciation privileges on the assets financed 
by the funds. , 

2. Another question which comes to mind in considering the Swedish pro- 
vision is whether it is advisable to restrict the use of the funds to specific 
purposes such as here the financing of construction, equipment, inventory, 
or mining projects. In the first place, various other’ spending outlets of similar 
priming effect may be imagined; moreover, the usefulness of a separation be- 
tween the purposes mentioned is not immediately clear. An artificial rechan- 
neling of business intentions may result in uneconomic use of resources, True, 
since no real penalty appears to attach to action taken without government 


: 
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Drow. this may be corrected by failure to comply, but then, why attempt 
-such restriction in the first place? . 
.. Furthermore, there is real doubt that any apparent ex post matching of 
withdrawals from the funds and specific outlays is justified. It is possible that 
funds might be used for expenditures which would in any case haye been under- 
. taken, thereby simply i increasing the idle balances of the firm, although osten- 
sibly-resulting in stimulating expenditure. The net stimulating effect could.not _ 
be negative, but it might be considerably enhanced by making the benefits - 
under the scheme contingent on the increase in spending rather than on the spe- 
_ cific purpose. To demonstrate such an increase is patently difficult since there is 
no way of telling what the firm would have spent without the funds. However, an 
operational rule surmounting this difficulty might be to assume that any decrease 
: in the funds not matched by an increase in liquid balances is prima facie evi- 
` dence that there has been an incremental expenditure. 

3. Finally, should the provision have a time limit for the use of the funds or ` ' 
should the balances be allowed to accumulate for as long as prosperous condi- 
tions exist, even though that be twenty or twenty-five years? Certainly a larger .. 
counter-depression fund would accumulate in twenty years than in ten, and — 
to the extent that this device has stabilizing powers, the larger the fund, the ` 
better. Also, might it be wiser to provide for the timing of the funds’ use on 
an automatic basis—linked perhaps to the percentage of unemployment—than 
to allow it to be at the discretion of the government. Administratively, an 
automatic stabilizing program may be simpler. than a discretionary one, al- 
though the loss of flexibility and juneene in Polley ans may outweigh 
the administrative gains. 

Regardless of the above doesn it seems clear ikat the Swedish tax laws 
merit the attention of students of tax programs. It would seem, furthermore, 
that with certain modifications, the program could be so devised as to be even 
more effective as ‘a stabilizing device without making it any more cumber- — 
some administratively. In any event, if a similar program-is to be adopted in 
the United States, the time to begin’ planning and establishing the funds is 
during periods of full ‘employment such as the country is now experiencing, 
not when the depression has already begun." 

. _ JOHN P. SHELTON* 

m Goran OHLIN* 
*A proposal for a revision of the v. S. tax laws to allow a scheme very Similar to the 

Swedish program was suggested in an article by Gustave Simons, “New Techniques for 


Capital Formation in`a Free Enterprise Syna; ” The Conference Board Business Record, 
May, 1950. 


t The authors are graduate students at Harvard University. 


Professor Markham on Price Leadership: Some EAE Questions 


Professor Markham’s article on price leadership in a recent issue of this _ 
- Review! invites comment particularly because its conclusions have -direct 
implications of public policy. These comments will deal primarily with points | 


* Jesse W. Markham, “The Nature id Significance o; of | Price Leadership,” Am. Econ. Rev, 
, Vol. XLI, No. 5 (Dec., 1951), pp. 891- 905. 
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related to public policy, although Markham also discusses other matters. His 
major conclusions are: (1) Price leadership can be really effective only under 
“extraordinary conditions” (p. 905), and he lists five market features pre- 
requisite to effective price leadership; (2) “...it proved to be an exploitative 
weapon of limited effectiveness in the cigarette industry .. .” and then was use- 
ful only for a few years (p. 904) even though one could hardly have hoped to 
find circumstances more conducive to effective price leadership than existed 
in the cigarette industry (p. 903); (3) “Barometric” price leadership does 

. . little more than set prices that would eventually be set by forces of 
competition” (p. 899); (4) Only when implemented by such devices as basing 
point systems or in association with more insidious pricing devices and trade 
restraints is price leadership effective (p. 905). . 

The following questions suggest some points where Professor Markham’s 
case could stand strengthening. Perhaps most important, how would prices ' 
behave in markets having price leaders, whether barometric or some other 
type, if there were no price leadership? To conclude that the barometric type 
of price leadership leads to the same consequences as “competition,” Markham 
must explain how prices would behave in leadership markets in the absence of 
price leadership—a matter nowhere discussed in his article. He might also 
explore why firms adhere to this market practice if it does not alter the out- 
_ come. It seems that Markham has either defined barometric price leadership 

so that it is synonymous with “competition” or he regards any departure 
from a collusive or cooperative arrangement as a condition of “competition.” 

The foregoing points raise the basic question, when is price leadership ef- 
fective? Will any deviation from a leader’s price make price leadership in- 
effective? Is price leadership ineffective, as Markham implies, whenever it 
fails to achieve “.:. . the rationalized oligopoly (or monopoly) market solu- 
tion” (p. 904)? Probably very few collusive market arrangements receive 
compliance by all members of a trade. Yet despite some non-compliance, these 
devices almost certainly alter such.things as average price, productive capac- 
ity, expenditures on sales promotion, and average profits. This last conclu- 
sion cannot be “proved” conclusively, of course. Considerable weight should 
be given to the fact that most businessmen are completely convinced that 
such market practices alter business conditions; otherwise, they would not 
strive to prevent completely independent .price behavior, even though they 
“know there is sure to be at least one chiseler in the trade.” Are not cogent 
`~ reasons required to support the conclusion that a change in price behavior 
by almost every seller in an industry from complete independence to the 
following of a leader will not affect market results significantly? 

Markets seem to have an episodic history, composed of disjointed but 
interrelated phases. Perhaps price leadership in which not all firms partici- 
pate would ultimately result in “competitive” price if market conditions re- 
mained stationary. However, isolated deviationists need not wreck leadership 
arrangements before, say, weak markets become firm, or a major merger is 
carried out, or the market strategy of individual sellers change, or a strong 
collusive arrangement is created, or the government intervenes to assist the 
industry. Given market episodes of brief duration, perhaps the actions of the 
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great majority cannot be undermined by the activities of isolated independent 
souls. Moreover, all of the dissimilar periods that go to make up the market 
history of most industries must be taken into account in assessing the total 
consequences of a market practice. Even attempted price leadership that 
finally breaks down could profoundly affect both the structure and behavior 
patterns of an industry. If it does not, that fact must be explained. Incom- 
plete price leadership is not obviously equal to “competition” or utterly lack- 
ing in effect. 

Must we not consider any market device effective if it alters perceptibly 
the performance of an industry? By this standard, are not both price leader- 
ship where an occasional firm deviates from the leader’s price and barometric . 
price leadership sufficiently different from independent price behavior. to 
create the presumption that their effects are also perceptibly different? 

The definition of effective price leadership is also implicit in the five market 
features that Markham asserts to be prerequisite to effective price leadership. 
The conditions he lists are: fewness of sellers; severely restricted entry to the 
industry; rivals who sell products that they regard as “extremely close sub- 
stitutes”; an elasticity of demand that must not greatly exceed unity for the 
output of the industry as a whole; and fairly similar individual firm cost 
curves, In fairness to Markham, it should be noted that he takes less than a 
page and a half to explain why he believes these conditions “prerequisite to 
effective price leadership .. .” (p. 901). The conditions he lists might better 
be considered ‘factors conducive to price leadership; several simply determine 
the amount of profit to be gotten from price leadership; only one can be con- 
sidered prerequisite—+.e., oligopoly. 

Markham seems to have omitted perhaps the most vital requirement for 
effective price leadership—the willingness of sellers to freeze existing market 
shares except as they would be changed by non-price competition and the 
entry of new firms. Price leadership would not be successful for very long no 
matter what the cost, demand, and entry conditions if several sellers—they 
could even be rather small—were determined to enlarge greatly their share 
of the market by aggressive price and non-price policies. d 

Several of Markham’s prerequisites for effective price leadership do not 
seem to be absolutely necessary. Price leadership is altogether consistent with - 
the entry of new firms, though new firms limit the gains to firms that are 
party to such an arrangement. (Price might be the same whether or not new 
firms enter; however their advent would lower total net profits in the in- 
dustry.) Has it been demonstrated, as Markham asserts, that “. . . new | 
entrants... will bid the price down .. .” in oligopolistic markets (p. 901)? 

To take another of Markham’s prerequisites for effective price leadership, 
it clearly would help to have each producer view his output as an extremely 
close substitute for the output of rivals. His examples, however, suggest that 
he exaggerates the need for product similarity. He lists automobiles and 


*One should distinguish between firms that will not “go along” with a price leadership 
arrangement by giving secret price discounts and firms that aggressively push a policy 
of charging prices below those asked by the leader. 
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brand-name men’s clothing as products not sufficiently similar to sustain price 
leadership. One could argue that an effective, though complicated, form of 
price leadership has prevailed at times in the low-price car market.* One 
must not expect all prices to be identical, or to differ by unvarying amounts 
under price leadership. 


An elasticity of market demand not greatly above unity also seems an un- . 


necessary condition for effective price leadership. Even when demand is 
elastic, well above unity, price cuts followed by rivals can be mutually dis- 
advantageous, and price increases by all sellers would be correspondingly ad- 
vantageous. Elasticity of demand well over unity does not rob monopoly of 
all value, and similarly it does not eliminate all incentive for or possibility of 
effective price leadership. Markham’s main point is that near-substitutes set 
an upper limit beyond which price leadership cannot carry price. This con- 
tention is correct but rather sterile. Effective price leadership could raise 
price to the point where near substitutes prevented further price increases; 
without it, prices could be far lower. > 

Markham’s last requirement that individual firm cost curves should be 
similar, seems unnecessary analytically and also inconsistent with one of the 
‘most notorious cases of price leadership. He argues that “Low-cost firms 
will not accept the price leadership of high-cost firms since there is a better 
option in the form of a lower price and a higher rate of output open to them” 
(p. 902). The leadership of the United States Steel Corporation over a con- 
siderable period during which time it was conspicuously less efficient than its 
rivals raises doubts about this assertion.* Moreover, one should not conclude 
on logical grounds that low-cost producers will gain more from a lower price 
_ than from a higher one if all members of the industry charge the same price. 

In the absence of special arguments not mentioned by Markham, it seems 
quite as reasonable a general rule that all firms, including low-cost producers, 
gain from the elimination of independent price behavior. 

Markham asserts that some concrete basis of implementation is required 
for price leadership to be effective. This conclusion is not obvious and should 
be supported. If some device like the basing point system were employed, 
would not sellers depart from the system under the same circumstances under 
which they would refuse to follow the leader? If not, why does Markham be- 
lieve the difference between them to be so great? While I would agree that 
the particular market practices employed by sellers influence the operations of 
- a market, Markham has not shown that basing point systems would always in- 
jure the public interest more than simple price leadership in similar market 
situations. 


\ 


I have heard this position argued. The facts seem explainable by cost-plus pricing as. 


well as by price leadership. In his factual illustrations, Markham slides over the almost 
insurmountable difficulties of detecting price leadership in concrete cases. 

“For evidence of price leadership in the steel industry, see A. R. Burns, Decline of 
Competition (New York, McGraw-Hill, 1936), pp. 77-93. For evidence that U.S. Steel 
was a high-cost producer, see statement by G. Stocking before the Celler Committee, 
Hearings before the Subcommittee on Monopoly Power of the House Committee on the 
Judiciary, 81st Cong., 2nd Sess., Ser. No. 14, Part 4A, p. 967. 


You 
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Markham’s total argument turns price leadership into either an ineffectual 
or exotic market practice. His conclusions are sanguine: barometric price 
leadership gives the same results as competition; price leadership has limited 
effectiveness even under the most propitious conditions and can be effective 
only under extraordinary conditions. And if perchance a dominant firm is an 
effective leader, one need only wait a little while and new firms will emerge 
to end its dominance (p. 896). Perhaps one should ask whether very different ` 
conclusions are not at least equally correct? 

ALFRED R. OXENFELDT* 


= * The author is associate professor of economics in the City souree of New York. 
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Welfare Cotisidlerations: in Economics: A Reply 


Dr. Enke’s review of my Social Economy and the Price System, in the 
September (1951) number of the American Economic Review, raises issues 
concerning the scope of economics, the problem of inequality, and the réle of 
the state, that warrant some brief comments. , 

1. The first of these issues is raised by his statement that my book “can 
hardly be intended for professional economists, for it does not contribute to. 
value theory, income theory, or distribution theory.”. The central problem òf 
the book is to study the potentialities and limitations of a normative price 
system as a mechanism for guiding the economic process toward goals of 
social economy. This involves the application of the theories mentioned to | 
the problems of economic welfare. It is just such applications that consti-. 
tute the ultimate end and justification for the study of economics, and they 
have rightly engaged the attention of professional economists from ‘the very 
. beginning. Recent efforts to construct a body of welfare economics on strictly 

scientific principles leave too much of the welfare out. It is time to shift 
the emphasis; not so much in the tradition of Pigou as in that of Hobson, 
- Tawney, Cannan, and others. 

2. The problem of inequality, again, is one: Abou which many able econ- 
omists and philosophers have expressed concern. An effort to deal with it 
dispassionately, in carefully reasoned terms, can hardly be dismissed as “envy 
of the well-to-do.” 

3. All intelligent discussion of the réle of the state as an parenc for pro- 
moting economic welfare is precluded if proposals for useful action by the 
state are to be prejudged at the outset as “politically naive.” It can be con- 
ceded that the state (like all human institutions) is an imperfect agency. 
But socio-economic problems are mostly collective problems that we can 

cope with only by collective action. 
RAYMOND T. BYE 


Monetary Policy to Combat Inflation 


Editors note—In the December, 1949 isstie of this Review, there was published a state- 
ment, “Federal Expenditure and Revenue Policy for Economic Stability,” signed by a 
group of prominent economists. The statement was prepared at a conference sponsored 
by the National Planning Association and was transmitted to the Joint Committee on the ; 
Economic Report. The present statement, also sponsored by the National Planning Aso- 
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ciation, was prepared at a conference at Princeton, N. J., October 12-14, 1951. The's signers 
were James W. Angell, George L. Bach, Howard R. Bowen, Lester V. ‘Chandler, Howard 
S. Ellis, Milton Friedman, Albert G. Hart, Charles J. Hitch, Simeon E. Leland, Roland I. 


Robinson, Paul A. Samuelson, Lawrence H. Seltzer, H. Christian Sonne, Herbert Stein, 
‘ Henry E. Villard, Donald H. Wallace, and Charles R. Whittlesey. 


Other participants in the conference who did not sign were E. A. Goldenweiser, 
A. H. Hansen, R. A. Musgrave and Jacob Viner. The statement has been printed in a 
Joint Committee Print, Monetary Policy and the Management of the Public Debt, 
Part 2. In view of its erat interest to economists it is reprinted below with complete 
footnotes, 


The program for strengthening America’s defenses creates a serious danger 
of inflation which may be with us intermittently or continuously for some 
years. It is essential that we deal with this inflation problem more effectively 
than in recent years and in ways that will promote healthy growth of the econ- 


‘omy. This will require a coordinated program .of general financial measures 


adequate to prevent ‘a significant excess of the total monetary demand for 
goods and services over the total supply, at stable prices. Such a program 
should include: 

Adequate taxation 

Economy in government expenditures 

Effective control of credit — a 

Proper handling of the government debt 

Encouragement of private savings 


In addition, there is general agreement among the members of this con- 
ference that the government should have power to allocate scarce materials. 
Most of us also believe that under some circumstances the prevention of infla- 
tion requires certain direct controls over wages and prices—either selective 
or comprehensive; a few of us believe that such controls are unnecessary. - 


We all agree, however, that price and. wage controls are, at best, a necessary 


evil and that a program to prevent inflation, whatever direct controls it may 
contain, will succeed only if it includes fiscal and monetary measures ade- 
quate to eliminate excess monetary demand. 

Excess monetary demand can be reduced by taxation that reduces spending 
power; it can also be reduced by monetary measures that increase the cost 
or reduce the availability of credit and limit the supply of money. The more 
we tax, the less we need to rely on stringent monetary policy; the more string- 
ent our monetary policy, the less taxation will be needed to prevent inflation. 
For example, a government surplus with an easy money policy or a gov- 
ernment deficit with a tight money policy might each have the same effect 
on total inflationary pressure. 

While inflation is not the only situation with which monetary Salley: may 
have to deal, the present statement deals neither with problems of deflation 
nor with those of all-out war, but concentrates on the use of monetary policy 
to meet an inflationary situation during the present defense period. Without 
implying that the present tax structure is adequate nor that still higher 
tax rates may not be required, our basic conclusion<is that monetary policy 
should play a more active role in limiting inflation than it has played in the 
recent past. — 
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_ Recommendations 


The amount that individuals and businesses desire to spend is powerfully 
influenced both by the volume of credit.that is available to them and by the 
volume of money and other liquid assets they already possess. Monetary 
policy covers the whole range of measures affecting these influences on spend- ` 
ing, and the following eee are directed to monetary policy 
in this broad sense. - 


Recommendation 1 


The central contribution that monetary policy can make to the control 
of inflation is to control the reserve position of the banking system so as to 
restrict the supply of credit. The main specific technique for restricting the 
`. volume of bank reserves is the sale by the Federal Reserve authorities of 
securities in the open market, re-enforced by a rediscount policy that limits 
bank borrowing.. The reserve position of banks can also be tightened by an. 
- Increase in reserve requirements, but restrictive monetary policy need not wait 
- for the new legislation this method would require. 

In our judgment, the failure to utilize existing monetary powers adequately 
in the period since the war must bear a-significant share of the responsibility 
_ for the inflation’ that we have experienced. In reaching this judgment, we 
have considered the repercussions of the exercise of such power on the econ- 
omy ‘in general and on the bond market in particular. It is our judgment 
that fuller use of existing Federal Reserve powers can make a major contri- 
bution to restraining innauonary pressures.. 


Recommendation Il 


Fuller use of existing Federal Reserve powers to counter. inflationary pres- 
sures might on some occasions result in substantial declines in the prices of 
government securities or substantial rises in their yields. This result would 
not in itself justify giving up a policy of monetary restriction that is re- 
quired for economic stabilization. It may, however, call for action from time 
to time to keep declines in security prices orderly. But we do not believe 
that Federal Reserve purchases of government securities to maintain orderly ` 
conditions need involve any net purchases over a significant period of time 
that would not have been required by general economic stabilization. 

In addition, it. may be desirable to.temper the use of monetary restriction 
-if circumstances arise in which the contribution of further restriction to’eco- 
nomic stability would be too small to compensate for possibly undesirable con- 
sequences of the decline-in the prices of government securities or the rise 
in their yields. Among such possibly undesirable consequences are capital 
losses for banks and other financial institutions; redistribution of income asso- 
ciated with a rise in interest payments; discouragement of saving as a result 
of fluctuations in government security prices; effects on the terms on which 
investors will, purchase government and other securities; and changes in the 
willingness of business enterprises H ii on the KARET markets to make 
real investments, 
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It is difficult to predict in advance the extent to which monetary restric- 
tion will contribute.to the prevention of inflation in any particular situation, 
‘or whether any accompanying decline in government security prices or rise in 
yields will produce seriously undesirable consequences. Hence, the policy of 
monetary restriction described in Recommendation I must be subject to con- 
tinuous reappraisal. 


Recommendation LI 


The impact of restrictive monetary policy on the prices and yields əf gov- 
ernment securities can be moderated by a number of devices. While we have 
not studied such devices in detail, we believe that the following are suff- 
ciently promising to justify serious examination with a view to possible adop- 
tion: (a) the imposition of reserve requirements by classes of bank assets - 
instead of, or in addition to, present requirements against bank deposits, the 
level of ‘requirements to be lower on government securities than on other 
assets; (b) the establishment of limits on the aggregate amount of loans and 
investments other than government securities that may be held by individual 
banks, the limits to be determined by objective and non-discriminatory rules 
such as reference to a base date, with provision for transfers of quotas among 
banks and for reasonable classification and adjustments to care for defense 
needs and remove inequities; (c) the imposition of requirements that banks 
hold secondary reserves in the form of government securities equal to a 
specified fraction of their assets or their deposits. If one or more of these 
devices were found suitable for adoption, the power to use it should be given 
to the Federal Reserve authorities. But consideration of these devices or of 
other measures included in subsequent recommendations should not be made 
an excuse or occasion for delay in the appropriate use of existing powers. 


` 


Recommendation IV ; - 


The existing powers of the Federal Reserve authorities over the reserve 
position of banks should be strengthened by additional legislation (a) giving 
the Federal Reserve power to incréase cash reserve requirements against de- 
posits above the present maximum level and to impose a special reserve 
requirement against increases in.deposits of individual banks after a stipu- 
lated date, with provision for reasonable classification and adjustment to 
care for defense needs and to remove inequities; and (b) making the reserve 
requirement for banks which are not members of the Federal Reserve 
System correspond to those of comparable member banks. These additional 
powers are desirable to improve the long-run effectiveness of the Federal - 
Reserve System, but their absence should not excuse delay in the use of 
existing powers. 


Recommendation V 


We make no attempt to offer detailed proposals on the specific types of 
securities to be issued by the Treasury. We do, however, recommend that a 
substantial part of the debt be in the form of securities which contain strong 
incentives for investors to hold them to maturity. As far as possible, the bal- 
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ance of the debt should be in’ the form of securities that will not give rise . 
. to frequent or persistent pressure for Federal Reserve support. 


Recommendation VI 


In a defense period, selective credit controls (such as- those EE to 
consumer credit and housing credit) can assist in the diversion of par- 
ticular resources from less essential activities to defense-related uses. These 
controls. will also reduce somewhat the extent to which general monetary 
restrictions need be applied. 


Recommendation VII 


We endorse the following statement, made i in January, 1950, by the Douglas 
Subcommittee on Monetary, Credit, and Fiscal Policies: 


. the restoration of free convertibility of our money into gold would 

be neither a reliable nor an effective guard against serious inflation. . 
There is no reason to believe that a requirement of redeemability into 
` gold would promote wise monetary and credit policies; in fact, past ex- 
perience indicates that it would at times endanger such policies... .* 


Recommendation VIII 


Increased saving can make a significant contribution to the restraint of 
inflationary pressures. Study should be given to the issuance of new types 
of securities that may encourage saving, such as bonds of constant purchas- . 
ing power (which might be particularly appropriate for purchase by Social 
Security and pension funds), annuities in excess of those provided under the - 
present Social Security program, and savings bonds offering strong induce- 
ments for retention to maturity by the original purchaser. 


Recommendation IX 


. The policies of government lending and loan-guaranteeing agencies should 
be made consistent with other fiscal and monetary policies. These agencies 
_ exert a significant influence on the cost and availability of credit for major 
sectors of the economy, and their actions have frequently run counter to the 
needs of general economic stabilization. In making these recommendations, 
we are, of course, aware.that other aspects of national policy besides general 
stabilization must be considered. 


Recommendation X 


Full and effective utilization of monetary powers requires ardoan of- 
. the policies of the various government agencies whose actions affect the vol- - 
ume and availability of credit—especially the Treasury Department and the 
Federal Reserve System. We recommend, therefore, that steps be taken 
immediately to establish an effective coordinating mechanism to ensure that 
all agencies concerned with monetary problems follow consistent and mutu- 
ally supporting economic policies, LO 
1 Monetary, Credit, and Fiscal Policies, Report of the Subcommittees on Monetary, Credit, 


and Fiscal Policies of the Joint Committee on the Economic Report, 81st Congress, 2nd 
session, Document 129, p.. 43, 


a 
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FOOTNOTES By SIGNERS 


To the Statement as a Whole 
Paul A. Samuelson and Charles R. Whittlesey 


This statement points in the right direction but exaggerates the potency . 
of monetary policy relative to fiscal policy, selective credit policies, and other 
more direct controls. We also believe that many of the policies mentioned 
should have further. discussion, analysis, and observation before being ap- 
plied even experimentally. 


- To Recommendation I ; 
Lawrence H. Seltzer - 

This recommendation contemplates action more violent than I consider 
necessary or advisable in the present circumstances. Barring a marked in- 
crease in the turnover of money, it is only necessary to limit further addi- 
tions to member bank reserves to the amounts the economy can use without 
inflation, not to reduce them nor to increase cash reserve requirements. 
Among the evils from which we have not suffered during the past few years. 
are unemployment, low profits, falling prices, and a stagnant or declining 
level of output. Inflation is not necessary to avoid these evils, but violent 
deflation is pretty sure'to produce them. Let us by all means strive to keep 
the expansion of credit within limits that avoid inflation, but let us also avoid 
violent deflation. 


To Recommendation H 


Milton Friedman and Roland I. Robinson 


We do not concur in Recommendation I. “Orderly markets” has become 
a semantic cloak hiding the desire to resist all price declines. Moreover, the 
coùsequences of monetary action listed as “possibly undesirable” are mostly 
trivial, imaginary, or—where real—not undesirable. 

If truly undesirable consequences should develop, the appropriate remedy 
would be higher taxes, which’ would make a lower level of interest rates con- 
sistent with avoiding inflation. 


To Recommendation IlI 
‘Milton Friedman 


I ieseni from this recommendation because the devices listed would re- . 


duce the efficiency of our private credit system by altering, in‘essentially ar- 
bitrary ways, relative yields on various classes of private loans and securities. 
I see no counterbalancing advantage. 


=: _ Charles J. Hitch 


I must oppose as unnecessary, administratively undesirable, and incon- 
sistent with the- efficient operation of a free enterprise economy proposals like 
Recommendation UI (b) which involve quota restrictions on the lending 
activities of individual banks. 


` 
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To Recommendation IV 


George L. Bach and Milton Friedman 


These powers are unnecessary, The Federal Reserve already has ample 
power to control the volume of money through open-market operations; its 
unwillingness to use existing powers will not be solved by giving it still 
more-power. j 

; Milton Friedman 


“These powers are also undesirable—the first, because it is less flexible than 
open-market operations, the second, because its impact depends on the acci-” 
_dental position of the banks on the base date. 
Herbert Stein 

‘The proposed measures should receive further examination and be adopted 
only if thoroughstudy indicates their desirability. 
To Recommendation V . 

Roland I. Robinson 

If the last sentence of this recommendation is interpreted as adverse to 

_ the use of long-term marketable Treasury securities, I demur. 


To Ae OPES VI 


Milton Friedman 


I disapprove of selective credit controls. Such controls, like ohe “direct” 
controls, are an inequitable and inefficient means of altering resource alloca- 
tion, The “interest rate,” despite admitted deficiencies, will do a far better 
job. 

To. Recommendation X . 
Eas Lester V. Chandler i 

While agreeing that better methods of integrating monetary, credit, and 
fiscal policies are desirable, I disapprove of this proposed method and feel 
that its full implications have not been adequately considered. 

Roland I. Robinson 


In a democracy profound disagreement on policy is to be expected. I do 
not believe that recent policy disputes have created such a lack of reasonable 
cooperation at the operating level as to require administrative reorganization. 

FOOTNOTES BY OTHER Economists ATTENDING THE MEETING . 


The economists whose footnotes appear below attended the conference, 
but did not sign the statement: 


E. A. Goldenweiser 


While I agree that vigorous monetary action is essential in an inflationary. 
period, the statement includes so many propitiatory qualifications that the 
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general position loses much of its force. Also there are many matters of detail. 
and emphasis on which I differ. Consequently I am unable to sign. 


Alvin H. Hansen 


The statement implies that monetary policy is more potent than it actually | 
. is. In particular, the third paragraph is far too sweeping in alleging perfect 
substitutability of monetary for fiscal policy to control inflation. We face in- 
flationary pressures which cannot: be controlled by monetary policy unac- 
companied by tax increases except at the cost of serious repercussions on 
production. 

Vigorous monetary policy should be undertaken diiy if its impact on gov- 
ernment security prices is moderated by some ‘of the devices advocated in 
Recommendation II. Hence, I disagree with the conclusion which places 
much responsibility for recent inflation on the monetary authorities. Expecta- 
tions caused by Korea were bound to result in price-increases; their preven- 
tion by monetary action alone would certainly have injured the economy. 


Richard Musgrave 


Snake does not permit me to state the qualifications, on a few major 
and several minor points, which would enable me to sign. I agree entirely that 
effective stabilization requires a supporting monetary policy, but I believe 
that the extent to which the Federal Reserve can or should apply general 
credit restriction’ (and the extent to which the disadvantages mentioned in 
the statement may be avoided) depends greatly on whether measures such 
as those listed in Recommendations III and V are taken. Also; selective 
controls, rather than help “somewhat,” can do an important part of the job, 
thus reducing the range of necessary interference with Treasury operations. 
, Finally, the issue is not whether some degree of credit restriction can check 
inflation (it obviously can), but what degree of restriction and rise in interest 
is now needed. Since we know little about this, or the magnitude of adverse 
effects, the whole is a matter of judgment. Considering the stakes, it is all 
important that activation of monetary ‘policy be framed so as to minimize 
the risks involved. 
Jacob Viner 


I am in agreement with the statement insofar as it stresses the importance 
of increased use of monetary policy to combat inflation. My unwillingness 
to sign it is due to my belief that the support here given to vigorous use of 
money. policy is tog weak and excessively qualified. 


~ 


BOOK REVIEWS 


Se 


fas: Economic Theory; General Economics 


The Life of John Maynard Keynes. By Roy F. Harrop. (New York: Hai- 
court-Brace. London: Macmillan. 1951. Pp. xvi, 674. $7.50.) 


~ It would be pure’ supererogation for me to stress here the broad general 
appeal ‘which all reviewers have recognized in this truly fascinating book. 
This reviewer did not know Keynes personally and therefore cannot say: 
whether the portrait of Keynes, the man, is`wholly accurate. But that it is - 
always. vivid can be attested by any reader. Some criticism has been made of 
the style as occasionally awkward and self-conscious, but much the same — 

criticisms can be made of Boswell’s “Johnson.” This book is alive, and I 
think it will be-alive long after we are all dead. Mr.. Harrod carries the reader 
straight through Keynes’ life in chronological order. Popular redders will un- 
doubtedly find the first part the most interesting. But whether we are reading 
of Keynes’ boyhood at Eton, or of his Bloomsbury friends, or of his later 
: government work, the ‘intetest is always sustained.. Economics, history, philos“ 
ophy; literature, and (almost) -gossip are all piled bOpeHIER: I do not recall 
ever reading anything that entertained me more. 3 
' Since it is impossible to cover such an array of material i in a short review, ~ 
I: propose to concentrate here. ‘upon ‘Mr. Harrod’s account of Keynes’ eco- 
nomics~—more especially the economics of the General- Theory. How complete 
' is Harrod’s account of the Keynesian schema? An answer is not always easy. 
In particular, the reviewer-has to disentangle three things: (1) .Harrod’s ac- 
count of Keynes’ economics; (2) Harrod’s own recent economics; and 

(3) Keynes’ account of Keynes’ economics. 

' We shall not be able to spend much time on (2). Possibly the economics 


`, implied in some of Harrod’s descriptions of Keynes’ ideas is not entirely con- 


sistent with some of Harrod’s own recent writing,. but I may be wrong in 
this. In any event it would require minute exegesis to substantiate it. What - 
"I do want to do here is ask whether Harrod’s version of Keynes’ theory 
_ is always sufficiently broad and inclusive. The fact may be that when a great 
man first has a new idea he is likely to express it in a very dogmatic and 
over-simplified form. And those who were his pupils, then, tend to ‘carry. 
with.them through life preconceptions. derived from. this initial version. Such. . 
may possibly be Harrod’s case. To be more specific. I do not doubt that Har- ` 
. rod’s model of Keynes’ system can be found in the General Theory. But_I 
would suggest that several other models can be found there too. |. 
Harrod’s version of Keynes comes generally under the head of what has : 
often “been called. “streamlined” Keynesianism. Like many streamlined Key- 
nesians Harrod shows some tendency (in this-book) to confuse Keynes’ spe- ` 
cial, tentative assumptions with Keynes’ General Theory. The basic assump- 
tion, I suggest, of all eae models, i is TAE idea that there i is a nea 
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~ 


BOOK REVIEWS ` "393 . 


mechanical relationship between the consumption level-and the stock of 

‘socially usable capital. On that basis it is possible to show how the process 

of net investment gradually eats away investment opportunities until the 

marginal efficiency of capital falls below the minimum liquidity-pteference 

- Interest rate, investment stops and unemployment crisis begins. Autonomous © 
upward shifts of the marginal efficiency. of capital schedules : are generally 

~ overlooked. | 

But to use this model, universally, leaves out of account the extremely 
limiting assumptions made by Keynes. “We take as given the existing skill 
and quantity of available labour, the existing quality and quantity of avail- 
able equipment, the existing techniques, the degree of competition, the tastes 
and habits of the consumer” (General Theory, p. 245). Only on those terms 
did Keynes make his mechanical assumptions. And then he went on to say, 
‘This does not mean that we assume these factors to be constant, but merely 
that, in this place and context, we are not considering or taking into account 
the effects and consequences of changes in them” (italics supplied). Again 
- Keynes did not hold that “a rise in the-rate of interest will decrease the actual 
aggregate of saving.’ ” He said (General Theory,.p. 111) “(assuming no - 
favorable change in the demand schedule for investment” [italics supplied} ). 
Harrod, however, comes close to laying it down. flatly. that a “decreased pro- 
. pensity- to consume will not be balanced by an aes propensity to in- 
vest” (p. 458). 

The tendency ‘to think in terms of a fixed narginal day of capital. 
(M.E.C.) schedule also leads Harrod (p. 455) to omit explanation of 
Keynes’ concession of a possible direct effect of money wage cuts upon em- 
ployment via the stimuli to the MEC. Keynes wrote “A general reduction 
[in money-wages] may also produce an optimistic tone in the minds of 
- entrepreneurs, which may-break through a vicious circle of unduly pessimistic 
estimates of the marginal efficiency of capital and thus set things Moving 
again on a more normal basis of expectation” (General Theory, p. 264). 
Harrod leaves this. qualification out entirely though presumably it is to be 
understood as included among the “further minor concessions” whose existence 
he mentions. 

Because of this rather restricted version of Keynes theory, Harrod’s con- 
clusions on “Keynesian” policy seem somewhat over-simplified also. Regarding 
the rate of interest, especially, I suggest that Mr. Harrod tends-to be a bit 
sweeping. He writes “As a consequence of this general approach, and also of 
Keynes’ specific pleading, it was-not thought desirable, or indeed possible to ` 
- check inflation’ by high interest rates. It would bé quite safe to flood the 
market with liquid paper and keep the government interest rate at a low 
level. If Americans wish. to assess Keynes’ influence in their country, they 
should think, not of the New Deal, but of the low rates at which they were 
able to finance the Second. World War. That was Keynes’: personal contribu-. 
` tion to American prosperity—one of no little moment” (p. 492). 

But may this not also have been to some extent Keynes’ personal contribu- 
tion. to American inflation?: Furthermore, to the extent that Harrod’s ideas 
may be founded upon the ae that: Keynes j had a universally 
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“purely” monetary theory , of interest (other than “by definition”), and Har: 
rod comes close to saying as much on page 459, it seems to me an over- 
simplification of Keynesian doctrine. I certainly do not think that the preven- 
tion of war inflation could have been handled by the interest rate alone. But 
I also do not think, and I do not believe it follows from Keynes’ theory, fully 
expressed; that it would necessarily be “quite safe” to “flood the market 
with liquid paper.” It is conceivable to me, for reasons shortly to be given, 
that if Keynes were alive today he might well be writing memoranda in sup- 
port of the Federal Reserve System’s attempts at credit restriction and rais- 
ing the rate of interest! 

How far, and to what extent, Lord Keynes’ Tone had changed, or de- 
veloped, toward the last, will naturally always be a debatable question. His 
last article, of course, shows an unquestionable increase in emphasis upon 
more orthodox international trade ideas. But I am inclined to suggest there 
were other developments too. 

Mr. Harrod’s selection of evidence on this point seems somewhat lacking in 
breadth. For example, if Lord Keynes approved Harrod’s “Keynes and Tra- 
_ ditional Theory,™ he also approved the general argument of the writer’s 

“Future of Keynesian Economics.’”* And the man who found no “Major 
matters on which I wanted to challenge your accuracy” in that article, and 
“liked” it “very much” could not possibly have believed that the rate of in- 
terest was always a purely monetary phenomenon.’ 

Again Dr. John H. Williams of Harvard wrote in May 1948: “In my last 
talk with Keynes, a few months before his death, it was clear that he had 
‘got far away from his ‘euthanasia of the rentier.’ He complained that the 
easy money policy was being pushed too far, both in England and here, and 
emphasized interest as an element of income, and its basic importance in the 
structure and functioning of private capitalism. He was amused by my re- 
mark that it was time for him to write another book, because the all-out easy 
money policy was being preached in his name, and replied that he did think 
he ought to keep one jump ahead.”* This note ig also omitted from the Life. | 

Finally, though I have not seen the text of the Salant-Keynes correspond- 
ence, mentioned by Harrod on pages 508-9, would it not have been better, 
in view of the many rumors relating thereto, to give us something more than 
a brief abridgement and one passage of compliments. Problems like these are 
always matters of judgment. But I wish that the selection of evidence had 
been a bit more inclusive. 

Because of lack of space only a few more points can be mentioned. Har- 
rod’s account of Keynes’ writing, during the crisis of the ‘twenties, confirms 
me still more in the opinion that for a variety of reasons Keynes refused, 


*R, F. Harrod, The Life of J. M. Keynes (New York, 1950), p. i The New Eco- 
nomics, S. E. Harris, Ed. (New York, 1947). 

* American Economic Review, Vol. XXXV (June, 1945), pp. 284-307. 

"Cf. D. M. Wright, “Mr. Harrod and Growth Economics,” Rev. Econ. and Statistics, 
Vol. XXXI, No.4 (Nov. 1949), pp. 322-28. 

1 “Proceedings,” American Economic Review, Vol. XXXVII, No. 2 (May, 1948), p 
287, note 33. ; 
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almost to the end, to face the fundamental problem of how to maintain Brit- 
ish real wage rates in the face of declining relative productivity. But I have 
explained my ideas on this point in my review of Klein’s Keynesian Revolu- 
tion." I was however struck to read (p. 427) that so liberal a man as Keynes, 
. and one who was so often himself a dissenter, should have “challenged the 
right of a single individual to put in a minority report” when Lionel Robbins 
dissented from the majority in the report on the tariff. Harrod writes con- 
cerning Robbins: “He was no. doubt ‘difficult? and Keynes felt this.” 

There are a multitude of points that have gone unmentioned but I will 
_ Stop with only one. In the Life of Keynes it is repeatedly suggested (pp. 434, 
- 451, 452) that Professor D. H. Robertson, in Keynes’ opinion, could not 

“understand” what Keynes was trying to say. But after re-reading Profes- 
“sor Robertson’s “Mr. Keynes and the Rate of Interest” in his Essays in 
Monetary Theory, an alternative interpretation has occurred to me. Could 
it not be that Robertson (who after all was hailed by Keynes as his intellec- 
tual “father”) understood Keynes’ argument better than Keynes often did 
himself? 

As I end this review I find that limitations of space isu led me to con- 
centrate mostly upon points of criticism. The resulting impression, I fear, 
may be most misleading. Mr. Harrod has written an outstanding book, a 
fascinating book, and one for which we should all feel indebted. I do not 

_ wish my criticisms of detail to obscure the feeling of gratitude which all of - 
us must have for his labors. Harrod’s Life will always be indispensable to an 
understanding of Keynes—his life, times, and teachings. 

DAvip McCorp WRIGHT 

University of Virginia 
* American Economic Review, Vol. XXXVIII, No. 1 (March, 1948), p. 145. 


Ten Great Economists—from Marx to Keynes. By Joszpa A. SCHUMPETER. 
(New York: Oxford University Press. 1951. Pp. xiv, 305. $4.75.) 


This collection of essays is important for the light thrown on Schumpeter 
himself as well as for the insight given into the minds and writings of the 
subjects of his analysis. The systematizing, synthesizing predilection of 
Schumpeter—in preference to a more critical approach to the writings of 
any particular economist or to economic science in general, which might 
destroy or delay the construction of the complete logical edifice that was 
so dear tq his own thinking processes—is abundantly illustrated throughout. 
Perhaps the essay on Böhm-Bawerk offers the best example of his aesthetic 
interest in logical construction. In general, it is no accident that he used 
architectural metaphors to give life to his own architectonic concepts in 
economic analysis. 

The blend in this collection—biography, interpretation of the ideas of 
others, and Schumpeterian generalization of these ideas on a scale that sur- 
passed the efforts of the authors themselves—is an excellent medium for dis- 

-playing Schumpeter’s talents, erudition, and other leading characteristics. 
His streak of generosity is always apparent, even when he was out of 
sympathy with much of what he was appraising. His strong histrionic trait, 
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aie ee itself . in his showmanship, also appears one That is ` 


l probably at the bottom of the impish daring, amounting sometimes to rash- 
ness, in his more startling generalizations, although in many cases the en- 
suing shock is simply. a question of the form in which he chooses to express 
. himself. Nevertheless, such a statement as ‘“Marx’s . .. theory of history is 
not more materialistic than is any other attempt to account for the historic 
process by the means at the command of empirical science” (p. 12)-is mis- 
` leading because it diverts -attention from the excessive reliance placed by 
Marx on ‘the two propositions to which Schumpeter thinks the theory can be 
reducéd. Even if these particular propositions were valid empirical generaliza- 
tions, this excess would still be a great weakness in the Marxian analysis. 

- The reader may be provoked into reading or even re-reading Marx by 
the bold and sweeping characterization of this essay, but few will accept it 
as substantiating - the claim to include Marx in the ranks of the great on a 
par with the nine economists proper in the list. Schumpeter recognized that 


‘Marx “bent the import of his final results” (p. 25); but this is hardly'a . ` 


- severe enough judgment on the willingness of Marx to jettison theories and . 

tO warp logic to suit his purposes. And his obiter dictum that. Marx had a 
profound vision, because “even though Marx’s facts and reasoning were 
- still more at fault, than they are, his result might nevertheless be true so far 


_ a3 it simply avers: that capitalist evolution will. destroy the foundations of 


capitalistic society” (p. 53), may put Marx in the front rank of the necro- 
mancers but hardly of the economists. 

.  In-a short review it is impossible to comment .on each of the succeeding” 
_ nine Great Economists—Walras, Menger, Marshall, Pareto, Böhm-Bawerk; 
 Taussig, Fisher, Mitchell and ‘Keynes—arrayed in an order that seems to. 
have been. chosen according to date of birth. (If death had been the criterion - 
. instead, Böhm-Bawerk. would have moved up to third place. Another pos-.. 
sible criterion, more rational from the standpoint of what the-book reveals 
of. Schumpeter, would have been date of writing.) To the ten Great, three 
others are appended, Knapp, Wieser and Bortkiewicz; for whom Schumpeter 
wrote short obituary noticés. In the case of Wieser this relegation implies no 
. judgment by Schumpeter that he was less than Great, for in the essay on _ 
_Menger, who “belongs to those who have demolished the. ‘existing structure 
' ‘of .a science and put it on entirely new foundations” (p. 83), Wieser was 
. described as an intellectual peer working ‘“‘at the same level of original 
power” (p. 89) in founding the Austrian School. 

. The essays on Walras, Menger and Böhm-Bawerk were translated from the 
German, and it should be noted that Schumpeter was singularly fortunate 
to have left three pupils skilled in this difficult art, capable. of writing English ` 
to match his own impressive style. For despite his frequent involutions (more . 
in evidence in his German than in hig English) Schumpeter was a stylist, 
and this was one basis for his admiration of the Essays in Biography of his 
great contemporary Keynes, His review of this collection, written on board 
l ship i in 1933 after one of his last adventurings in Europe ‘while still steeped 
in the glories of the cathedrals of France, was fresh in Schumpeter’s mind 
when he wrote his obituary essay on Keynes, That Schumpeter did not _ 
_ know Keynes well is not to be wondered at, for Schumpeter was a very Con- 
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tinental European, in strong contrast to the Cambridge economists who in the 
twenty years before the war were mostly -a very self-contained group with- 
out many close contacts even with their fellow English economists. Never- 
theless, the lack of‘ close. personal friendship bred no animosity so far as 
Schumpeter was concerned, to which the present essay attests. - 

Just as Schumpeter claimed that the Essays in Biography. “sheds more light 


_ on Keynes . . . than does any other publication of his” (p. 260), so in his 


writing on Keynes light is shed on Schumpeter. The essay shows his penetrat- ` 
ing understanding and his knowledge of the Keynesian literature surrounding 
the work of the master. It shows his generosity, for while he was critical, he’ 
could have pushed his criticism much farther, but he preferred to say of 
Keynes: “If we place ourselves on the standpoint of Keynesian orthodoxy 
and choose to accept his vision of the economic process of our age as the. 
gift of the genius whose glance pierced through the welter of surface phe- 
nomena to the simple essentials that lie below, then there can be little ob- 
jection to his aggregative analysis that produced his results” (p. 282). This 
is what Schumpeter in his dominant mood liked to do himself. And in many 
respects the essay illustrates his power of and liking for grand generaliza- 

_ tion. In the end He compares Keynes with Marx, it being possible to admire 
him “even though one may consider his social vision to be wrong and every . . 
one of his propositions to be misleading” (p. 291). He attributes to Keynes 
a “genuine” school—professing allegiance to One Master and One Doctrine 
—-the like of which is to be found only twice in the history of economics, in 
the case of the Physiocrats and Marx. He also compares the influence of 
Keynes in British affairs to that of Churchill, which grew “until nobody 
thought of challenging it.” This last generalization must cause many sceptical 
eyebrows to be raised, but it illustratės both the generosity and the showman- 
ship. 

The many references to “schools” of economists in this book evokes a 
. memory of Schumpeter’s first lecture at Harvard in 1927, which displayed 
his superb showmanship and his weakness for daring. generalization. After 
underlining that he had inherited: the title of the ‘course, Modern Schools of 
Economic Thought, he confessed little interest in classifying economists in 

‘schools, though allowing that they often possess strong distinguishing charac- 

_teristics. This was the prelude to a series of characterizations of (then) living 
" economists of several nations, ending by the disposal of a prominent Swedish 
_ economist as.1 per cent Walras and 99 per cent water. 

Of course this mood was momentary, as the treatment of “schools” in his 
Dogmen- und Methodengeschichte shows, and the generalization. was a 
caricature, but the lecture served its histrionic purpose. On a more serious 
plane, the essays under review will do likewise. Their provocative generaliza- 
tions will be stimuli, impelling the reader to turn to the original writings; 
while their penetrating flashes of insight, intermingled with sustained exposi- 
tion of the economic analysis of the various authors, will prove to be valuable 
as guideposts to.all who decide to carry their studies further. 

eves OPIE 
The Brookings Institution Aag v4 
Washington, D.C. ~ a ` T 
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The Foundations of Economics. History and Theory in ih Analysis. of 


Economic Reality. By WALTER Eucken. 6th ed. Translated from the- — 


t German by T. W. Hutchison, with an introduction by F. A. Lutz. (Chi- 
cago: University of Chicago Press: 1951. Pp. 358. $4.75.) 

This unusual book sets out a fresh approach to the fundamental questions 
that economics seeks to answer. In this pursuit numerous observations from 
contemporary economic life and history are considered: (1) to. test the as- 
sumptions underlying some of the most popular methods in economic thought; © 
(2) to find an orderly frame of reference by which to organize the existing 
body of theoretical knowledge;. and (3) to obtain a sound procedure for the 
scientific analysis of economic life. (This tripartition indicates, roughly, the 
organization of the book.) The basic observation “that every science as. it 
develops, comes in danger of losing its direct grasp. . . . Economics is now 
in this position. It can only find a firm foundation by looking squarely at the 
facts and by asking simple decisive questions about them” is certainly as 
valid today as it was at,the first writing of this book twelve years ago. Dur- 
ing this period the book has not only aroused a lively discussion on methodo- 
logical issues among European economists but also stimulated some actual 
research along the lines it proposes (references in the book). While it con- 
tains casual contributions to economic theory proper (e.g., of the centrally 
. directed economy [p. 119 ff.] or of monopolistic competition [p. 133 ff.]), its. - 
main significance is on the methodological level. Here the powerful tool of 
. Morphology is developed, which short of an adequate brief definition may be 
-= described here as the analysis af. forms in which the economic process can 
occur. In the Foundations the morphology is actually applied to a recon- 
struction of economic theory. Emphasis is placed on the systematic aspects; 
only the key parts of elementary theory are worked out in detail, repetition of 
familiar material being carefully avoided. 

This is a book of first rank which by its power of clarification and posi- 
tive stimulation will well reward the American student. Its very concern with | 
the elements of all economic thought should make it interesting to a large | 
audience among economists. By a simple and well-arranged presentation and 
lucid style, admirably preserved in the English translation, i reading is 
‘a rare intellectual pleasure. 

The first German edition of the book (Grundlagen der N sue eeonia 
which differs only in minor points from the present 6th edition on which 
the translation is based was reviewed in this journal (Vol. 30 [1940], p. 587) 
by Professor F. A. Lutz. The reader may turn to this review and.the short 
introduction to the book also by F. A. Lutz, for a more detailed description 
‘of the contents of the “Foundations” and of its influence on contemporary 
European economics. 

Professor Eucken’s position on the rôle of economic theory seems significant 
enough to merit full quotation: “People of a purely empirical attitude of mind 
usually view theoretical work unfavorably and are not prepared or able to . 
appreciate its importance. They ought to realize clearly that they are deny- 
ing themselves an understanding of economic life. This would do away with 
many of the misunderstandings of economic theory which are widely held - 


~ 


BOOK REVIEWS 399 


even among theoretical economists, for example, the view that theory con- 
sists of formulae that describe actual events, or that it represents a complete 
summary of experience, that its place comes at the end of a science, that ex- 
perience is to be contrasted with theory, and that there are theories which 
do not agree with experience or ‘practice.’ Neither can theories be deduced 
out of definitions, nor is a theory some kind of nebulous generalized ideology. 
Genuine theories arise out of the application of reason to the study of the 
facts for the purpose of the scientific explanation of the real economic world. 
Ideologies being expressions of men’s desires are frequently used as weapons 
in economic warfare, but simply obscure the view of the economic world. 
Finally, theory is not a system of concepts or definitions that has to be set 
out in advance of the study of the facts, without any basis in or relation with 
the real world. Theory properly understood does not come either at the be- 
ginning of economic studies, as the formalist economist believes, nor at the 
end, as the empiricist holds, nor separately and parallel, as the extreme dualists 
would have it but is, methodologically, at the center throughout. It is an 
instrument for. enabling us to obtain scientific experience” (p. 300). 
MARTIN BECKMANN 
Cowles Cuan for Research in Economics 
University of Chicago 


Economics of Employment. By roe P. LERNER. (New ‘York: McGraw- age 
1951. Pp. xv, 397. $4.00.) 

Income and Employment Analysts. By SIDNEY WEINTRAUB. (Ne ew York: Pit- 
man Publishing Corp. 1951. Pp. xi, 239. $3.00.) 


The two volumes here under review have been written at different levels to 
different audiences with different objectives in mind. Lerner’s Economics of 
Employment is written as an introduction to the subject presupposing no 
advance training or preparation, while Weintraub’s Income and Employment 
Analysis is aimed at the intermediate level following the introductory course. 
Lerner hopes to serve the broad and important feld of adult education and 
general readers as well as the usual academic market; Weintraub has written 
for the regular college student: Lerner’s Economics is theory and policy, 
while Weintraub deliberately “abstains from drawing policy implications 
or from spinning concrete proposals for social action.” Lerner would doubt- 
less agree that “policy transcends a knowledge of the determinants of the 
income and employment magnitude. . . . In a free economy the routes to 
full employment and high income Jevels: are numerous and multidimensional. 
Extra-economic considerations, as well as preferences and predilections, bulk 
large.” But Weintraub seeks to keep his analysis “free of preconceptions 
about an enlarged réle of government”; Lerner, in contrast, introduces the 

“missing steering wheel”—Functional Finance—in the very first chapter and 
goes on from there.’ 


* All quotations’in this paragraph are from Weintraub’s Preface, p. vii. 

* Cf. however, Lerner’s argument that “Functional Finance only brings about the sub- 
stitution of a more reasonable new rule for the old rule. It does not increase the power of 
the government” (p. 183). 
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Weintraub: bering by developing the concepts and structure of the na- ° 
tional income accounts and reviewing some of the empirical evidence regard- 
-ing the functional relationships involved. A series of chapters then analyzes 
each of the major components of aggregate demand. Special attention is 
given to the underlying economic, psychological, and institutional factors de- 

- termining their magnitude. In developing the basic functional relations enter- 
ing into the Keynesian model, particular stress is placed on the interdction 
of these functions and the implications of shifts in their positions. This basic 
model of income determination is later broadened to incorporate the addi- 
tional factors and functions needed to analyze levels of employment and 
prices. The volume concludes with chapters summarizing the recent litera- 
ture on the relationships between wage levels and employment and between 
alternative rates of investment and anticipated (and/or sustainable) rates - 
of economic growth. 

As in his Price Theory, Weintraub here offers a volume which clearly re- 
flects wide study and much thought on the author’s part. The content is 
appropriate for the intermediate level coursé whose primary focus is the 
theory of: income, employment, and general price levels ees emphasis on © 
equilibrium positions. Though the volume is not without error,’ it should be 
a successful basic text when supplemented by classroom lectures and discus- 
sion, and also by appropriate outside readings in the literature—as always’ 
seems desirable at the intermediate level. 

Lerner’s Economics of Employment is essentially an elaboration of his 
famous article on “The Economic Steering Wheel.” As the author states in 
his own preface,‘ this article (which is reproduced as the first chapter of the 
present volume) gives a “preview of the thesis of the whole book.” Two 
further preliminary chapters on the meaning and importance of full employ- 
ment are followed by an unusually lucid account at an “elementary level of , 
' the Keynesian theory of income determination. The treatment of the inter- 
relationships of income, saving and the interest rate in this model is es- 
pecially clear. Unfortunately, however—although this account of Keynesian 
theory takes up four of the five chapters which are “probably the most diffi- 
cult” part of the book-—it does not go beyond the rather primitive stage’ in 
which the money supply determines “the” interest rate and thereby the 
magnitude of investment which via a given and fixed multiplier determines an 
-equilibrium level of income. The national income enters only as something - 
‘which is definitionally equal. to total spending, and curiously enough, the 
effects of cash balances, bond holdings, and changes in real wealth on the 
consumption function are not introduced until late in the volume when they 
are needed in order to-avoid reaching a conclusion that continuing large in- 
creases in the national ‘debt would have no adverse effects at all. It is also | 
interesting to find the author telling the reader in his preface (p. viii) that 
“it is ever possible to skip these chapters (¢.e., those giving his development 


* For instance, the calculation of the marginal efficiency of capital from a projected 
income statement, p. 93; also, the intersection at pis in Pew 10.6 (A), p. oe as an 
indication of an equilibrium level of income. l 


‘Lerner, op. cit., p. vil. : 
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of Keynesian T simplified as it is®) altogether thou, ninong into 
_ serious difficulties in the ‘rest of the book.” 

But “no one should skip Chapter 8 on Functional, T. Å This i is indeed 
the heart of Lerner’s “Economics of Employment.” Previewed in Chapter 1, 
stated in Chapter 8, it is defended against critics from both. the right and 
the left in’ four chapters and given a “closer view” in another four. As is 
perfectly. appropriate in an introductory text, however, little real substance 
of an analytical or policy-determining significance is added to his previous . 
writings on the subject. Along the way a chapter on the business. cycle is in- . 
- cluded, the moral of which is simply that we really don’t need to know very 
much about the facts and the why’s and wherefore’s of cyclical fluctuations . 
to be able to administer a-program of Functional Finance with:a tolerably 
high degree of success.® The international aspects of Keynesian economics are 
well developed in another pair of.chapters, and the volume closes with a 
chapter on “Economics, Politics, and Administration” which is guardedly 
optimistic on the grounds that “although society learns slowly, it neverthe- 
less does learn.” j 

Space limitations forbid da this reviewet’s appraisal of the merits, 
limitations, and necessary modifications of Functional Finance, as such. Nor 
is. such appraisal needed here, since Lerner’s position is well known; its in- 
‘sights and genuine contributions as well as its limitations and disadvantages 
have been widely analyzed in the literature and will doubtless continue to be. 
Suffice it to say that Lerner here turns in a performance that is typical of . 
‘all his work—urbane, skillful and even ingenious in exposition,’ stimulating, 
provocative, well worth reading. Nonetheless, the volume leaves at least this 
reviewer with considerable “underlying uneasiness.” `œ . i 

At bottom, this uneasiness stems from a doubt that the real world is as 
neat and’ as very:simple as Lerner’s abstract analysis would make it-appear, 

and from a deep-seated concern over the absence of any consideration of the 


empirical basis and adequacy of the theory presented. Within its limits; the ` 


analysis is unquestionably cogent and penetrating. Once all its premises are 


*Even though~Lerner’s treatment of Keynesian theory is generally quite elementary, 
‘it should be noted that his treatment of Say’s Law and wol the pN in process, 
analysis is refreshingly stimulating and original. 

ecTt is more important to prevent business: cycles than to explain them and it is not — 
unscientific to act to prevent them without knowing the causes of the prevented fluctuations 
“in the level of spending and the causes of those causes and so on.... To suppose that it 
is necessary to know the dynamic interrelations of all economic events in order to be able 


to have a full-employment policy is like arguing that it is impossible to ride a bicycle ~ 


' because the mathematical treatment of this project is very difficult. In Functional Finance, 
as in riding a bicycle, it is sufficient to see the direction in which correction is necessary 
` and to have some notion of the general order of magnitude of the correction. We. can rely 
~ on the same stability of the system which has made it workable even -without Functional 
Finance” (pp. 317-18). 
* Granting this, many readers will doubtless feel he is eee given to striking statements, 
particularly if they are at the same'time-paradoxical. 


* The phrase is Lerner’s; cf. his review of J. R, Hicks “Contribution to the Theory of. 
the Trade Cycle,” Econometrica, Vol. 19, No. 4 (Oct., 1951), pp. 472. The grounds of 
my uneasiness are, however, very different from his. - 
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granted,” logical validity i is assured; but explicit premises are justified aiy 
by „assertion and. other conditions necessary to the adequacy and to -the 
broader validity of the argument are never indicated,!° even though such 
broader validity i is asserted ‘flatly and without qualification or restriction. H 
This volùme is not offered as “An Introduction to Some Important Parts of 
the Theory of Employment.” It professes to be The Economics of Employ- 
meni—pat and complete in all essentials.-Lerner assures us in his preface “I 
have not found it necessary to leave out any part of the heart of the oo 
ment, .,. This book does, I think, go to the bottom of things.” 

This volume includes no factual data whatsoever even on such aresamably 
-relevant things as the national income and its major components, the amount 
of employment: and the size of the labor force and its changes under varying | 

conditions, money supplies, liquid assets, types of savings, prices, and so 
` on; there is not even any reference to the fact that there have been studies 
; of such data attempting to ferret out their importance and develop empirically 

acceptable explanations of their observed behavior, let alone any indication 
_ of the character of the results of such inquiries. Are such mundane matters 

and studies irrelevant or is it simply that they are not part of Economics, 
“properly” defined? Even if the Economics of a subject is restricted by defi- 
nition to its theory, are we to infer that investigations of the degree of cor- 


° Some of Lerner’s explicit premises are unquestionably extreme: As | an illustration, the 
unquestioned fact emphasized by.Keynes that the motives. of many savers and many 
investors differ markedly and that a substantial part- of all saving and investing is done’ 
by separate groups of people becomes for Lerner a complete dichotomy for his “topsey- 
' turvey” world (ée., conditions of less than \full employment). But surely, even under . 


` these conditions, not -all thrift reduces income (cf. p. 246); witness increased corporate 


-retention of earnings to finance specific new investments, the large fraction of positive 
“personal” savings which merely reflects and directly provides for investment in unincor- 
porated business, the individual thrift which makes possible that individual’s ee 
of a new home, etc. _ 

* As a guide for policy, the adequacy and reliability of economie theory depends nat 
only on the practical relevance of the particular relationships assumed between the vari- 
ables taken into account, but also on the adequacy of the “coverage” of the theoretical 
structure itself—whether other factors not incorporated in the models are significant, The 
‘perils: of ceteris paribus are still with us even when the great’ advances of the-last two 

. decades are’ fully exploited : the leverage of excluded variables and relationships may be 
great, The problem is that Lerner never even suggests that there may be important omis- 
sions in his coverage, let alone assess their potential significance. i ni 

“Tn this, as in the question of empirical content, Lerner’s volume stands in marked 

.°. contrast to Chapters 11 through 19 of Samuelson’s Economics, which covers much of the 
same area and is aimed at about the same level and audience. See especially the latter’s 
statement (p. 394): “The reader is warned that the subject matter .. . is still-in a contro- 
versial stage... . It is idle to believe that, in the present inadequate state of our scientific: 
‘economic knowledge, economists are in agreement as to the importance of the pros and 
cons. No reader should form his opinions upon the basis of a hasty reading of some 
superficially persuasive argument.” In this reviewer’s Judgment, the need for such a warn- 
-ìng is far greater for Lerner than Samuelson, 
“P, viii. Between the two sentences quoted above, he scornfully KAET that “Many 
- alleged popularizations of difficult subjects fail because they leave out what they promise - 
to simplify. Such a procedure leaves unsatisfied the readers’ hunger for understanding and 

` adds to this injury the insult of ee that he is eee not up to understanding the true’ . 

KORR of the matter. ý i 
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respondence between the assumptions and/or the predictions of the theory and 
observable fact are immaterial so that the-only theory qualifying as Eco- 
nomics is that narrow category of pure theory based on assumptions which 
are so obviously valid as to be unquestionable? 

If at least some of these questions must be answered in the. negative, it 
would seem essential that even an introduction to the Economics of a sub- 
ject gives some reaSonably tangible indication of the empirical content of the 
world being discussed theoretically and of the world in which the policy im- 
plications of the theory would work themselves out—something which Lerner ` 
supplies only. through unsupported assertions.**. This seems especially im- 
portant in the present case because, as already indicated, Lerner is writing 
both theory and policy. Moreover, quite apart from empirical discussions 
and analyses, the theory presented in the volume seems quite limited and 
overly simplified. Lerner’s discussion, even at the level of pure theory, falls 
far short of suggesting the range of insights and theoretical considerations | 
developed in Keynes’ original general theory, let alone the important develop- 
ments of that initial analysis (often drawing on non- or pre-Keynesian the- 
ory) since made by such writers as Hart, Hansen, and Hicks. To’be sure, very 
few of these matters could be developed very far in an introductory volume, 
but given Lerner’s great skill as an expositor and the tone of his writing, the 
fact that they are not even suggested indicates his judgment that they are . 
really irrelevant or at least not very important; but once again, no empirical 
justification is offered. 

Each reader and potential user of the volume will have his own reactions 
to the issues raised. But this reviewer at least cannot avoid a feeling amount- 
ing to conviction that if this indeed be “The Economics of Employment,” 
the gap between economics, so defined, and the broad, comprehensive analysis 
_ which alone can provide an adequate base for responsible policy determination 
is far greater than he and most other economists have been prepared to admit. 

In conclusion, it should be noted that both Weintraub and Lerner make 
potentially significant contributions to the literature. While neither author’s 
contributions are fully developed or unexceptionable as they stand, they are . 
suggestive and merit the critical attention of professional specialists, They 
-will be especially valuable as fodder for graduate seminars. Weintraub’s chap- 
ter on “The Price Level” comes to grips in a stimulating way with an ele- 
ment of unquestioned importance which, until quite recently, remained. in 
the dark interstices of the Keynesian analysis. Similarly, Lerner’s distinction 
between “high level”** and “low level”! full employment, his estimate that 
the latter would involve nearly six million unemployed in this country,’® his 


4 In fairness to Lerner, it should perhaps be added that he Is, of course, not the only i 
eminent economist to have used vigorous assertion and a confident tone to mask his failure 
to supply any real empirical basis for his analysis. - 

“The level where employment is unresponsive to further increases in spending. 

* This is the level of employment beyond which increased spending begins to increase 
wages and prices as well as employment. 

18 This estimate, incidentally, involves virtually the auly quantitative empirical material 
in the book, and it is offered as the merest guess, l 
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attribution of the difference between high- and low-level ‘ : full employment” 
- exclusively to “the excessive bargaining power of labor,” his companion argu- 
- ment that “high full employment requires a wage policy rather than a price 
-policy,” and his wage policy for achieving higher levels of full employment 
without inflation’’—all these are provocative and worthy of further study, 
critical examination and development which will take account of the many | 


s difficult theoretical and practical eee they raise. 


JOHN LINTNER _ 
- H jard University l 
This is to be achieved through the device of gearing canes in individual wage rates 


to an index of “relative attractiveness” -while average wage rates increase at -3 per cent per 
annum to match average gains in productivity and thus insure a stable general prigo level. 


Histoire des Théories Economiques. By EMILE Jans. (Paris: Flammarion l 
Editeur. 1950. Pp. 329. 450.- fr.) 


This new French history of economic theories follows in the tradition es- 
tablished by F. Bouke, G. H. Bousquet and B. Nogaro. Unlike Gide and Rist 


whọ, as the author: acknowledges, evoked his interest and devotion to-the sub- 


ject, Professor James wants to free the history of economic thought from the 
normative and doctrinaire elements of thinking contained in numerous ` 
schemes of economic and social reform usually included in the Continental 


_ and English literature on the subject. To separate doctrine from theory, evalu- 


ation from explanation, and controversial value judgments from systematic 
analysis of reality—these are the aims which the author feels should guide 
the writing of history of economic thought. Moreover, -he insists that three _ 
specific objectives: need to be kept in view in such an enterprise: (1) To set 


forth the different systems of theoretical conceptualizations (models, con- 
structs) used by different schools in order to represent reality; (2) To show the 


influence which dominant philosophical systems have exerted on the evolution ` 
of economic theories; and (3) to describe the progress made in the discovery 


- : of the natural laws which govern the operation of the economic mechanism 


(“natural laws” in the sensé- of necessary relations between economic 


phenomena). | . 
- The author is aware that this kind of history of economic thought still 
remains to be written mainly because of the inherent difficulties of such an 
undertaking and partly due to the fact that the borderline between doctrine 
and theory has remained indeterminate. This accounts for the fact that while 


. the accent in his volume is clearly on the progress of economic theory, the 


author has made repeated and extensive allusions to economic “doctrine.” Let 
it be said from the very outset that within this given framework and subject 
to the qualifications which he himself recognizes, the author has succeeded 
admirably in writing a new history of economic theory which is likely to-pre- 
serve its-value for students and professional economists for a considerable 
period of.time. The success of the volume is due to several factors among 
which the following may be listed:.A judicious and balanced distribution of - 
emphasis on “theory” and “doctrine”; a -periodization of the material which 
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-~ permits the ‘author.to convey a sense of entity while at the same time 
enabling him to. highlight the interaction -of social reality, dominant philo- 
sophical conceptions and economic theory; a sense for the importance of 

- and interrelations between different elements and concepts which together 
make up the theoretical apparatus of the different schools; an extraordinary 
clarity of exposition; an attempt to carry the story of economic analysis into 
the present with a lucid summary of recent (especially Swedish) contribu- . 
tions to economic dynamics; and a very useful analysis of some subtle dis- 
tinctions of different concepts-of natural law and their influence on economic 
thought in France and England. 

A few minor criticisms concern the author’s rather traditional interpreta- 
tion of mercantilist writers (their alleged confusion of money and wealth for 
which references that are not taken out of context are still lacking); his - 
statement that Petty speaks little of rent (p. 36), whereas Petty devotes con- 
siderable space to his doctrine of “natural” and “true” rent and contrasts it 
with money rent in a-‘manner which shows complete awareness of, if it did 
not actually originate, later theories of surplus value and thinking in terms 
of equilibrium concepts; his assertion that Edgeworth and Pareto’s use of 
indifference curves created a system of pure economics independent . of 
hedonism (p. 211), whereas it is at least dehatable—and is being debated— 
whether the mere elimination of quantitative comparisons of marginal utili- 
ties while still preserving the notion of constant and given preference sched- 
ules frees pure economics from-the hedonistic calculus. But these are perhaps 
minor questions of interpretation. l 

A more searching criticism must refer to two things: (1) The absence of 
any attempt to view the emergence of a system of pure economics since 
Jevons and. his mathematical predecessors in relation to the general trend 
toward subjectivism in the general stream of thought of the latter half of the 
19th century. This is in contrast to the author’s adherence to his procedure 
in the case of medieval, classical, historical and Marxian schools of thought, 
all of which are discussed in relation to their underlying philosophical frame- 
works. The reason for this apparent neglect to inquire into the philosophical 
premises of neo-classicism may well be the fact that the author takes these - 
premises of pure economics so much for granted that it is impossible for him . 
to be either conscious of them or to make them explicit to his readers; (2) A 
slightly ambivalent attitude towards pure economics and its limitations, While 
he considers the formulation of an autonomous system of pure economics 
concerned with what are regarded as eternal and inevitable economic rela- 
tionships (i.e., independent of all institutional differences) as an important 
advance, he seems to accept (in another context) -a good deal of the criticism 
currently directed against the methodological presuppositions and procedures 
of pire economic theory: (e.g., their “empty-box” character; their lack of . 
realism; their utilization .of an outmoded psychology; their inability to make | 
much headway toward a system of economic dynamics; their neglect of 
macro-economics, see pp. 219-24). What intrigues this reviewer in this con- 


Mn 


nection is the question of whether in order to overcome the above limitations `. 
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it will not be necessary to surrender once and for all the claim that economics 
is an independent and autonomous science. 

None of these questions, however, can detract from the fact that J ames 
has written one of the most significant and comprehensive texts on the history 
of economic theories currently available. . 

i i Kart WILLIAM Kapp 

Brooklyn College j 


Testament for Social Science—An Essay in the Application of Scientific 
Method to Human Problems. By BARBARA WOOTTON. (New York: Nor- 
ton.-1951. Pp. vi, 197. $3.00.) 


An urbane and informed treatment of the promise held out for mankind 
by the social sciences is long overdue, and the present extended essay by the 
professor of social studies at the University of London is a partial fulfillment 
of the opportunity. Professor Wootton writes a wonderfully clear statement 
of the nature of scientific thinking and of pre-scientific ways of thought. 
Two blind alleys are provided with warning signs: false analogies from the 
study of organisms, and false inferences from the application of Marxism. 

The chapters in which metaphysics, morals and the arts are put in a 
scientific perspective are courageous and penetrating. In general, the vista 
of service that opens up as the scientific mode of thought becomes’ more 
. universal is vast and heartening. 

The excellencies of the volume enable one to discover the limitations of 
an effort of this kind to prepare an introduction to the social sciences ad- 
dressed to fellow intellectuals, to students, and to thoughtful laymen. I sus- 
pect that the essay is too formalistic and-insufficiently “institutional.” The 
impact of the book would be greater if the historical perspective were richer, 
and if the general remarks about a favorable environment were made more 
meaningful by drawing upon our kriowledge of the growth of special thinking 
and interpretation in this field. , 

The Essay has rather too little to say about some of the ways of thinking 
that have.an important bearing upon the nature of the contribution that the 
‘disciplined study of society can make to policy. I have the “developmental 
construct” in mind, by which is meant hypotheses about the significant fea- 
tures of the historic period through which we are passing at any given time. 
By considering the “from what, toward ‘what” of the social process we can 
arrive at estimates of where it is particularly important to deepen and widen 
our knowledge. The most influential “construct” of modern times, if we 
deprive it of its false claims to “scientific” grounding, is the Marxist hy- 
pothesis of the passage from “capitalism to socialism.” Today the hypothesis ` 
of passage from “business societies to garrison-police states” is more credible. 
In order to prevent or mitigate such an outcome, renewed intellectual effort 
needs to be directed toward problems, many of which have been neglected. i in 
the boom years of modern history. 

Haroitp D. LASSWELL 


Yale University 
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M oney, ‘Trade, and Economic Growth—in Honor of John Henry Williams. 
(New York: Macmillan. 1951. Pp. xi, 343. $5.00.) 


The seventeen essays of this excellent volume are in honor of John Henry 
Williams, since 1933 professor of political economy at Harvard and economic 
adviser to the Federal Reserve Bank of New York. The contributions deal 
with three broad topics: international economic organization and world trade; 
determinants of income and economic stability; and monetary theory. In the 
first category, David McCord Wright discusses the theory of intergovern- 
ment trade, concluding that even if all international trade were monopolized 
by governments, the academic market theory of international trade would 
not be wholly irrelevant, but that substantial modifications would be in 
order. Henry C. Wallich contributes a study.of the effects on underdeveloped 
countries of the particular monetary mechanism linking them with the rest 
of the world, covering the relationship between the international arrange- 
ments of a country and its money supply, its income structure and fluctua- 
tions, its exchange rate and balance of payments, and its possible patterns 
- of development. Robert Triffin summarizes the institutional developments 
since the war in-the Intra-European Monetary System which led up ‘to the 
European Payments Union, concluding that success -depends-upon multi- 
lateralization of gold settlements and credit margins, progressive liberaliza- 
tion of exchange and import restrictions,.and the creation of automatic and 
‘administrative mechanisms for balance-of-payments readjustments. Charles 
P. Kindleberger discusses proposals for European’ economic integration— 
European-wide customs union, planning, and payments clearing—in relation 
to the recovery problem in early 1950; his conclusion is that the benefits of 
purely European. integration have been exaggerated, both because many im- 
portant problems are internal and because the desirable pattern of European 


integration can only be determined with reference to the integration of _ 
Europe with the rest of the world. Raymond F. Mikesell next considers. some . 


of the fundamental problems involved in the economic integration of sov- 
ereign states, stressing that the essential elements of such a program are the 
free play of market prices in the uncontrolled sectors of the entire area and 
the coordination or centralization of controls over the controlled sectors— 
especially control over investment in general and in basic industries-in par- 
ticular. The section is concluded by Camille Gutt, writing on the policies re- 
quired to make devaluation effective. He stresses the difference between de- 
‘valuation In a period of depression and inflation, and contends that inthe 
later period improvements in the balance of payments. will not in fact be 
realized unless devaluation is backed. up by appropriate monetary, fiscal, 
and wage stabilization policies. 

The lead contribution in the second section on the factors influencing the 
level of domestic economic activity is that of William Fellner, discussing the 
rôle of the capital-output ratio in dynamic. economics. Starting with the hy- 
pothesis that if employment is to be full in any period, the rate of growth of 
output must require enough new capital to absorb the savings out of income 
of the period, he suggests that there are forces tending to correct divergences 
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between new capital requirements and savings, so that inadequate investment 
(and hence effective demand) can ultimately only be explained by specific 
maladjustments or uncertainties—though these may be induced by the very. 
corrective adjustments that are required. In the second contribution James 
Tobin examines whether the ratio of savings to income depends on the ab- 
solute size of family income or on size relative to incomes of other families. 
He concludes that the absolute income hypothesis gives a better explanation, 
. whether tested on the budgets of the same families over successive years, . . 
on budgets of Negro and white families in the same city in the same year,. 
or on budgets of families in different cities in the same year (though net sav- 
ing in some cases appears to depend on a combination of asset holdings and 
‘income); the main appeal of the relative income hypothesis is its success in 
explaining the long-run constancy of the saving ratio. The third contribution 
is that of Paul Samuelson, containing a neo-classical reformulation of prin- 
ciples for fiscal policy. Contending that the best argument against convenient . 


rules for fiscal policy is the rules that have been proposed, which on close ex- > 


amination turn out to be either arbitrary or empty, Samuelson suggests that 
the level of government expenditure and the sources of government financing 5 
must be continuously adapted to changing circumstances by conscious dis- 
_cretionary policy rather than by arbitrary rules of thumb. Edward S.-Mason 
concludes the section with a discussion of prices,’ costs, and profits. Starting 
with a confession of ignorance as to what. type of wage and price behavior 
-is best suited to check a business downturn, Mason suggests that public 
policy designed to sustain aggregate expenditures by wage-rate increases with- 
_ out price increases (in the absence of controls) will almost certainly fail. 
Under present circumstances persistent upward pressure on prices can only 


be avoided if excessive wage increases are restrained by the possibility of > 


large strike losses inflicted by employers fearful of their competitive posi- 
tion; ‘but such fears are greatly reduced by “pattern” wage settlements for 
the entire economy or by the expectations likely to be generated by a gov- 
ernment full-employment program, so that a full-employment guarantee may 
- well be inconsistent with the maintenance of a free society. ; 

The final section on monetary theory and central banking starts with 
some notes on the theory of interest by D. H. Robertson, who concludes that - 
recent contributions have left us with an all-but tidy «élassical” (in the sense 
of one where money operates to interpret and not distort “real” forces) theory 
of ‘interest—which can then be complicated with “neo-classical” or monetary 
elements. He goes on to argue that to put the classical forces “under the 
liquidity hat” is almost bound to cause confusion in thought and policy, il- 
lustrating with some examples of the confusion into which. Keynes himself 
fell, and he concludes that fuller’ recognition is needed of the greater im- 
portance of the long-term rate and the the two-way influence operating be- 
tween the long- and the short-term rates. E. A. Goldenweiser next discusses 
monetary semantics; pleading for terms like “oligopsony” which, may en- 
lighten few but mislead practically none, he warns of the difficulty of getting 
public acceptance for policies which glorify the spendthrift or make the en- 
tire cycle-depend on the “inclination” (propensity) to save. The third con- 
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tribution i is a dia of money, liquidity, and the situation of assets by 
R. A. Musgrave, Regarding its store of value function, Musgrave argues that 
money is simply one among many assets, so that a ‘general theory of asset - 
holding is required. For this purpose: a ‘simplified model of a market for 
assets, including money, debt, and goods (equity), is presented (in general 
terms in the text and: more rigorously in an appendix), designed to provide 
a more realistic basis for monetary discussion than the conventional ‘liquidity 
function. Perhaps the most interesting policy conclusion which emerges is 
that the Treasury has a wider choice of assets effects than the Federal Re- 
serve, so that there is-a conclusive economic case for combining in one 
authority the open market function of the Reserve System and the debt man- 
agement function of the Treasury. Leon H. Dupriez, professor of economics ” 
at the University of Louvain, next presents a summary of a study which 
concluded that: the relationship between the stock of gold and the long-term 
trend of prices alleged by Cassel is supported neither by history nor logic. 
_Instead, although the note issue, of central banks correlates positively with 
price movements, their gold holdings. correlate negatively—i.e., gold hold- 
ings increase fastest when prices are falling—so that it is “need” rather than 
gold that appears most important in explaining price movements. The re- 
discovery of money is. the subject of Howard S. Ellis, who puts the blame - 
for the eclipse of money in large part on The General Theory with its liquidity- 
preference interest rate theory of general equilibrium, its emphasis on 
—consuming-saving rather than spending-hoarding, and its use of wage-units 
‘which served to conceal price-level problems. After making the general case 
for monetary controls, the paper goes on to summarize the recommendations 
of the Douglas Subcommittee, which Ellis believes has made a positive con- 
tribution deserving to be ranked with the Bullion Report. The next to last ` 
_ paper is that of Robert V. Rosa, which discusses interest rates and the central 
bank. Starting with conceptual developments which stress the réle of lenders in 
contrast to borrowers and savers, Rosa suggests that recent changes in the 
credit system—especially the greatly increased importance of government 
debt—have gone far to establish the implicit premises of Wicksellian interest 
theory by increasing the ability of the central bank to affect loan.rates of 
commercial banks, by increasing fluidity between short- and long-term rates, 
and by making interest rate changes more directly influence economic de- 
. cisions. The remainder of the paper explores the effect on the scope of central | 
‘bank action of these changes in the credit system. The final contribution is 
that of Allan Sproul, writing on changing concepts of central banking. Pro- 
`- ceeding historically, Sproul discusses the prewar climate, war finance; and the 
steps taken in the struggle to reconvert credit policy and free it from Treas- 
ury domination; he concludes with a discussion of new concepts of credit 
policy, which contains both an affirmation of what can be done by means of 
monetary policy (in conjunction with fiscal policy and debt management) and 
a plea that such policy be implemented through the use of existing tools. 

The standard of all contributions is uniformly high. They are, however, of 
widely varying- difficulty, so that the volume is likely to be read almost exclu-. 
sively by professional economists and central bankers—which is a pity, as I 
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would like to see a far wider audience for a paper such as that of Mason. But 


those who do read the essays will be well rewarded. 
Henry H. VILLARD l 
The City College : 


_ The Postwar Financial Problem and other Essays. By F. W. Parsun. (London 


and New York: Macmillan. 1950, Pp. ix, 263. $3.00.) 


One cannot read these essays by F. W. Paish without admiring the insight, 
technical virtuosity, and expository skill of their author. Yet owing to the nar- 


` rowly specialized character, or' sometimes transitory interest, of most of the 


topics covered, the volume is likely to have a more limited appeal than it de- 
serves. With disconcerting frequency the patient reader finds nuggets of unique 
and original analysis, or of lucid and provocative argument, hidden behind the 
facade of an uninspiring title or buried among pages of wearisome figure- 
citing. Even the title of the volume is an inaccurate guide to its contents. Only 
five of the twelve essays included were written after the war, and one of them, 
“The Economics of Rent Restriction,” deals only. tangentially with the financial 
problem. If there was good reason to require the seven essays of the 1936-41 
period to travel incognito, and it is not clear why there was, the honor of the- 
cover might better have been awarded to “Planning and the Price System.” 

This, as the author himself says, is the essay “which reflects most clearly my 
own prejudices and beliefs.” He describes it as “a plea for the use of the price 
system for carrying into effect whatever policies a Government may have,” 

and this, indeed, is the theme of all the postwar essays, including that on rent 
restriction. The financial problem is discussed primarily because its solution 


, ig regarded as the necessary precondition for allowing the price mechanism 


to render proper assistance to the planners. 

Appearances to the contrary notwithstanding, the viewpoint is not Austrian. 
Paish is too subtle an economist, and too sensitive to the relevance of those 
social values which are unexpressible through the market, to place a doctrin- 
aire faith in the price system. The difficult course which he attempts to plot 
would seek to avoid both the Scylla of untrammeled market freedom and the ` 
Charybdis of restrictive controls. 

The essence of the argument, which is a blend of macro- and micro- analysis, 
is developed without statistical encumbrances in ‘Planning and the Price 
System” (1947). Here, in a lucid introductory exposition which would make 
admirable supplementary reading for basic courses in economics, the functions 
and defects of the price system are described and evaluated. A properly func- 


. tioning price system, it is argued (perhaps without sufficient premonitory 


qualification), “would achieve that complete identity of private with social 
objectives which it is the principal function of Government to promote.” But 
price systems will not function properly, and will not produce ideal results, 
merely if left to themselves. They do not prevent business fluctuations; they 
are vulnerable to monopolistic interferences; the distribution of income pro- 
duced by unguided market forces will ordinarily differ from that regarded by 
society as desirable; distortions are introduced by the differences between 
private and social benefits and costs; individually motivated market behavior 
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can give no expression to collective social goals; and ignorance and incompe- 
tence prevent some citizens from being able to act in their own best interests, 
Each of these defects justifies its own particular type of government interven- 
tion if social objectives are to be achieved. The question is not, therefore, 
whether there shall be government intervention, but what kind. 

To carry out its policies, the government can employ three types of incen- 
tives to induce citizens to act together for the common good: “the incentive of 
law, backed by the sanction of punishment; the incentive of the social con- 
science, backed by the pressure of public opinion; and the incentive of the 
market, backed by the pressure of the price system.” The problem in Britain, 
says Paish, turning- from general principles to their application, is that the 
existence of suppressed inflation has prevented the government from making _ 
effective use of the third incentive. Instead, there is a whole series of controls, 
and prices have ceased to perform their functions as indicators of social priori- 
ties. The government has failed “so to control the price system that it pulls 
with Government policy instead of against it? 

_ The remainder of the argument is a summary of points elaborated in two 

largely empirical essays also published in 1947. These expressed the view that 
the root of the financial problem was the excess of expected investment over - 
voluntary saving, which seems commonplace enough. Unlike many of his col- 
leagues, however, Paish was reluctant to delay the restoration of British real 
capital either by drastic cuts in the government program of capital creation 
(“The Postwar Financial Problem”) or by credit contraction to curtail private 
- Investment (“Cheap Money Policy”). His view was that balance should be 
restored by means of enforced saving. But-—here picking up a theme developed 
in an essay written in 1941—the enforcement of saving had to be achieved in 
@ manner that would not interfere with the incentives to work and to produce. 
-~ More intensive rationing would not meet this requirement. Nor would a 
budget surplus, the only other alternative, achieved through increased direct 
taxation. Only indirect taxation, it seemed, was left. To operate this device, 
prices of non-essentials should be allowed to seek their own levels, but the 
potential windfall in profits should be eliminated by the imposition of purchase 
(sales) taxes. And if the resulting reduction in the production of non-essentials 
was inadequate, taxes could be raised even further. While this policy might 
lead to some adverse redistribution of real income, Paish thought that under 
British conditions its extent would be small, and. that a workable system of 
compensating family allowances could readily be devised. 

To reject Paish’s advocacy of indirect taxation a priori on the traditional 
grounds of its regressive character would do his argument an injustice. His 
confidence that the regressive feature could be offset, given the will to do so, 
may be open to question. So, too, may the effectiveness of indirect taxes as a 
device for simultaneously channelling resources according to plan and under 
the surveillance of market prices. Nevertheless, any scheme designed to marry 
ageregative with atomistic analysis, and to make full-employment policy and 
planned resource allocation live happily together with a minimum of direct 
control, deserves more than casual dismissal. Simple though it seems, Paish’s 7 
observation that “The true choice is not between plan and no plan, but be- 


Ala THE AMERICAN ECONOMIC REVIEW. 


l tween , planning through the price. alen and planning against. it” may, in | 


its own due time, prove to. have been a trenchant insight. : 
The seven essays published between 1936 and 1941 reveal certain definite 


. interests and contain some common threads, but they do not, like the postwar 


nen 


“brilliancy or soften the impact of his apune., 


collection, constitute a closely, knit group. The earliest of these, “Banking, 
Policy and the Balance of International Payments, ” broke new ground and had 
previously been republished in Readings in the Theory of International Trade. 


- Not only does. this essay develop the marginal-propensity-to-import concept, ~ 


but it includes an extended discussion of the effect of changes in the liquidity 


” of spending units on the volume of their expenditures. This approach is applied 


to a concrete situation in a second essay on forecasting. foreign trade, and the 
„concern with liquidity reappears in a different guise in the discussion of “ Brit- 
ish Floating Debt Policy.” Here again the essay includes a lucid exposition— — 
in this case of the concept of liquidity—for which the title provides no clue. 
Another instance of buried treasure is found in “Causes of Changes in Gold ° 
- Supply,” which contains an outstanding example of the successful blending of | 
economic, technological, and business analysis. Though the specific problem 
attacked is the effect of changes in the price of gold, or in factor costs, on the 


^.. management policies ôf South African gold mines, ‘no one interested in any 


-phase of business policy with respect to long-term investment and current 
operations could fail to obtain useful insights from this careful and systematic 
treatment. Finally, it may be noted, “Twenty Years of the Floating Debt” 
is mainly of historical value for its description of the operations and policies of ` 
_ the Exchange Equalization Account up to 1939, i 

It is a pity that Paish’s penchant for writing for specialists has hidden his 
light. The exceptions suggest that he could, if he wished, reach'a much wider 
audience, for his talents’ are, in some respects, unique. Perhaps he would do 
well to model his essay style moré on that of Keynes, of whom it could scarcely 
be said that he allowed an excessive preoccupation with minutie to dull the 


CHANDLER Morse 
Cornell University 


The English Utilitarians. Vol. I, Jeremy Bentham, Vol. II, Ti Mill. Vol. II, 


John Stuart Mill. By LESLIE STEPHEN. Series of Reprints of Scarce f 


‘Works on Political Economy, Nos. 9, 10, and 11. (London: London School 
-of Econ. and Pol. Sci. 1950. Pp. viii, 326; vi, 382; 525, £2.2s per set.) 
* After fifty-two years Sir Leslie Stephen’s work in hres volumes, The English 
Utilitarians, is still a standard work describing philosophical empiricism and 
the so-called: political radicalism of Jeremy Bentham, the two Mills, their 


_ followers and their opponents. Stephen, agnostic, philosopher, man of letters, 


: and mountaineer, writes vividly without Victorian flourish; he has the.rare. — 


gift of bringing-to life personalities and epochs of British society. ‘The work i is 
a history of utilitarian ideas; it ties together ideas with social and economic 
changes.. Stephen ‘does not: write as an outside observer, but as an active 
participant in the utilitarian movement. According to him, neither the Scottish 
philosophers (Reid and Dugald Stewart) nor the revivers of Catholic religion 
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like Nevaa but only Jeremy Bentham, AN Mill, John Stüart Mill and- 


their numérous followers are on the right track towards. formulating an empir- . 


ical philosophy without metaphysics, #.e., a scientific morality, and presenting 
a political and economic program based on political freedom. Stephen’s slant 
of thought does not prevent him from interspersing his narration with subtle 
criticism of his forerunners, whose philosophical and moral pac he does 
not always approve. 

Economists will be very much interested in Stephen? S presentation of 
classical economy.. It does not seem that economic theory is his special field. 
His interest is focussed on economic and political programmes and their 
realization. What he has to say about Ricardo’s and Malthus’ aversion to 
“impulsive philanthropy” and “sentimentalism,” about their propaganda of 
“do nothing” policy, and about the Tory and Soctalistic opposition has been 
frequently dealt with by other writers. But seldom has so much first-hand 
material been presented so clearly. The-story of the younger Mill’s great 
heresy, his criticism of “do nothing” government, his. advocacy of peasant- 
proprietorship, his defense of labor unions, is happily introduced by Stephen’s ` 
question: “Given Ricardo’s premises, are we to realize Owen’s aspirations?” 
(Vol. M, p. 159), The predilection of the utilitarians for. economic studies: 
is, according to Stephen, based on three factors: Social interests, pain and 
pleasure morals, methods. 

The utilitarians, so Stephen asserts, write the philosophy of the industrial 
middle classes; and the industrial middle classes are obviously interested in 
economic principles which propagate their interests. Bentham’s moral aim 
“the greatest happiness for the greatest number” can be achieved by “natural” | 
laws of free competition and sexual prudence. Even John Stuart Mill’s ethic 
-is “based on the happiness-calculus, yet in his writings this goal acquires an 
. altruistic and humanitarian tendency not known to Bentham. Mill’s altruism 

opens the way to a more positive attitude to government intervention. i 

Stephen claims that no straight road leads from utilitarian epistomology to 
economic thinking. A great gap exists. As philosophers, the utilitarians based 
their philosophy of human understanding on induction and empiricism; as 
economists, they followed a'method of deductive theory. Stephen, who some- - 
what sympathizes with the German historical school accuses the .classicists, 
especially Ricardo, of “rash” dogmatism. 

So Stephen cannot fit the classical economy completely into the utilitarian 
framework. The reasons are quite obvious today. Economic thinking i is only 
partly shaped by utilitarianism. The theory of a general equilibrium is based _ 
‘on pre-utilitarian deism. The younger Mill is undoubtedly impressed by con- 
servative and socialist criticism of modern industrialism, which: has been 
acknowledged at least partly by Stephen himself. Generally Stephen adopts 
‘a viewpoint which is too narrow for a sufficient analysis of the philosophical 
understructure of classical economy. Despite that, the-historian of economic 7 
thought ought to read this book. He will learn about many facts, documents 
and personalities: that he will not find easily elsewhere. 

l - E. KAUDER 
University of Wyoming 
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. apia Readings in Economics. By Arercu P. Hess, Je., RoseRrT E. GALL- _ 
MAN, JOHN P. Rice, and CARL STERN. (New York: Thomas Y. Crowell 
Co. 1951, Pp. xiii, 877, $2.75.) 


Beginning with the well-known essay on The Scope and Method af Eco- 
nomics by Oscar Lange and ending with a selection from Barbara Wootton’s > 
Freedom Under Planning, this collection of readings contains ninety-two | 
articles covering the major topics studied in the elementary principles’ courses. -’ 
While in some cases one might question the inclusion of a specific article (a 
few seem rather technical and narrow in scope for the beginning student), in 
general the selections are excellent, the articles are of high quality, and a 
relatively good balance is maintained between opposing points of view. A 
majority of the articles are taken from contemporary sources as one might 
expect, but there are several appropriate selections from economic classics. 

In content, about one-fourth òf the book measured either by number of 
pages or by number of articles is to be found in two sections: one entitled 
- “Money, Banking, and Price Levels,” the other, “Income, Employment, and . 
Business Cycles.” Although there are separate sections on a variety of topics, 
no section is devoted primarily to labor problems or industrial relations. 
Consequently, the articles relating to labor appear in several sections, and the 
basic issues of labor organization and Eon enve bargaining as a whole are not 
so well pointed up as they might be. 

In general, the book is well planned and createed and can be adapted 
readily to any standard elementary text. The editors present a table correlating 
the Readings with four of the most widely used texts. In addition, the book 
is strengthened by headnotes, brief and to the point, orienting the student to 
the particular topic. Beyond this, the editors have shown admirable restraint 
in not making comments of their own. Useful alsd.is the author index with 
short biographical notes (with a few biographies curiously omitted). Finally, 
the format is unusually good for a book at this price. The book should prove 
valuable to teachers who desire supplementary readings in the elementary 
course. 

GERALD J. MATCHETT 

Hlinois Institute of Technology 


Price Determination: Business Practice versus Econontic Theory. By W: J. 
Erreman. Michigan Bus. Repts., No. 16. (Ann Arbor: University of 
Michigan, School of Business Administration. 1949. Pp. ix, 98. $2.50; 
paper, $1.) 

This book adds another chapter to the controversy on the usefulness of 
marginalism in economic theory. One can sympathize with Professor Eite- 
man’s concern about the misuse of marginalism to explain the individual 
firm’s actual decision-making process; but whether marginal analysis is en- 
tirely useless is quite a different subject, and it is none too clear that this 
difference is fully appreciated i in this book. The general tenor of the book is 
that conventional theory is. unrealistic and completely inadequate a as a theory 
of price and a 
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Eiteman approaches the problem of the determination of price and output 
from. what he considers is the point of view of the businessman. The preoc- 
cupation of conventional theory with the revenue and expense accounts, he 
says, completely overlooks the businessman’s great concern with the intensive 
utilization of working capital and with the nature of his balance sheet. In- 
ventories, in his scheme of things, are viewed as a primary control mechanism. 
Furthermore, Eiteman says (Chapter 4), demand to the businessman is not 
a line but rather a zone of vagueness, and for this reason economists must 
discard certain hypothetical notions of which they are very. fond, and discover 
‘new procedures of analysis that follow, more realistic lines. ‘The guiding prin- 
.ciple should be to observe and describe business practice as it is, not as it 
would be under imaginary conditions. . - 

The literature on this subject has made amply clear that the theory of 
the firm in terms’of marginal analysis is not supposed to be an explanation 
of the decision-making processes in the firm; rather it is supposed to be an 
explanation of the conditions of profit maximization. In so far as businessmen 
succeed in maximizing profits (irrespective of their decision-making processes) 
they will arrive at the levels of price and output indicated by traditional 
theory. Marginal analysis does not claim that every businessman succeeds in 
maximizing his profit. It is probably true that those entrepreneurs who are 
inept at the game, and whose profits fall far below what could be obtained 
at optimum price and output levels, are eventually wiped out by those who | 
by some method or other do manage to approximate the optimum position — 
the process is one of the survival of the fittest. Marginal analysis simply indi- 
cates the optimum; it says nothing about how businessmen do in reality 
make their decisions. This latter problem i is of course also a very interesting 
one, one which should be explored in order to obtain a better. understanding 
of the operation of our economic system. It should be clearly understood, 
however, that it is a related subject, not the same subject. 

As an explanation of the price and output which is actually (as against 
ideally) reached by the firm, Eiteman’s theory is somewhat perplexing. The 
businessman, he says, first considers what is a reasonable minimum use of his 
plant. After determining this, he finds the cost of production at this level of 
output and adds a reasonable return on the total- investment required. This 
determines his price. He then proceeds to sell as much as he can at this 
price. The rise and fall in inventories indicates to him the level of output at 
which he should stabilize. This method of-determination of price and output, 
Eiteman says, will result in a lower price and greater output than that indi- 
cated by traditional theory. (If this is true, of course, the producer could, 
if he only knew it, make more money by rang his price and eens his 
output.) 

Major objections must be raised to this explanation, even as a theory of 
decision-making in the firm. It is not: complete, in the sense that it still leaves 
unexplained such factors as how the size of the plant is determined, how 
reasonable minimum use of the plant is determined, and how the reasonable 
return is decided. The theory depends upon: these factors, and there is no 
reason to expect, in the absence of some answer to these questions, that in 
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fact price will be ower and output greater than the aditienal optimum, as 
Eiteman claims. It is quite possible that the conservative tendencies of busi- 
nessmen and their preference for fairly wide margins would lead to prices that 
weré higher and outputs that-were lower than those which would maximize 


- profits: In -other words, the questions of how businessmen actually do make 


their decisions and how the point at which they arrive compares with the 
point of maximum profit are still left unanswered. 
RICHARD RUGGLES 
‘Yale University 


Economic History; National Economies. 


3 The Rise aa Fall of Ctviligation—An- Inguiry itito the Relationship be- 


tween Economic Development and Civilization. By SHEPARD B. CLOUGH. 
‘(New York: McGraw-Hill. 1951. Pp. xv, 291. $4.50.) 
‘The aim of this book, explicitly indicated in its subtitle, is to elucidate iow 
economic development affects the culture of peoples. In meeting this objec- 
tive, Professor Clough succeeds in presenting an adrhirable short and succinct 


: history of the socio-economic development of the ancient Mediterranean civili- 
‘zations and the Western world building upon their cultural achievements. În 


form, selection of data, and clarity of, presentation, it is a masterly per- 
formance, and its orientation in pointing up social. and economic relations 
rather than political events and the rôle of military heroes is perhaps best — 
exhibited’ by glancing through the entries in the useful index. A rough estimate ~ 
of the proper names mentioned there, shows about six times as many artists, 


poets, philosophers, scientists and leaders i in economic thought and practice 


as kings, emperors and political leaders. The book is written in simple, clear . 


. language ‘and appears to be eminently useful as an introduction to the 


social and economic history, of the West for the educated layman | or the : 


_ mature undergraduate student. 


But in’ addition to being a successful diet of an important. aspect of 
Western history the book purports to adduce evidence in confirmation of the 


hypothesis that economic surplus is a necessary condition of advances ‘in `. 


civilization. This hypothesis is further extended by deriving from it the con- 


- sequences that since economic activity presupposes rational action, the pro- 


duction of an économic surplus is associated with the congregation of in- 
tellectuals,. and since its consumption presupposes a leisure class, advances in 
civilization afte’ associated with the growth of urbanism. Further reasoning 
leads to the observation that purely artistic use of the economic surplus leads 
to unproductive investment (in economic terms) and that the prolongation — 
over time of a high level of civilization requires a “nice balance in the utiliza- 


tion of human energies between aesthetic and economic activity” (p. 7). ’ 
' These theses are considered to be.a refutation of the theories of history of 


Oswald Spengler, E. Huntington, and, above all, Arnold J. Toynbee. 
There is no doubt that Professor ‘Clough succeeds i in showing the coinci- 


dence in time between periods of economic advancement and a flowering of. . 


the arts one philosophy. But this coincidence-is left ii unexplained. 
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It is admitted that apart from the economic surplus other factors, for example 
- the controlling ideologies of a culture—and notably ideologies putting a 
high premium on freedom of action, expression, and thought—are of great 
importance. But no clear-cut theory of social change relating the develop- 
ment of these ideologies to forms of attaining an economic surplus is stated. 
In other words, although Professor Clough shows the simultaneous appear- 
ance of economic well-being and the attainment of a high level of civilization, 
he does not show in a convincing manner how and why they mutually in- 
fluence one another. The statement can be found repeatedly that “the attain- 
ment of relatively high degrees of civilization . . . depends upon the range of 
opportunity for alternative decisions’... [which] ... is determined by the 
amount of economic surplus which permits of freedom from working ex- 
clusively to obtain the necessities of life” (pp. 258-59). This proposition cer- 
tainly is intended to mean more than the oft-repeated vulgarization of 
Marxian historical materialism, that before men can engage in artistic and 
philosophical activity they must feed and clothe and house themselves. Pro- 
fessor Clough’s theory is both wider and narrower than that of Marx. It is 
narrower in that it is only concerned with correlating economic welfare and 
the output of works of art and the mind in general, and the maintenance of 
security, without investigating the social relations dominating the distribu- 
tion of goods and services between members of a society. It is wider in that 
it appears to imply a direct correlation between the level of advancement 
of a culture and the size of economic surplus. This conclusion is based on a 
definition of civilization which in part implies a value-statement, and in part 
involves circular reasoning. For Professor Clough says that “the greater the _ 
extent to which a people produces aesthetic and intellectual works of high 
` merit and provides physical and social security for its members, the more 
civilized that people is” (p. 3). Now the judgment of the quality of aesthetic 
and intellectual productions implies a value judgment, and it would be diff- 
cult to say whether Greek art, or Gothic art or modern art takes the crown. 
As concerns the capacity of a society to assure physical and social security 
to its members, this is a direct function of its level and form of economic 
activity, and the determinant of civilization—economic surplus—becomes at 
the same time the consequence of civilization. For these reasons, the absence 
of a clear statement of functional relations—especially in the discussion of 
periods of cultural decline, where sometimes accidental factors are alluded to 
(for example the decline of Egypt after the Twelfth dynasty, or the decline 
-of Spain in the Seventeenth century)—and the introduction of value judg- ` 
ments and circular reasoning, Professor Clough’s account cannot be regarded as 
a full refutation of the theories of Toynbee or Spengler. His account only 
shows that the capacity of producing an economic surplus is a necessary 
(but not sufficient) condition’of attaining a high level’ of civilization. Rather 
than stating a new theory of history, this work must be regarded as merely 
pointing to a fact that is often overlooked by historians as well as economists: 
the fact that there exist important demonstrable relationships between eco- 
nomic activity and the evolution of the arts and sciences. 
` Bert F. Hoseritz 

The University of Chicago 
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American Conservatism in the Age of Enterprise. By ROBERT GREEN Mc- 
Croskey. (Cambridge: Harvard University Press. 1951. Pp. xi, 193. 
$6.00.) 


Until recently it has been aik to characterize the decades of Ameri- 
can development following the Civil War as the era of the “robber barons.” 
A reaction to that stereotype has now set in as scholars more adequately assess 
the social and economic achievements of those years and the significance that 
they hold particularly for the conservative traditions of our own period. To 
this reevaluation McCloskey’s slim yet compactly written volume is a sig- 
nificant contribution and one to which economists will be in debt. 

This study seeks to explore why the economic and social ideology shifted 
radically after the Civil War and why a philosophy of conservatism was de- < 
veloped during the last part of the nineteenth century so at variance with 
the Jeffersonian theory of democracy. For though the author admits that the 
doctrines of capitalism had made indelible impressions upon American so- 
ciety and thought before 1865, he maintains that human rights and values 
prevailed over property rights quite in contrast to the years that followed. 
_ In a somewhat unique approach McCloskey looks at the ideology of the post- 
bellum period through the life, work, and writings of three men: William’ 
Graham Sumner, the academician who legitimatized laissez-faire enterprise 
with a moral and social ethic; Stephen J. Field, the Supreme Court Justice 
who translated the mores of capitalism into the legal code; and Andrew 
Carnegie, the industrialist who, though not without some beliefs in the social 
responsibilities of industry, nevertheless successfully applied the individual- 
istic philosophy of his time to business practices. The analysis thus cuts 
_ across several fields and affords the advantage of showing the interplay among 

~ moral values, legal traditions, and business ethics, 

McCloskey reaches the conclusion that the triumph of conservatism after 
1865 was a result of a “degeneration in the liberal democratic tradition.” He - 
finds that the humanitarian outlook and spiritual values associated with the 
nation’s birth gave way to a philosophy of materialism and pseudoscientific 
belief. Doctrines of man’s equality faded as society measured progress in 
terms of the accumulation of property and the “survival of the fittest.” The 
transition that took place was, for example, particularly well reflected by the 
life of Sumner himself who cast out his early religious heritage and then 
proceeded to fill the void with a philosophy of social Darwinism and eco- 
nomic enterprise that led directly to the enshrinement of the worst features 
of the capitalistic system. With this frame of reference, as the author points 
out, the late nineteenth century saw no need for reviewing the standards of 
the economic order in terms of public welfare. Capitalism was simply looked 
upon as democracy’s best servant irrespective of its evils, and any public 
interference with private enterprise became a threat to the democratic way 
of life. 

It is extremely unfortunate that the majestic development of American 
industry and commerce that took place after the Civil War had to be com- 
pletely enshrouded in an ethics that were at variance with some of the prin- 
ciples of democracy. The author notes that confusions of the democratic tra- 
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dition which originated in this era “have survived to clog the channels of 
public poliċy ever since.” We know now that a crass materialistic philosophy 
is not indispensable to industrial progress. Today we are confronted with 
the urgent task of sorting out and retaining what is worthwhile of the con- 
servative tradition. McCloskey’s scholarly analysis prepares much of the 
groundwork for this undertaking. f 
ERNEST A. ENGELBERT ` 

University of California, Los Angeles l 


Prices and Inflation during the American Revolution, Pennsylvania 1770- 
1790. By A. Bezanson, assisted by B. Darev, M. C. Denison, and M. 
Hussey. Wharton School of Finance and Commerce, Indus. Research 
- Dept. Research Stud. XXXV. (Philadelphia: University of Penngyl- 
vania Press. 1951. Pp. xvi, 362. $6.75.) 


To report on a book like the one under review is a difficult task, especially 
if the reviewer does not belong to the small númber of specialists in the 
field of price history. It is, of course, entirely impossible for him to check criti- 
cally on individual time series, and all he can hope to do is point to the pub- 
lication and give the background information needed by potential users. 

The author of the book, now professor emeritus of the University of Penn- 
sylvania, once a student of Edwin F. Gay, is one of the outstanding members 
of the older generation of American economic historians and possesses an 
enviable reputation for accuracy. She has been working in the feld of price 
history for about two decades, earlier books having been published on Prices 
in Colonial Pennsylvania [1720-1775] (Philadelphia, 1935) and W kolesale 
_ Prices in Philadelphia 1784-1861 (Philadelphia, 1937). In the introduction 
of one of the older volumes the author pointed to the goal of the studies: 
Besides providing -information on the development of prices in a restricted, 
though important, area she aimed at explaining the internal and external 
causes of such price fluctuations as took place and at describing contemporary 
customs of trade, so that the research shed light on earlier phases of .Ameri- 
can life. Finally, the studies were meant to assist such scholars as were work- 
ing on an analysis n economic development during the periods under observa- 
tion. 

As can readily be seen, the earlier works left a gap for the years 1776- 
1783 which has been filled by the book under review. Price history is a 
formidable task at all events, but it becomes especially so if one deals with 
a period of currency derangement. It is not surprising therefore that the years 
of the Revolutionary War were the last to be tackled. To be sure, there is 
some overlapping with the studies covering the earlier and later periods, 
necessitated by the task of providing a rounded-out picture of the inflation. 
In the earlier books the source for the primary price data (wholesale quota- 
tions of certain domestic and foreign staple commodities) had been price lists 
published in newspapers or in market reports. Such material was not avail- 
able for the Revolutionary period and price data had to be gleaned from 
contemporary account books and the letters of merchants. Whoever has had 
experience with such sources, as the reviewer has, can appreciate the magni- 
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tude and the difficulty of the job. Nevertheless, the author and her coopera- 
tors succeeded in collecting material for fifteen complete commodity series 
and ten ‘series which could be used, but are less complete. The next task was 
that of correcting the commodity price series for depreciation of what was, 
then called “congress money,” which necessitated the study of the purchas- 
ing power of competing currencies in “exaspérating detail.” Such correction 
was made at the time of the Revolutionary War by the merchants them- 
selves by converting the prices posted in continental currency by a coefficient 
assumed to represent its specie value. As Miss Bezanson. informs us, from 
a certain moment on the merchants’ correspondence contained regularly the 
price relation of specie to paper as the most worthwhile piece of informa- , 
tion. That relation was the basis on which trade was conducted and accounts 
balanced; and its use antedated thé adoption of legal scales. In addition, the 
` author has calculated two more measures, one based on direct exchanges `of 
specie for continental currency, the other on commodity transactions in specie. 
As the result, the reader will find charts showing both the general course of 
prices and the development of prices adjusted tọ specie equivalent. On top 
of that, as in the earlier volumes, he is given rich information on the prices 
of those commodities which went into the making of the general indices. 

It may be pointed out in passing that Miss Bezanson’s studies belong to 
those price historical investigations which were sponsored by. the International 
Scientific Committee on Price History, created in 1930 on the suggestion of 
Sir William Beveridge and Professor Edwin F. Gay. That project produced 
more or less extensive studies on price history in Austria, France, England, 
Holland, Germany, Poland, Spain, and the United States. It was, in addi- 
` tion to that of Miss Bezanson, under the care of such men as Sir William 
Beveridge, Alfred Francis Pribram, Henry Hauser, M. J. Elsas, Nikolaus W. 
Posthumus, Franciszek. Bujak, Earl J. Hamilton, Arthur H. Cole, and G. F. 
Warren and F. A, Pierson. 

. i Fritz REDLICH 
Belmont, Massachusetts 


. Statistics and Econometrics 


Expectation in Economics. By G. L. S. SHACKLE. (Cambridge: The Univer- 
sity Press. 1949. Pp. x, 146.) 


This short book presents an original formulation of the problem of choice 
under conditions of uncertainty (Chap. II). This new method is applied to 
some very interesting and knotty problems: The problem of investment de- 
cisions—an area which has occupied Shackle before in a series of articles—is 
first examined (Chap. III). An intriguing section on the speculative holding 
of assets constitutes the second attempt to apply the method (Chap. IV). 
The last two applications are the taxation-incentive problem, and the problem 
of bilateral monopoly (Chaps, V and VI). Finally, one of the most provoca- 
tive parts of the book presents Shackle’s critique of the orthodox solution to 
the problem of uncertainty (Chaps. I and Vi). : 
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The traditional means of dealing with the problem of uncertainty by econ- 
omists is either to “correct” their results by discounting those obtained with 
the assumption of certainty, or to’ account for otherwise unexplained patterns 
(such: as the purchase of insurance policies) as an explicit deviation from be- 
havior with uncertainty. Marshall, Fisher, and Knight used both means. 
Lange increased the precision of the correction by an “uncertainty-equiva- 
lent.” Its inadequacy was shown by Hart who argued that Lange omitted the 
qualitative response to uncertainty. The continued development of the prob- 
lem by Marshak, Tintner, Musgrave, Domar and others has been within the 
traditional mold in the basic matter of using the theory of probability as the 
foundation of the problem. Shackle removes himself from this tradition by 
rejecting the probability approach to uncertainty. 

The method itself is radically different from any other attempt to account 
for the effects of uncertainty. A decision involves a choice between uncertain 
alternatives. Therefore, each alternative is thought of as having a number of 
possible outcomes. These can be ordered from the least to the most pleasant. 
Associated with each of the possible outcomes is a “degree of potential sur- 
prise.” That is, each outcome will be expected: to occur with some degree of 
belief, hence the occurrence of some unexpected outcomes would elicit a high 
degree of surprise. The greater the capacity to surprise, the less is the enjoy- 
ment of the outcome in contemplation. The pattern which is likely between 
the values of the outcomes and the surprise (potential surprise function) is 
such that the more extreme the outcomes contemplated, the greater the de- 
gree of potential surprise. But there will be some “inner range” which has 
zero potential surprise. The stimulation derived from contemplating this 
inner range is, thus, not marred by the fact that the occurrence of any one 
of the outcomes would be surprising. Beyond this range two opposed tenden- 
cies develop. The more extreme the outcomes considered the more the posi- 
tive stimulation, while at. the same time the greater becomes the potential sur- 
prise which tends to reduce the stimulation. There will be some point beyond ` 
the inner range where the stimulation will reach a maximum as the depress- 
ing surprise force finally outweighs the ever-increasing stimulation from more 
advantageous outcomes. This maximum in the stimulation function is im- 
portant because it is presumed to be the point of greatest psychological at- ' 
tention. It is assumed, in fact, that the entire interest fixes on the maximum 
point because the pleasure derived from the contemplation of the outcome 
of a choice is not additive and therefore nothing subjective is affected by con- - 
sidering values of other outcomes than the greatest. This outcome is called 
for this reason the “focus-outcome.” A comparable outcome may be found 
on the unpleasant side of the outcome range, called the lower focus-outcome 
(or focus-loss where money gains and losses are involved). It is upon these 
two values that the choice among alternatives is based. 

It is-a simple matter after having developed the idea of these “primary 
focus-values” to transform them to “standardized focus values” by finding 
values with the same capacity for stimulation but which do not have any 
potential surprise attached to them. These then are useful for purposes of 
~ comparison and choice among alternatives. The final step in this process is 
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taken with the aid of a kind of indifference map expressing the taste for risk. 
Curves are drawn connecting strings of indifferent pairs of focus-values, 
thereby a set of gambler indifference curves is obtained. By considering al- 
ternatives within this nexus the basis of choice is explained. 

This apparatus is no simple modification of the orthodox method of analyz- 
ing uncertain choices; why: does Shackle consider it necessary? The orthodox 
method, one way or another, relies on the theory of probability. It is Shackle’s 
contention that the theory of probability does not apply to a large number 
of economic decisions for two reasons. (1) Such decisions must be made on 
the basis of information of very few prior cases, whereas a probability state- 
ment is obtained by finding relative frequencies over a large number of cases. 
(2) Many of the most important economic decisions are made only once, for 
the decision itself alters the conditions under which the opportunity is pres- 
ent. Probability statements, however, are statements of tendency in the long 
run of events and cannot be taken to apply at all to single events. Either 
Shackle’s scheme or some other radical departure seems to be necessary if 
we are to understand this very large and important class of decisions. 

Although Shackle’s case is persuasive, I do not believe it is correct. I shall 
only suggest the grounds on which I disagree. (1) Shackle exaggerates the 
extent to which, e.g., investment decisions do not have previous evidence . 
which is relevant to them. The success of such an investment frequently de- 
pends upon the outcome of a chain of separate events; evidence about these 
subevents may be readily available. (2) The lack of precision in determining 
probability judgments should not be confused with the inability in principle 
of making such judgments. I feel that part of the appeal Shackle’s case has 
may be due to this confusion. (3) The most unfortunate oversight is to have 
completely disregarded the concept of logical probability which in its most 
modern form has been developed by R. Carnap. Of the two concepts of prob- 
ability the one based on relative frequency—the concept Shackle considers 
_-—-requires large uniform classes of data in order to be meaningful. But 
. Carnap’s “degree of confirmation” (logical probability) is able to express the 
probability of an hypothesis on the basis of given evidence regardless of how 
“inadequate” it may be. In fact, it may be thought of as an “estimate” of : 
probability in the relative frequency sense. Probability is applicable to eco- 
nomic decisions even though the situations are unusual. (4) The concept of - 
the “posit” was developed by Reichenbach to establish probability judg- 
ments as the basis for rational behavior in actions which are nonrecurrent. 
A posit is a weight of likelihood given to a single event which is based on 
the “probability” of the event. Then, to act on the basis of the posit is to 
maximize the chance of being correct in the greatest number of different 
cases in the long run. Thus, despite the non-recurrence of the event, the logic 
of probability does provide a guide to rational behavior. For these reasons 
Shackle’s scheme must be considered in open competition with the orthodox 
methods and it will therefore have to be judged on its own contributions. 

What are the achievements offered by Shackle? 1. The first application 
of the new method is to the effect on investment decisions of changes in the 
-structure of expectations. The effect, for example, of the occurrence of some 

expected event such as a presidential election “may [be to] release a large 
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number of investment-decisions” (p. 73). This is because “the strength of 
the tendency for investment to be discouraged will continually increase as 
the event draws nearer and then jump discontinuously to zero at the moment 
when the event has just occurred” (p. 73). It is also discovered that an asym- 
metry exists between events which encourage and those which discourage in- 
vestments, This is because depressing information must be assimilated by a 
structural revision of expectations while stimulating information can be added 
to an existing structure of information. The most striking part of this analysis 
is the detailed consideration of the effect on expectations of the occurrence 
of new events. 

2. In a certain world each speculator will hold ¿at good which he expects 
to have the greatest price rise in some given time period. In the uncertain world 
more than one good is commonly held. This is explained in Shackle’s scheme 
by showing how a mixture of two assets’ will provide a “most desired” com- 
bination of focus-gain and loss, located on the gambler indifference map. 
This accomplishment is less appealing when we discover that in order to 
account for the holding of any combination of more than two goods it is 
necessary to introduce new assumptions which are unrelated to Shackle’s 
scheme. With orthodox devices one might choose to hold the asset which has 
the greatest mathematically expected rise in price. But the more broadly the 
probability calculation is applied, the better are the chances of success. 
Therefore, ceteris paribus many goods will be held for speculation simul- 
taneously. Orthodox probability explains the behavior of investors without 
extra assumptions required by Shackle. 

An explanation of the extreme sensitivity of speculators’ holdings to events 
which in themselves are not of great importance is developed. This sensitivity 
is due to the assumed shape of the gambler’s indifference curves. The evidence 
offered for such a function is not conclusive and it does not take into con- 
sideration the kind of evidence that has been employed in recent work on the 
response to risk. The gambler indifference map, however, does provide a use- 
ful form for such problems. Its use requires that the alternative being con- 
sidered be “represented” by two variables one of which may be taken as the 
chance of gain and the other as the chance of loss which is paired with the 
uncertain gain. The Domar-Musgrave development in uncertainty, which 
involves splitting the mathematical expectation into its positive and negative: 
components, is adaptable to the gambler’s indifference map. It is the latter. 
which yields the results in most cases and they can be had without taking 
the burdensome non-probabilistic scheme with it. 

3. One of Shackle’s most ingenious devices is to tax investors’ profits 
without thereby reducing the incentive to invest. This feat is to be accom- 
plished by requiring a declaration of expected profit (the declarer’s interests 
will be served by declaring his focus-gain) and only taxing actual profits to 
the extent that they deviate from the declared value. Presumably, then, the 
basis on which investment decisions would be made in the absence of taxation 
will not be disturbed by the tax. Of all the interesting questions one might 
ask about such an idea, the only relevant one is: will it sot actually reduce 
incentives? 

The answer depends upon whether the possibility of making some gain 
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other than the focus-gain is of no interest to the investor. so long as the 
focus-gain remains. For example, would an investor be indifferent between this - 
scheme with-a tax of 10 per cent on the deviation of actual from declared 
profit and with a tax of 100 per cent? This may be a good device for 
more modest reasons but it hardly seems like a coup for the focus-value 
method. . : 

4. Bilateral monopoly is the last nut put into the cracker. The problem is, 
how can the indeterminate solution arrived at by means of subjective valua- 
tion theory be improved upon? Since the process of bargaining involves un- 
certainty, it may be-analyzed by means of focus-values. Alternative strategies 
are considered. For some, the focus-loss (due to loss of face in having to 
come down, converted into a spot cash basis—conversion depending upon the 
extent of damage to reputation and the importance of same) will not seem 
worth the focus-gain (a receipt over some reasonable expectation) on the 
gambler indifference map. Another of the strategies may be more attractive. 
In any case, knowing the tastes and expectations of the bargainers, a con-. 
ceptually determinate solution may be obtained. The drawing apart of the 
strands of considerations here is rather i impressive but it is not much different > 
in the method of separating cost and gain from Hicks’ observations on the 
bargaining process. On the other hand, it lacks the richness in the content 
of response that is to be found in the theory of games. One is bound to be 
inhibited in making assumptions about a psychological process such as 
Shackle is describing, whereas operating in the context of a rational model 
seems to release those inhibitions. Where bargaining is carried on with skill 
by professionals, rational models seem more appropriate than constructs of 
mental activity. . 

No, final judgment seems appropriate about: all that Shackle raises in this 
fascinating book. I am most optimistic about the gambler indifference map; 
of all the devices s# has, for me, the most value for the least degree of poten- 
-tial surprise. For all that can be said which is critical, it is on the whole a 
tremendously able job of exposition, full of new ideas and suggestive of a vast 
array of pee in a complex area. 

, RICHARD S. WECKSTEIN 
New York U niversity 


Activity Analysis of Production and Allocation. Edited by Tyattrnc: C. 
Koopmans. Cowles Commission Monograph Number 13, (OIN York: 
- John Wiley and Sons. 1951. Pp. xiv, 404. $4.50.) 


Like all things good for body and soul, this book is going to hurt. Never- 
theless, there is no escaping the fact that everyone seriously interested in 
economic theory ought to keep a stiff upper lip and attenipt to read it. This 
will be no easy task, since mathematical concepts whose use in economics is 
relatively new abound; the economist with some acquaintance with modern 
algebra will find the going sticky, and the far greater number with no mathe- 
matics or with just some calculus notions will find some of the chapters liter- 
ally impossible. Still, by careful selection .and constant attention to the 
economics of what is being said, almost everyone can profit. 

It must be said at once that many of the general economic results aie 
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in the a are not new; they are, in other forms, already part of the litera- 
ture of welfare economics and the theory of production. What the new meth- 
ods offer are first, a clearer insight into the meaning of some established 
propositions, such as those concerned with the much more than institutional 
significance of a set of price ratios in the optimal allocations of resources, 
and second, a framework for formulating many kinds of optimum-problems 
in such a way that they lend themselves to systematic computation. 

As with all anthologies the reviewer and the reader face the problem of 
unifying the various contributions. In this case Koopmans’ Introduction will 
‘be of some help, as it places the papers in both-abstract and historical per- 
spective. He describes them as being “devoted, directly or indirectly, to vari- 
ous aspects of a fundamental problem of normative economics; the best al- 
location of limited means toward desired ends.” This is perhaps a little nar- 
row; there is unity also on a descriptive level. This is linear economics— 
commodities are transformed into each other at constant returns to scale. 

Leontief input-output models. The simplest linear model of production 
is the now well-known input-output system of Leontief which has a growing 
literature and is discussed in five papers in this volume. Harlan Smith gives 
a brief summary of the structure and uses of the open-end Leontief system, 
4.€., one in which “labor” is thought of as a primary, unproduced factor of 
production, and consumption is treated as unexplained “final demand.” Pro- 
fessor Georgescu-Roegen states some of the deeper properties of a considerably 
generalized version of the model. 

In the input-output system, the traditional production function can be re- 
placed by the notion of an industry or activity. An activity is a process which | 
uses up some commodities as inputs and produces one commodity as output, 
in fixed proportions. Subject only to the limitation that the needed inputs 
are available, an activity can be expanded or contracted indefinitely with 
fixed proportions and constant returns to scale. Note that joint production is 
excluded in the simplest system—no activity can have two outputs—and 
there is only one activity producing each commodity. The latter restriction, 
- however, turns out to be only apparent. Three short papers in the volume are 
devoted to a remarkable theorem due to Samuelson and Georgescu-Roegen, 
which states: in a competitive world even if there were alternative activities 
for the various products, only one activity for-each product could ever be 
observed. The market would exclude all others. A more exact way of saying 
this is that among all possible activities for a particular product there is 
one which will be optimal for all possible final demands, and the final de- 
mands are the only arbitrarily changeable element in-an input-output sys- 
tem. The bearing of this theorem is not to be exaggerated, however. It holds 
only (1) when joint products are excluded, and (2) there is only one primary 
input. Samuelson abstracts his theorem and sketches a proof: Koopmans 
gives a formal proof for the three-commodity. case; and Arrow proves the 
theorem generally. A careful reader of Arrow’s paper should be able to work 
out a two-commodity diagrammatic version which will make the proposition 
intuitive. 

More general models: Airforce and others. The idea of an activity need 
. not be restricted to production processes in the narrow way usual in the 
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economic theory of production. All that is required is that the activity be 
capable of indefinite expansion or contraction at constant returns. One of the 
most fruitful sources of ideas in linear models has been the work carried 
on at the Air Force by George Dantzig, Marshall Wood, and others. The 
problem faced there is the scheduling and programming of the manifold train- 
ing, supply, and operational activities which make up the Air Force, includ- 
ing activities extending over several time periods. Some of these are im- 
mensely detailed, others quite aggregative. Overlaying these more descrip- 
tive analyses are problems involving the allocation of the limited resources at 
the disposal of the Air Force among competing activities. These normative or 
“welfare” problems will be discussed shortly. The point here is that the activi- 
ties studies by the Air Force include such complex processes as “Flying the 
(Berlin) Airlift,” “Constructing Runways in Berlin,’ and “Training of 
Bomber Wing.” Four papers in this volume describe with varying degrees 
of generality the kind of work that has been done under this heading, and 
these are among the most accessible in the book. It should be mentioned that 
what has been described so far is not properly speaking “linear programming.” 
Dantzig’s pioneer contributions to this rather inappropriately nicknamed | 
field will be discussed later. 

Within the input-output model of production there is, as we have seen, no 
room for optimizing behavior. But as soon as the unrealistic limitations of 
the absence of joint production and the existence of only one primary factor 
are removed, the situation changes. An activity may have many inputs. and 
many outputs, and there are many ways of producing a specified menu of 
final demand within the availability limitations on primary factors. Models 
of this kind were first systematically discussed in a celebrated paper of von 
Neumann’s, since translated into English. They are discussed in the present 
volume in a long paper by Koopmans and one by Georgescu-Roegen. Every- 
one should read the first section of Koopmans’ paper, which gives his defini- 
tions and a short summary of results. From there on the going gets tough and 
the reader unequipped with a lot of modern algebra and/or a marvelous 
geometrical intuition will soon peter out. Georgescu’s paper is also deep and 
important and will, I think, be readable to most students of economic theory. 
Georgescu keeps the standard economics of production close to the surface, 
and this lends an air of familiarity to his mathematics. The points of view 
of these two papers are different and complementary. Georgescu remains 
close to the original descriptive formulation of von Neumann; he is interested 
in how a certain abstract economic system can behave. In order to study 
this question postulates are made with definite economic-behavior content; 
primarily that entrepreneurs maximize profit and that competition acts to 
make profits zero and interest cost a minimum. Under these assumptions it 
is shown that the economic system described is consistent, #.e., an equilibrium 
—or steady- growth—state exists. Georgescu provides alternative proofs of von 
Neumann’s basic results. 

Koopmans, on the ilies hand, remains within the sphere of static produc- 

‘tion. Primary factors are available in certain quantities, and final demands 


1A model of General Economic Equilibrium,” Rev, Econ. mae VoL 13 (1945-6), 
pp. 1-9. 
f 
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are specified. Given the technology, that is the collection of activities or pro- 
duction functions, production consists of operating each activity at a non- 
negative level. Interest attaches first to the possible production patterns, 
those which can be achieved with the given technology, and more specifically’ 
to the “attainable” production patterns which also meet the availability re- 
strictions on primary factors, yield non-negative amounts of final commodi- 
ties and zero net amounts of non-desired intermediate commodities. The 
possibility and, in fact, need for optimization is introduced by specifying the 
obvious efficiency objective for the production of desired commodities, namely 
that it should not be possible to produce more of one desired commodity with- 
out reducing the output of another: Koopmans’ main object of study i is the 
set of efficient production patterns, satisfying this usual economic require- ` 
ment. Note that no markets or other exchange activities have been intro- 
duced. But Koopmans shows that the concept of-a price system is already 
implicit in this abstract model of production. The efficient patterns of pro- 
duction can be characterized as those for which there exists a set of positive 
prices such that no activity in the technology permits a positive profit and 
such that all activities actually operated at a positive level yield zero profits. 

Thus we are back to the von Neumann-Georgescu postulates, but: these 
are now seen to have more than institutional significance. They are inseparable 
from the notion of productive efficiency. It is also shown that the price ratios 
defined by an efficient production pattern are in fact equal to the correspond- 
ing marginal rates of substitution if the latter exist. This theorem is of im- 
mense significance for welfare economics, and for the possibility of a decentral- 
ized mechanism of economic planning, 

An excellent introduction to this model of production is provided by a paper 
by Hildreth and Reiter which applies the theory to the choice of the best 
among several alternative crop-rotation plans. 

Linear programming theory. So far the theory of production has been 
-built upon a weak criterion of productive efficiency, and its result is the 
singling out of a perhaps quite extensive set of efficient production patterns. 
Can the narrowing-down process be carried further? The theory of the firm, 
of course, tréats efficient production as a halfway house on the way to 
maximization of money profit. And this leads-us to linear programming proper. - 

Maximization problems in economics terminate in the theorems of marginal 
analysis. But surely it is an indirect procedure to characterize the.top ofa — 
hill by. the vanishing of first partial derivatives and the negative definiteness 
of quadratic forms. Such an approach has the additional disadvantages, first, ` 

that some hills don’t have even first derivatives, and second, that when the 
' method applies, it yields only local properties and must be accompanied by ` 
the warning that somewhere there may be a taller hill. Linear programming 
takes the more intuitive view that the top of a hill is a point from which a 
step in any direction is a movement downhill, and it looks for global maxima. 
We may define linear programming as the maximization of linear functions 
subject to linear inequalities. This is appropriate in many economic problems? 


3 Problems like utility-maximization where the maximand is not linear can also be 
‘handled by an extension of the theory due to Kuhn and Tucker, but not described in this 
‘ book. Even here the budgetary constraint is a linear ae aces 
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where the function to be.maximized is indeed linear, a sum. of competitive 
prices times quantities. And in the activity-analysis model of production the 
constraints, or production possibilities, are linear inequalities. The new 
‘methods do not fail when the usual differentiability conditions are not met. 
The mathematical roots of linear programming go back a long way; the theory 
in its present form is substantially due to George Dantzig of the Air Force, 
-and has been developed by such mathematicians as Tucker and his co-workers, 
and G. W. Brown, and by the economists Dorfman, Koopmans, and Samuel- 
son. 

Linear programming has from its inception. been strongly oriented toward 
- the ‘provision of efficient computational methods. This -is discussed in the 
present volume by Dantzig, Brown, Dorfman and Koopmans. Dantzig pro- 
vides a numerical solution of a classic linear programming problem—the effi- 
cient carrying out of a steady transportation program involving movements 
‘among several ports. This problem is also analyzed: in detail by Koopmans 
and Reiter in another paper. It is remarkable that the mathematics of linear 
programming, although complicated, is strictly speaking elementary, and re-- 
quires nothing comparable with the backlog of limiting processes which under- 
lies the calculus of many variables. 

Applications of linear programming to standard economic problems are 

currently growing in number and several interesting ones have already ap- 
peared or will shortly appear in the periodical literature. An already classic ` 
example is the Cornfield-Stigler minimum-cost diet problem. Various foods 
can be bought at constant prices, and a unit of each food provides a certi 
amount of each of several dietary requirements. Thus the total amount of 
each nutrient is a linear sum of the quantities of the various foods consumed. 
Subject to the restriction that at least a standard amount of nutrient be ac- 
quired, the problem i is to choose the diet to have the least possible cost. This 
problem has been given complete numerical solutions. 
’ Study of problems like this has given rise to the concept of a “dual” prob- 
lem, discussed here in a mathematical but not overly dense paper by Gale,- 
Kuhn, and Tucker. The duality concept will prove to be of importance in eco- 
nomic theory. Associated with each linear-programming maximum problem 
is a twin minimization problem, in which the coefficients appearing in the 
first problem switch places. For example, the dual to the diet problem is to 
find a way of imputing “shadow-values” to the various nutrients in such a 
way that the total nutrient-value acquired is a maximum subject to the re- 
striction that the total nutrient-value contained in a food shall not exceed the 
- price of a unit of the food. In economic problems, prices and quantities often 
turn out to be dual variables. The usefulness of this formulation is essentially 
that the minimum achievable cost and the maximum achievable imputed 
value always turn out to be the same, and that when one problem of a dual 
pair has been solved, the other becomes trivial. Since one of a dual pair is 
often an easier computational problem, this is a’ useful result. Often also the 
economics of a problem can be laid bare by going over to its dual. 

This by no means exhausts the wealth of interesting material to be found 
in the book. Two papers discuss the (purely formal) resemblance between 
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linear programming and the theory of two-person zero-sum games. A long 
paper by Gerstenhaber develops the mathematical theory of convex polyhedral 
cones, in terms of which much of the Koopmans analysis is couched. This 


bristles with difficulties for the inexpert. Gale, however, goes over some of ` 


the same ground, everywhere showing the relationship between the language 
of cones and that of matrices and linear transformations. The growing num- 


ber of economists with some facility in the latter field will find this paper a- 


useful and readable introduction to the new methods. 
In sum, the subject matter of this anthology is one of the frontiers of de- 
tailed and aggregative economic theory. It deserves a serious try. For those 
who try and fail, there remains the good news that a book? by Robert Dorf- 
man is now, and one by Paul Samuelson will soon be, available, the former 
applying linear programming to. the theory of the firm, and the latter attempt- 
ing with a lighter mathematical budget to bridge the gap between the re- 
ceived theory and the newer methods of linear economics in all its manifold 
forms. : 
Robik SoLOW 
M assachusetts Institute of Technology 


* Application of Linear Programming to the une of the Firm (University of California ~ 


Press, Berkeley). 


Economic Systems; Planning and Reform; Co-operation 


American Capitalism: the Concept of Countervailing Power. By J. K. GAL- 
BRAITH. (Boston: Houghton Mifflin. 1952. Pp. xi, 217. $3.00.) 

Professor Galbraith brings to a discussion of economic organization and 
policy a remarkable breadth of experience. To this he adds a highly un- 
trammeled outlook and incisive analytical powers, In this book these qualities 
are brought into effective play in a manner at once polemical and good- 
humored. They are not, perhaps, brought quite to full flower, since he has 
elected to write a book primarily for a non-professional audience. This in- 
volves a considerable over-simplification and some blurring of the finer 
-shades of his thinking. But the outlines are clear enough and deserve the 
careful attention of his professional colleagues. ` 

Roughly half the book is devoted to matters of industrial organization, the 
attitudes which have dominated antitrust policy, and a statement of a revised 


approach to policy: The approach thus devised is then brought into contact ` 


with public policies affecting particular groups, particularly labor and .farm 
groups, and with stabilization policies. The outcome is therefore the outline 
of a consistent body of policy across a wide range of economic affairs. 

` To Professor Galbraith, the basic shortcoming of the thinking of econo- 
mists on antitrust policy is an archaic devotion to a competitive ideal. In 


characterizing the views of his professional colleagues, his manner is one of | 


rather graciously condescending derogation. His point of departure is, indeed, 
a caricature of “liberal” economic thought comparable to Keynes’ opening 
. caricature of “classical” economics. It is not a very nice tactic and does in- 
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justice to much searching thought prior to his own. It does nevertheless per- 
mit him to bring to sharp issue some troublesome aspects of current thinking 


. - upon the monopoly problem. , 


= The central factual part of the problem is the actual structure of American 
industry. Over a very wide range there has developed a high degree of con- 
centration, in the form of- oligopoly where two or three or a very few enter- 
prises engross a substantial major fraction of their markets and exercise 
“power.” Since the competitive ideal presents a picture of an economy where 
social efficiency is achieved without the existence of such power, those who 
entertain this ideal in part seek to fragment industry, and in part lament the 
impossibility, of doing so. The psychological result is an apprehensive view — 
of the future prospects of the economy in spite of patent evidences of good 
performance. The dominance of the competitive ideal also creates ambivalent 
attitudes in the business community where, while power is exercised, the exist- 
ence of power must be denied. 

This approach to policy, in Professor Galbraith’s view, epret an in- 
tellectual lag—a failure to see why, given its present structure, the American 
economy does in fact produce fairly acceptable results. On this point, he feels. 
that “modern” theory has greatly overstated the similarity between oligopoly 
and monopoly. The present degree of concentration has not removed the in-’ 
centives to technological progress; and, indeed, provides them with a highly 
favorable climate. Moreover, the greatly diminished force of price competition 
ig not an irreparable or highly alarming development. For, in so far as 
“original” power positions are built up, there is an almost automatic growth 
of “countervailing” power which operates in the public interest. The waning 
force of competition on the same side of the market is replaced by the growth 
, of countervailing power on the opposite side. This i is the central thesis of the 
book. 

The thesis is not used to derogate the nenii of an antitrust policy. 
Professor Galbraith does not entertain an NRA or cartel philosophy. On the 
contrary, he believes in the maintenance of useful rivalries and favors limita- - 
tions upon the excessive growth of “original” power, especially by collusive 
` action. But he feels strongly that due attention to his distinction will lead to 
a more discriminating intelligence in the application of policy. Attacks upon 
countervailing power positions, as for example in the A & P case, seem to 
him quite asinine, especially where tliey do not touch the sources of original 
power. 

There are, however, limitations upon the effectiveness of countervailing 
power as a social instrumentality. It is not equally effective in all markets, 
with unfortunate distributive consequences. To this fact Professor Galbraith 
attributes the recourse to government by especially disadvantaged groups. In 


these terms he builds up a reasoned defense of government intervention in be- ... 


half of labor and farm groups. The positive use of powers of government thus 
becomes an essential element in the satisfactory performance of the econ- 
omy, and much of the curse is removed from the activities of “pressure 
groups.” 

All this, so far as it goes, expresses an inherent optimism concerning the 
prospects of the American economy. Power positions are largely neutralized 
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or directed to socially acceptable ends. In so far as this is not so, the opulence 

of the economy prevents them from creating intolerable injustices or social 

tensions. There is no perfection in the system, as there is supposed to be in a 

competitive model. But at the same time it is a workable system, to which 

no feasible or acceptable alternative is provided by recourse to “competition” 
r “planning.” 

This is a very powerful argument. But it is still partial, and based on prem- 
‘ises not yet fully disclosed. One must therefore continue to the end of the 
argument, and beyond. 

To Professor Galbraith, the peacetime environment which he believes to . 
be normal, and to which the argument is fully applicable, is one in which 
- recessionary tendencies maintain a moderate dominance. It is this fact which 
keeps the two sides of the market in opposition and maintains the forces of 
countervailing power in active and beneficial command. At the same time 
this less-than-full-employment tendency creates social problems of its own 
and he is therefore driven to explore the potentialities of a Keynesian suff- 
ciently-full-employment policy. On this point he arrives at a similarly opti- 
mistic conclusion that “there are no problems on the side of depression or 
deflation with which the American economy and polity cannot, if it must, 
contend” (p. 193)..To the technical possibilities are added the political pres- 
sures with respect to taxation and income maintenance which operate in the 
right direction. 

The only serious problems to which there are no obvious since are, for 
Professor Galbraith, those connected with a state of inflationary pressures 
induced by mobilization and war. In these circumstances, the fiscal and 
monetary powers cannot be fully utilized without creating unemployment at 
a time when this result is peculiarly anathema. At the same time popular 
political pressures run counter to the adequate use of these powers. In these 
inflationary circumstances, countervailing power loses its force and joins with 
original power in creating a cumulative inflationary process. Professor Gal- 
braith is certain that direct controls need to be added to firm use of fiscal 
and monetary measures. But his optimism recedes, and he ends on the note . 
that, if long continued, “inflationary tensions are capable of bringing a major 
revision in the character and constitution of American capitalism” (p. 208). 

To all these interlaced topics Professor Galbraith brings a mature thought- 
fulness which commands respect. He requires the re-examination of their 
preconceptions on the part of those who may disagree from point to point. The 
result should be to narrow, rather than broaden, the area of disagreement, 
which must have been some part of his intent. 

‘Nevertheless, there are points upon which one may feel misgivings. This 
is especially true of his great emphasis upon “countervailing power” as a 
substitute for “competition.” Here he appears to fall into a trap of his own 
making, that of contrasting countervailing power with the “powerless” com- 
petition of theoretical models. In consequence he nowhere pays’ attention to 
the extent and force of the “real” competitive elements and the necessity of 
retaining them unless we are to embark upon a radically revised version of 
American capitalism. If the balance were held true on this point, and if the 
consequences for antitrust were more carefully spelled out, the remainder of 
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his argument would be so much the more telling. For there can be few ‘“‘lib- 
erals” left who find a comprehensive solution in trust-busting. Much of the 
problem is that of finding the best terms upon which we can live with our ` 
industrial system in approximately its present form. Professor Galbraith has 
given us earlier versions of his acceptance of oligopoly’ and up to a point — 
there is much sense in it. The present version merely provides a clearer view 

_ of the saving graces. It provides a rationale for nof.doing certain things in 
- antitrust enforcement. But it cave? an extremely blurred view of what the 

' task of antitrust is. Z 

At another level, there is a certain ambivalence in Professor Galbraith’s 
interpretation of the performance of the American economy in the postwar 
years. This performance is his evidence for the operational merits of the sys- 
tem. But the period was one of inflationary pressures up to 1949 which appear 
to have been kept in check as much by a holdover of the “depression psycho- 
sis” as by any overt policies of government. This he appears at times to rec- 
ognize; and to that extent the fact of a mild depression in 1949 with a quick 
recovery provides very fragile evidence of the quality of performance to be 
expected with a full “outbreak” of peace. Beyond this his easy faith in the 
effectiveness of Keynesian remedies for “recession” smooths over a rough 
terrain. He may well be right—I should think him right—that the country 
need suffer no recurrence of the experience of the great depression. But per- 
haps a more tempered optimism would be in order. 

In one final respect Professor Galbraith simplifies his. task by limiting it. 
He presents, except for war and inflation; a world of fixed relations and pre- 
dictable tendencies. After expunging some archaic ideas from people’s minds, 
policy can be intelligently adjusted to those, on the whole, beneficent relations 
and tendencies. This is not necessarily an idle faith. But ‘it implies the possi- 
bility of constraining, in a widely acceptable economic theology, the play of 
forces now loose in the world which might re-allocate the whole balance of 
power, in unpredictable ways. 

At an early point in the book, he states, “Man cannot live without an 
economic theology—without ‘some rationalization of the abstract and seem- 
ingly inchoate arrangements which provide him with livelihood” (p. 18). His 
. own revision. of earlier doctrine, containing new means of grace, is given its 
own grounds of acceptability by the following tenets: we are opulent; we have 
the means to retain and augment this opulence; increasingly opulent societies 
are increasingly conservative. This is an interesting “theory of development” 
for America, but not necessarily an adequate one. It seems to me that Profes- 
sor Galbraith might—in another context, for another audience, or upon further 
thought—find questions where he now states doctrines. 

One cannot close without giving thanks for a profoundly satisfactory style, 
easy, lucid, witty, yet compact as befits ‘the compactness of his mental proc- 
esses. ' 

PAuL T. Homan 

University of California, Los Angeles 

1 For TEER in “Monopoly and the Concentration of Economic Power,” in Howard - 
Ellis, editor, A Survey of Contemporary Economics (Philadelphia, Blakiston, 1948), 
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Modern Capitalism and Economic Progress. By Tuomas Witson. (New 
York and London: Macmillan. 1950. Pp. vii, 274. $2.50.) 


. Mr. Wilson (University College, Oxford) has written a thoughtful book. 
Perhaps he has written two books, or at least a book with-two distinguishable 
themes which appear over. and over again as the argument proceeds, This is 
not to suggest that the two themes are inharmonious; quite the contrary. - 
But the themes are separable and perhaps the one does not necessarily require 
the other. 

The author’s first theme is essentially a re-examination of the alleged weak- 
nesses and deficiencies of “modern capitalism”—especially as exemplified by 
the contemporary British economy-—and a weighing of the prospects or prob- 
abilities that these are more likely to be put right by socialist planning or by 
a refurbished system of firms, markets and prices. This theme ostensibly dom- 
inates the book from Chapter 2 through Chapter 12. 

The method of treatment is to restate the economic problem in Lionel 
Robbins’ terms and to show, both by a priori reasoning and by the facts of ` 
British experience, that the case for planning is relatively weak (Chaps. 2-5). 
But he realizes that this alone will not satisfy the doubting Thomases because 
the bill of particulars against modern capitalism includes items such as In- 
equality of Income and Wealth; Monopoly and Industrial Efficiency; Infla- 
tion; Mass Unemployment; and Balance of Payments Problems for which. 
he must show the logical merits of the capitalistic solution as against that in 
prospect under central planning. Mr. Wilson’s discussion of these problems 
is tidy, neat and thoroughly readable. In the main his mode of attack is to 
show either that the facts of the problem are quite other than the intelligent 
layman has been led to believe by the parties of the left—as in the case of 
inequalities in income and wealth, monopoly, comparative economic progress 
under Capitalism.and Socialism or Russian Communism—or to show that the 
problems are made more intractable by Socialist convictions and the policiés 
they engender. As might be expected the author concedes that reformed 
capitalism will have to give special attention to the problem of mass unem- 
ployment without interpreting full employment to mean auarantcene every- 
one life-time security in his particular niche. 

If economists find little that is either new or startling in all this, they will 
yet be grateful to Mr. Wilson for having set forth the argument and analysis 
so clearly and concisely. Perhaps economists have done far too little of this 
sort of thing in recent years apart from their regular university lectures. They 
seem to have assumed that the merits and achievements of capitalism were 
either self-evident or common knowledge, or both. Yet it is remarkable indeed 
—as Mr. Wilson is at pains to emphasize—how many otherwise reasonable 
people seem to believe, for example, that the industrial revolution brought 
mankind more misery than improvement and that, throughout most of its 
history, capitalism can be taken as synonymous with conditions of mass un-: 
employment and starvation—a kind of gigantic Welsh mining episode. 

, Mr. Wilson’s other theme is not so easily transposed in a few words. Essen-_ 
tially, however, it appears to be this: while he believes that he has demon- 
strated that capitalist solutions to most economic problems are technically 
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and politically less ominous compared with the proposals from the Left, 
nevertheless this may have little bearing upon the outcome because’ people in - 
search of a new faith are incurably romantic, irrational and gullible. “It is 
only by studying the emotional and neurotic aspects of the Marxian religion 
that the reasons for its strength can be understood. This strength would, 
indeed, be inexplicable if rationality were an essential quality; ....-By con- 
trast, a belief in private enterprise, however sincere, scarcely meets the needs: 
of those who want some worldly faith as a means of sublimating their desire for 
metaphysical certainty” (pp..253-54). In other words, Mr. Wilson believes, 
apparently, that economic analysis and sober research are probably of little 
avail against the strong magnetism of the emotional appeal inherent in 
Socialism and Communism. 

This theme recurs all through Mr. Wilson’s pages but is most explicit in 
the first and final chapters. It is often reminiscent of some of Frank H. 
Knight’s more recent essays though the author makes no reference to these. 
If this is indeed the-author’s conviction, then one wishes he had developed 
this theme. more fully. For one rather has the feeling that even the author 
believes that his economic arguments will not persuade those he would like 
to reach. If so, might it not have heen DENER to have cast the argument in this 
mold from the outset? i 
Norman S. BUCHANAN 


f 


Universitiy of California, Berkeley 


Unser Zeitalter der Misserfolge—Fuenf Vortraege zur Wirtschaftspolitik. By 
l WALTER Eucxen. (Tuebingen: J. C. B. Mohr [Paul veer 1951. Pp. 
iv, 72, DM 3.60.) — 


Contemporary thought on social and economic policy is still dominated by ` 
ideologies that were created before or at the beginning of the industrial revolu- 
tion. There now exists, however, a considerable body of experience with these 
policies and it is the task of science to utilize it. For the pressing political 
problem has not been solved “how can an effective order in the modern indus- 
trialized world be established that does justice to the dignity of man?” ` 

Professor Eucken proposes to make a step in this direction by investigating 
the course of German economic policies during the last fifty years. Some of 
the main problems that political economists have been faced with are taken 
up and traced through the various forms that they assumed under rapidly 
changing conditions. Among the problems analysed are: (1) that of monopo- 
listic power—the cartel question; (2) the social problem from its two aspects, 
low standards of living and insecurity of employment; and (3) the problem 
of monetary and trade policy. They constitute the topics of three chapters in 
this book. Another chapter is devoted to a refutation of the “anachfonistic 
contention” that technological development by itself leads to the elimination -~ 
of competition. Finally, the influence of economic thinking on the course of 
economic policies in the past is discussed. The author rejects the thesis of the 
self determination of economic development. “Economic policy does not 
primarily spring from economic facts but from people’s opinion about. these 
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economic facts.” Eucken’s analysis is keenest and his verdict of the greatest 
weight in matters of the centrally directed economy, on the power and ineffi- - 
clency of which. no illusions are entertained. He concludes that the range of 
economic policy is actually limited to a decision between the three funda- 
mental systems: “direction by central-authorities, by monopolistic groups, or 
by competition.” The German experience proves the latter to be the superior 
alternative by far, What then should be the nature of the economic activity 
of the state? The government is to control the forms of economic life but 
not to engage in the economic processes itself. It should provide a consistent 
framework for individual action, an economic constitution. At the end of the 
disillusioning analysis of past failures there is thus raised a positive sugges- 
tion oa considerable interest. 

In “Our Age of Failures,” Professor Eucken’s rare gift for brief exposition 
and concentrated analysis of the principal questions is most fortunately ap- 
plied. The unpretentious little book is, in fact, one of the most inspired and 
concise treatises ever written on economic policy. The reader will perhaps 
disagree with the conclusions arrived at; but he will not fail to benefit from 
this masterly survey of what appears to be one of the most interesting chapters 
of modern economic history. The study of this book intensifies the impression 
of the severe loss that the early death of Professor Eucken has inflicted on 
economic science. This series of five lectures prepared for and in part delivered 
at the University of London was posthumously edited by Dr. Edith Eucken, 
the widow of the author. An English translation, to be edited by Mr. John 
Jewkes of Oxford, is announced in the preface. 

Martin BECKMANN 
Cowles Commission for Research in Economics 
University of Chicago 


Free Enterprise and the Administrative State. By MARSHALL E. Dmock. 
(Birmingham: University of Alabama Press. 1951, Pp. x, 179. $2.50.) 


In these essays which reprint a series of lectures given in November, 1950, 
Professor Dimock explains why he believes our free enterprise economy is 
threatened. He fears that free’ enterprise will give way to an “administrative 
_ state,” specifically socialism (p. 167), unless the nation quickly awakens to the 
danger. He reaches this conclusion by an altogether different route from that 
taken by Hayek and Flynn. Moreover, while he would regret such a develop- 
ment, he does not think that it would lead to an inefficient economy. 

Professor Dimock advances the thesis that the American free enterprise 
system: is in danger of being “lost” because bigness has become the main 
characteristic of our business life and has brought with it bigness in government 
and labor, With this bigness have come profound social, psychological and 
political as well as economic consequences. Dimock thinks that most people 
_ are oblivious to the problem, Consequently, neither the nation nor experts in 

- the social sciences have reached a rational and effective consensus about the 
desirability of bigness. Both the attacks and defenses of bigness are emotional, 
ill-considered, unscientific, and, at best, only partial. Dimock sees the evils of 
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bigness to be: rule by an élite while the majority are subordinated to the will 
of the few; the development of hierarchical levels of command, with most 
people. carrying out orders from above- (i.e., regimentation); uniformity of 
behavior; the danger of serious injury from mistaken judgments because 
decisions are highly centralized; the appropriation of power for personal and 
class interests; and failure to recruit sufficient talent to keep the system oper- 
ating satisfactorily (pp. 56-57). 

In Dimock’s opinion decentralization can go far toward reducing many of 
the evils of bigness, but it is not a full solution. It still leaves enormous power 
at the top, and inflexibility and rigidity of management result from reliance 
on “rules.” As a result, opportunities for initiative shrink. Nevertheless, 
Dimock urges that decentralization should be carried as far as feasible, for l 
it does mitigate the evils of bigness. 

To solve the problem of excessive size wherever it exists, Dimock suggests 
the following general requirements: first, clear understanding of both the 
tenets of a free enterprise economy! and of the appropriate rôle for govern- 
ment in such a system; second, greater diffusion of ownership and increased 
economic opportunity; third, a sharing of “power,” wherever power exists; 
fourth, self restraint and an avoidance of excesses; fifth, use of voluntary and 
‘private agencies to correct objectionable conditions, but a reliance on govern- 
ment where such agencies will not suffice, In Dimock’s opinion, free enterprise 
will survive only if government is allowed to meet exigencies. promptly and - 
fully as they arise. Failure to take sufficient remedial action will expand the 
ultimate rôle of government, and almost certainly destroy the free enterprise 
system. 

Professor Dimock does not limit his discussion of bigness solely to consider- 
ations of productive efficiency and monopoly. Indeed, he devotes one of his 
five chapters to a discussion of various conceptions of efficiency. He stresses 
the social, rather than the narrowly economic concept, including all factors 
entering into national strength and greatness (p. 139), with particular em- ` 
phasis on the opportunity for individual personalities to realize their capacities 
to the utmost in every aspect of life (p. 141). In his multidimensional analysis 
of bigness, he has primarily showed how difficult it will be to find answers; he 
would not claim to have offered a realistic solution. 

Certain readers may find in this book some fuzziness of concept and expres- 
sion, rambling and redundancy, and unsupported statements that are irksome. 
Nevertheless, Free Enterprise and the Administrative State should provoke | 
economists to reassess the full impact of bigness (even if wholly unassociated 
with market power) on our entire way of life. Moreover, many teachers will 
-find this book useful to give students a non-doctrinaire and somewhat philo- 
sophical discussion of bigness in business and government and of the appro- 
` priate rôle for government in a free enterprise system. 
ALFRED R. OXENFELDT 


The City College 


+ Dimock finds the essence of free enterprise in individual ownership, competition,. and 
managerial freedom. 
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The Origins of Totalitarianism. By HANNAH ARENDT. (New York: Harcourt 
Brace. Pp. ix, 477. $6.00.) 

This book consists of three essays,.richly equipped with quotations and foot- 
notes, with the headings Antisemitism, Imperialism, and Totalitarianism. The ~ 
reader will find interesting descriptive materials on such varied topics as the 
economic function: of Jewish court bankers in the eighteenth century; the 
Dreyfuss Affair; the structure of colonial bureaucracy; the function of the 
secret police in Nazi Germany and Soviet Russia; the purpose of the concen- 
tration camps, etc. But he will not find a consistent theory either of the mean- . 
ing of “totalitarianism” or of the causes for the gowth of totalitarian societies 
in the recent past. 

Political scientists call a government “authoritarian” if no legal means are 
provided by which the rulers can be replaced at the wish of a popular majority. 
A society is usually referred to as “totalitarian” if (1) government is authori- 
tarian, and, in addition (2) the rulers claim infallibility, (3) political criticism 
from outside the ruling group is not permitted, (4) government extends its | 
sphere of action to all fields of human activity, including the regulation of 
personal habits, beliefs, and associations, and (5) due process of law is not 
assured to all citizens. l 

Dr. Arendt uses the term totalitarianism as a literary cliché, without an 
analytical investigation of its meaning and content. She theorizes entirely by 
generalization from the ideology or experience of only two historical cases, 
namely Nazi Germany and Soviet Russia.. Fascist Italy, Peronist Argentina and 
Mao Tse Tung’s China are not even considered as possible instances of total- 
itarlanism. . ) 

Furthermore, Dr. Arendt fails to ask to what extent totalitarianism is really 
a modern phenomenon. A study ‘of the historical record might well ‘indicate 
that ancient societies tended to be totalitarian—limited only by the technical 
difficulties in earlier days of making controls effective—and that the separation 
_ of the functions of the priest, prophet and judge from those of the political 
ruler, the separation of a private sphere from a public sphere, and the splitting 
up of political power itself into a legislative and an executive branch mark the 
slow emergence of a more liberal society. If the latter hypothesis is accepted, 
modern totalitarian societies would not find their explanation in terms of 
“origins” but rather in terms of backsliding toward more regressive forms of 
social organization. In that connection, the resemblance in the structure and 
functioning of Stalinist Russia and the Egypt of the Pharaohs is certainly 
striking. 

The author does. not deal at all with Hayek’s thesis that the road to totali- 
tarian serfdom leads by way of the welfare state and of democratic socialism. 
Neither does she consider the notion, very popular at the moment, that com- 
munism thrives best on poverty and, in the case of colonies, on lack of national 
independence. Instead, she is interested only in the hypothesis that modern 
antisemitism and modern imperialism have created the psychological climate 
for the totalitarian movements. While antisemitism was a motivating factor 
in the politics of the Nazi regime, it is doubtful that it contributed to its coming 
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to power. Certainly, it is not a factor in the origin of the Soviet regime. As 
to the factor of imperialism, Dr. Arendt does not seem puzzled by the fact 
that great ventures of modern imperialism, undertaken by Britain, France, 
and the Netherlands, have to this day not affected the liberal structure of the 
mother country in any instance. 

The unsatisfactory methods used by the author make the book of little value 
ag a contribution to the taxonomy -of comparative political and economic sys- 
tems, or as a guide in the solution of the problem of preventing additional 
populations from falling under the sway of totalitarian movements or regimes. 
i WERNER BAER 
Hunter College ny 


National Income and Social Accounting 


Income and Wealth. Series I. International Association for Research in Income 
and Wealth. Edited by Erm LUNDBERG. (Cambridge: Bowes & Bowes. 
1951. Pp, xv, 297. 30s.) 


“The first conference of the International Association for Reais in Income 
and Wealth was held at Cambridge, England in the late summer of 1949, Eight 
of. the fifteen papers read and discussed at that meeting are brought together 
in the present volume. Fhe long delay in publication is regrettable, and it Js. 
to be hoped that a way may be found to produce future volumes more quickly. 
Most specialists, however, were doubtless either present at the conference or 
have since learned of the Proceedings through other channels, For them, the 
volume serves to preserve some of the more important contributions in per- 
manent form. The non-specialist, despite the lapse of time, will find that any 
attempt to glance quickly through the book is likely to end in a number of 
hours of rewarding reading. 

Taken out of order, the papers in this volume fall into two groups. ‘Four 
short papers deal with recent experiences in the use of social accounts in as 
many different countries; an equal number, of longer essays are concerned 
with theoretical and practical problems of income and product accounting. 

Among the shorter papers, the one by Gerhard Colm of the staff’ of the 
Council of Economic Advisers should be especially useful to teachers. Mr. 
Colm presents an excellent summary of developments in the United States, and ` 
whereas little of it will be new to American economists, it is a survey that 
instructors may safely recommend to their students. For France, there is a 
= report by Jan Marczewski of the Institute of Applied Economic Science in 
Paris, printed in French, but accompanied by an English summary. The 
United Kingdom is: represented by E. P. Jackson of the Central Statistical 
. Office, and the Netherlands by G. Stuval of the Central Plan Bureau. Read 
. ag a group, these brief surveys reveal interesting differences in the uses to 
which social accounting is being put in the various countries, and provide 
numerous examples of the sort of practical problems that are being encoun- 
tered. : 

In the longest essay in the volume, Richard Stone of the Peparinga of 
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Applied Economics at Cambridge discusses “Functions and Criteria of a 
System of Social Accounting.” His seventy-five pages of text and tables afford, 
in themselves, sufficient material for extended review. “Intertemporal -Com- 
parisons of Real National Income: An International Survey,” by J. F. D. 
Derksen of the Statistical Office of the United Nations is a revised version of 
a paper read at the Cleveland meetings of the Econometric Society in Decem- 
ber, 1948. W. B. Reddaway of Cambridge in “Some Problems in the Measure- 
ment of Changes in the Real Geographical Product,” gives a preliminary 
report on the extension of the index of production presented by Messrs. 
_ Carter, Reddaway, and Stone in The Measurement of Production Movements 
(1948). | 

The last of the long papers is an essay by Simon Kuznets called “Govern- 
ment Product and National Income.” This paper will be of particular interest 
to those who recall the discussion by Professor Kuznets and the Department of 
Commerce economists in The Review of Economics and Statistics for August, 
1948. Few readers could have supposed that Professor Kuznets would be 
content to let matters rest there, and his sixty-seven pages in the present 
volume will surely not end the debate. The questions at issue are important 
to all economists, and involve interrelationships of theory, fact, and vision 
that ought to be thoroughly explored. The pressure to secure results leads to 
the adoption of conventions that tend to push these problems into the back- 
ground, and it would be regrettable if Professor Kuznets were to be regarded 
as supporting one end of a purely private dispute. 

The volume has been admirably edited by Erik Lundberg, who supplies a 
preface, and an analytical table of contents in place of an index. Much of the 
hardest work of an editor consists in removing evidence that he has done 
anything at all, and only a microscopic examination reveals the excellence of 
Professor Lundberg’s performance. 

Apart from the obvious importance of the book as a whole, and the substan- 
tial progress ‘it attests, the most encouraging thing about it is the recognition 
by all the contributors of the limitations of their own work. Professor Lund- 
berg tells us in his Preface that in the discussions at Cambridge there was 
considerable variation in the degrees of confidence expressed in national income 
statistics, but the papers themselves show consistently commendable caution. 

RICHARD V. CLEMENCE 

Wellesley College 


Business Fluctuations; Prices 


‘What Happens During Business Cycles—A Progress Report. Stud. in Bus. 
Cycles No. 5. By W. C. -Mircueri. (New York: Nat. Bur. of Econ. 
Research. 1951. Pp. xxxi, 386. $5.) 

This book is a document Professor Mitchell left in the hands’of Dr. A. F. 
Burns shortly before his death. It is an elaborate account of the results of the 
well-known enormous statistical investigation in which he was engaged for 
many years with the assistance of his staff at the National Bureau. The method 
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followed is the one described in the publication Measuring Business Cycles 


_' which appeared in 1946, This new book does not cover the complete program 


which Professor Mitchell had set himself; out of seven parts it only gives three. 
In an introduction of some fifteen pages Dr. Burns summarises the main 
findings. Part I of the book again describes the statistical technique used. 
Part II gives a very detailed account of the findings for a large number of 
statistical series, whereas Part IIT concentrates upon the evidence of, com- 
prehensive series. 

Most interesting to the business-cycle student are, to my rind, the charts 
showing the average pattern of a large number of statistical series during one 
cycle expressed as a percentage of the average for the cycle and specified for 
nine different time points in each cycle. This perhaps may: be said to be the 
most accurate, comprehensive and standardised statistical documentation on 
cyclical behavior. As a consequence of the technique followed, the graphs do 
not represent the cyclical component in the usual sense; the trend is also in- 
cluded, but for most of the phenomena this does not very much influence the 
picture. Here we find many of the well-known regularities of cyclical behavior, 
e.g.; that agricultural marketings are not cyclical at all, industrial production 
is very clearly cyclical, durable-goods production more so than non-durable- 


goods production and so on. Certainly, this material is very useful for a | 
. number of practical and scientific purposes. Not only that differences in ampli- 


tudes are easily discernible, but also differences in phasing. The form of the 


_ cycles shows many interesting features. To quote an example, the production 


of pig iron does not show any evidence of a prolonged bottleneck situation in 
the neighbourhood of the top of the cycle: the peak is not flat at all. The 
interesting fact of new orders clearly preceding the cycle is neatly disclosed on 
page 41. The sharp peak in interest rates cannot be found back in price series 
even of such commodities as pig iron. 

Apart from these graphs, Professor Mitchell gives a host of tables among 
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which are very interesting ones, e.g., the one relating to the indexes of the - 


balance sheets of corporations (p. 139). There are, also, a number of figtres of 


_ which the use is only restricted, e.g., such coefficients as he calls conformity 


indexes. These indexes are relative frequencies of conformity in the direction 
of movement between a given séries and the reference cycle; therefore, they are 
of a qualitative nature and their. character is difficult to define. Of the almost 
800 series analysed a rather large number are 100 per cent conformed to the 
general cycle. A small number shows positive or negative lags or an inverted or 
non-cyclical movement. Most of these facts have been known for a long time, 
but perhaps not as accurately as has now been established. 

Much space in the book is devoted to common language explanations of the 


findings; given Professor Mitchell’s principle that he did not want to include 


any theoretical element in his investigation, it could not be very much more. 
Here the limitations of the method which have been discussed before are very 
clearly felt. It would seem superfluous to go into these questions again. The 
main value of the book, as I see it, is, in fact, in the element of the very careful 
and complete documentation. At some places the argument is illustrated by 
references to some more detailed investigations, such as the interesting investi- 
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gation by Mrs, Mack about the-various stages in the leather and leather-working 
industry. Here interesting new results are obtained to which many readers 
will be looking forward. It is shown, for example, that the amplitude of the 
various stages in this production process has a maximum not at the raw ma- 
terial extreme, but somewhat more in the middle, viz., at the stage of leather 
production. Also the values have the largest amplitude at that stage (except 
in one case, where it is the raw material stage). As a last example of highly 
interesting documentation the cyclical characteristic of Kuznets’ figures on 
capital formation, savings and related magnitudes (p. 154) may be quoted. 
J. TINBERGEN 
The Hague, Netherlands 


What’s Ahead jot American Business.. By SUMNER H. SLICHTER. Boston: 
Little, Brown and Company. 1951. Pp. 216. $2.75.) 


In July, 1950, Professor Slichter gave a series of five lectures on long-term- 
trends in the American economy at the Stanford University Graduate School 
of Business. As he was talking, the outbreak of war in Korea the previous 
month and the world’s reactions to it were raising questions about any long- 
term trends which had been glimpsed without taking account of them. 

Consequently, to the treatment of long-term trends. he had given in his ` 
Stanford lectures, Professor Slichter added a discussion of “The Long-run 
Implications of the Defense Economy.” This discussion, together with a 
reworking and some expansion of his lecture material, constitutes the subject 
matter of this interesting and important little book. . 

_ The importance of the book springs both from the ideas which it develops 

and Professor Slichter’s extraordinary prestige among American business men. 
Within the limits of the not inconsiderable observation of this reviewer, his 
opinions carry more weight by far among American business men than those 
of any other American economist. 

This extraordinary prestige, which gives seta importance to what he 
thinks is ahead for business, arises in considerable part from the fact that, 
unlike. many and perhaps most academic economists, Professor Slichter does 
not hesitate to express his views on the subject unequivocally. This manner, 
I am confident, does not arise from any overweaning confidence in his capacity - 
to foresee the future surely. I have no doubt that it arises from Professor 
Slichter’s discovery that if a business man is asked to consider “on this hand or 
then again on the other hand,” he generally loses interest in both hands. I have 
heard more than one business man say, “I won’t. blame you if you’re wrong 
in your judgement about what is going to happen, but to have a chance of 
being helpful to me you must be definite.” Professor Slichter is definite. 

Also, on the whole, he is optimistic about what’s ahead for business. During 
a period when Cassandra holds such heavy sway over so many economists, 
that fact adds importance to Professor Slichter’s views. He sees our economy 
picking up the defense load in its stride, continuing to grow and in the process 
preserving its “most valuable characteristic” which he sees as = opportunity 
and responsibility it gives to the individual.” 

It strikes me that in some particulars Professor Slichter may be a little too 
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optimistic. I have less confidence in the future stability of our economy than 
I understand him to have, and feel that the gyrations of consumer expenditure 
—largely a reflection of the fact that we have become so rich—-since he an- 
nounced his conclusions on this point have given some substance to- my fears. 
Doubts on a few points, however, do not affect my general feeling that he has 
arrayed most of the main forces which can be expected to shape our economy 
in the years immediately ahead and indicated in a clear and meaningful way 
what their impact may be. That is all a book on what’s ahead for business can 
do, but it is a constructive performance of no mean proportions, | 
DEXTER M. KEEZER 
New York, N.Y. 


Measures of Business Change. By Artnor H. Cote, with the assistance of 
VIRGINIA JENNESS and Grace V. Lunprors. (Chicago: Richard D. Irwin. 
1952, Pp, ix, 444. College ed., $7.50.) 


The author states that the original impetus to this volume came from a 
desire to bring to date the Index to Business Indices, edited by Professor 
Donald H. Davenport and Miss Frances V. Scott, published in 1937. A re- 
survey of business and governmental literature led the author and his col- 
laborators to abandon the idea of pretending that this book is a revision of the 
earlier one. Nevertheless, users of the earlier volume will welcome the present 
_ improved and expanded one. 

The present excellent volume is divided into five. sections. First, there is a 
list of indexes in the order of their presentation. Second, there is a list of . 
basic sources of statistical information. Third, there is an alphabetical list of 
compilers with their addresses. Fourth, there is a list of national measures of 
change which occupies about half the volume. There are 297 national measures, 
covering measures of general business activity, commodity prices, construction 
costs, employment and finance. Fifth, there is a list of regional and local meas- 
ures of change. The first part of this section contains information on multi- 
regional composites such as Dun and Bradstreet’s “Regional Trade Barom- 
eters.” The other type of regional index is designed to measure change in a 
2m geographic section, such as a Federal Reserve District, a state, or even 

a single city. These regional measures are arranged geographically by eight 
districts. 

~ In all, the volume contains information on 449 measures of business change. 
For each series there is information on the subject, the compiler, the frequency 
of publication, the publication or location of current data, where to find 
historical data on the particular measure, the period of time covered, and a 
brief description of the series. The materials have been well chosen and ar- 

ranged for easy reference. . 
_ The only shortcoming of the volume arises through no fault of the gather: 
Unavoidably frequent revisions of statistical series place time limits on the 
appropriateness of much of the information. Due to the author’s ee ` 
however, blank pages have been provided for additional indexes. 

This highly desirable reference work will be useful to students and iaden 

of statistics, anyone interested in business and economic research,-a wide 
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variety of business men, investors, corporate executives, students of business 
cycles, and many others. ~ 
W. N. PEACH 
The University of Oklahoma 


Money and Banking; Short-Term Credit; Consumer Finance 


The French Franc between the Wars 1919-1939, By Martin Wo re. Stud. in 
Hist., Econ. and Public Law, No: 569, (New York: Columbia University 
Press. 1951, Pp. 229. $3.25.) 


There is a dearth of scholarly monographs dealing with France’s monetary 
drama——-the eight franc devaluations in the last thirty years under the impact 
of two world wars, two postwar reconstructions, and an interwar political, so- 
cial, economic, and financial crisis. The story up to 1929 had already been told 
by three American authors, Eleanor L. Dulles, Robert M. Haig, and James H. 
Rogers, in books written in the ‘thirties, but the subsequent developments 
-© had not been systematically surveyed by an American economist prior to the 
recent publication of Mr. Wolfe’s monograph here reviewed. 

Mr. Wolfe places the monetary events within the broad framework of poli- 
tical, social, economic, and financial developments and institutional changes. 
The resulting picture appears, on the whole, to be a realistic one. He broadly 
surveys the post-World War I inflation, the frane’s stabilization of 1926-1928, 
the years 1929-1932 when the franc appeared as the strongest world currency, 
the depression and the deflation of 1933-1935, the reflation and the wave of 
devaluations from 1936 to 1938, and the franc’s rehabilitation on the eve of 
World War II. The atmosphere of these successive periods of France’s interwar 
monetary history is convincingly recreated. As an introduction to more in- 
tensive study, the book accordingly serves its purpose excellently. 

Mr. Wolfe’s survey is, however, largely chronological and descriptive. He 
does not undertake a comparative study. of the various phases of France’s 
_ interwar monetary history. Nor does he discuss the “theories” that were put 
forward by French and other economists to “explain” the interwar monetary 
developments. A critical survey of these “theories” and their confrontation 
with the subsequent factual developments and theoretical thinking still 
remains to be done. 

The single dominant impression that emerges from Mr. Wolfe’s monograph 
is the multiplicity and complexity of the factors of inflation in a country like 
France. At certain periods,.cyclical fluctuations in the national economy, in- 
cluding changes in national income, employment, and investment, appeared 
to be the predominant factor. More often, however, the forces that shaped the 
course of monetary events were predominantly psychological; large-scale 
capital movements or speculative attitudes regarding exchange rates and prices 
undoubtedly were on occasion more important than the underlying economic 
or financial factors. The stubbornness of the inflation thus seems fundamen- 
tally connected with the Frenchman’s highly individualistic character. It is 
a matter of historical record that fiscal restraint was effective only when the 
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government secured the wholehearted acceptance by the population of the 
` required sacrifice, as under Poincaré; that the connection between political 
freedom and a free exchange market—t.e., the inadvisibility of exchange control 
—~was a political axiom even under the Popular Front governments; and that 
- the manifold variety of interwar monetary experience—inflation, currency 
stabilization, deflation, reflation, the managed currency, and the successive 
devaluations—took place within the framework of a free economy, since a 
controlled economy was a political impossibility in the ’thirties (and actually 


proved unworkable’ from 1945 to 1948). The lesson that therefore can be - 


drawn from French monetary history is that political and economic freedom 
makes it imperative to maintain reasonable currency stability. The issue is 
essentially one of political and economic statesmanship, as well as of self- 
discipline on the part of the people. 
M. A. Kriz. 
New York, N.Y. 


Business Finance; Investments and Security Markets; Insurance 


The Investment Company and the Investor. By RuportpxH L. WEISSMAN. (New 
York: Harper and Brothers. 1951. Pp. xxi, 217. $3.50.) 

The introduction to this little volume states that it is written for the general 

public. Consequently, seven prefatory pages are devoted to an informal pre- 


view-summary, and three more to a collection of definitions. The body of the _ 


text, ten chapters covering 206 pages, discusses in turn the history of invest- 
ment companies, the Investment Company Act, the operating policies and ob- 
jectives of investment companies (including some case studies), closed-end 


companies, open-end companies, and the social significance of investment — 


companies as providers of capital. Brief statistical tables and a short index 


are appended, 
This book reflects the author’ s broad experience and wide reading in the 


field. It presents both fact and personal opinion, and ranges widely over his- ` 


tory, law, and commercial practice. It will be interesting to the experts and 
_very helpful to readers with a rudimentary knowledge of the subject. But this 
reviewer feels that beginners who do not have a clear technical understanding 
of investment companies, embracing such things as types of companies,. the 
policies they pursue, and the common methods of appraising their accomplish- 
ments, may miss much of the value of this book. The author uses the jargon of 
the securities business freely, and his explanations of such tricky things as 
formula planning systems, measures of performance, and investment company 
taxation are somewhat sketchy. The real merit of the book lies in the penetrat- 
ing observations and off-hand remarks scattered through it, rather than in 
_ its description or analysis. — 

Three disappointing aspects of the book may be noted. First, there are 
numerous references to or quotations from enticing sources, without source 
references, These are especially frequent in the earlier chapters. Second, the 
book appears to have been hastily written, and the author has not always been 


` 


wn 
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careful to guard the unity and clarity of his paragraphs. Third, the book fails 
to provide comprehensive summaries at many logical points—for example, 
on the pros and cons of salient investor choices, such as those between open- 
end and closed-end funds or common-stock and balanced funds. 

Although the author’s preface discloses his enthusiasm for the investment 
company idea, the book is dispassionate and free from prejudice on controver- 
sial points. It must be classed as a sound and worthy contribution to the litera- 
ture of its field. . ; 
Joun C. CLENDENIN 
University of California, Los Angeles 


Public Finance ae 


The Nature and Tax Treatment of Capital Gains and Losses. By LAWRENCE 
H. SELTZER, with the assistance of SELMA F. GOLDSMITH and M. SLADE 
Kenprick. (New York: National Bureau of Economic Research. 1951. 
Pp. xxii, 554. $7.50.) 

This excellent book is the first comprehensive study of one of the most 
highly controversial subjects in taxation. Its contents fall under four main _ 
headings: (1) nature of capital gains and losses; (2) facts on their distribu- 
tion; (3) effects of present and past tax treatment on investors’ behavior and 
government revenues; and (4) alternative methods of taxation. The solid 
` -factual basis of the work and the author’s attention to actual business situa- 
tions, administrative and compliance problems, and public and Congressional 
attitudes give the book a realistic and practical quality. 

The purpose of thé study is not to advance recommendations but to present 
analyses and empirical materials from which the reader can draw his own 
conclusions. Although Professor Seltzer’s impartial method of presentation does 
not prevent him.from disposing of many fallacies and misunderstandings, it 
may obscure the full significance of some of his evidence and reasoning and 
does keep him from stating an opinion on doubtful points. 

Capital gains and losses, according to the legal concept, are casual, sporadic, 
and unexpected, as distinguished from ordinary income which consists of 
‘regularly recurring receipts from a fixed and ‘continuing source. Economic 
theory emphasizes the unexpected nature of true capital gains and losses. Both ~ 
~ definitions turn ultimately on the beliefs and intentions of property owners 
and therefore provide no objective and verifiable differentiation between ordi- 
nary income and capital gains and losses. In practice, the distinction is’ based 
on more or less arbitrary rules with respect to nature of the property, length 
of holding, and frequency of transactions. These rules, however, do not separate 
expected and unexpected changes and hence draw no clear line between pure 
capital gains and profits, interest, and other income shares. The anticipation 
of developments that will result in capital gains or losses within the tax defini- 
tion is an important influence on investment decisions and other economic be- 
havior. Capital gains and losses that do not enter into total national income 
nevertheless change relative positions of individuals.. 
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In his treatment of various objections to taxing apta gains and losses like - 
ordinary income, Seltzer argues that there is no presumption that capital gains 
represent more or less tax-paying capacity than ordinary income. The objection 
- that, since the selling price of an asset reflects its expected future yield, taxing 
both capital gains ‘and other investment income results in double, taxation 
applies with equal force to the part of ordinary income that is saved. Gains 
and losses due to changes in interest rates ate similar to those resulting from 
other changes in relative prices. Changes in the general price level produce 
illusory capital gains and. losses, -but it would be difficult and confusing to 
eliminate these spurious items. Nor is it clear that, except after an extreme. 
inflation, any feasible adjustment would represent a net improvement in 
equity. : 

An extensive statistical study of realized capital gains and losses reported 
on tax returns, 1917-46, largely the work of Mrs, Goldsmith, is presented in 
two appendixes (200 pages) and summarized in the text. Although individual 
experiences differ widely, capital gains are heavily concentrated in higher- 
income brackets and are an important component of large incomes. Some evi- 
dence suggests that losses are relatively largest in middle-income brackets. 
Gains and losses are unlikely to cancel for individual investors; hence, equal 
limitations on the proportion of gains and losses taken into account for tax 
purposes will accentuate gains of some and losses of others. 

Any tax on realized capital gains will cause some property owners to post- 
pone sales and tax liability, and a deduction for realized losses will stimulate 
some sales. The fact that appreciated property can be ‘transferred at death 
without incurring a capital gains tax is an added inducement to postpone gains. . 
It has been charged that capital gains taxes and loss allowances impede'capital 
mobility and accentuate stock market booms and collapses. 

After careful review of statistical evidence for several periods, Seltzer con- 
cludes that the top income groups have been “clearly and markedly” sensi- 
tive to taxation in realizing or deferring gains. Other groups have reacted less 
‘clearly and consistently. The trend of stock prices and the volume of trading 
have been more important influences on realized gains than either tax treat- 
ment or national income. The author finds no convincing evidence that the 
capital gains tax contributed to the stock market boom of the 1920’s and the 
subsequent collapse. He is less definite with respect to other periods, but 
emphasizes that tax treatment of capital gains and losses is only one of many 
influences on market trends. Seltzer recognizes some validity in the charge that 
capital gains taxation interferes with optimum capital mobility, but my impres- _ 
sion is that he does not attach great weight to this point. He apparently 
accepts the opinion that preferential taxation of capital gains has stimulated 
_ investments whose return can be realized in that form but does not discuss in 
detail this point or the effects on investment of eliminating the preferential 
rates. 

Revenue from ere capital gains has been erratic and small, possibly nega- ` 
tive, but Seltzer argues that this is not a good reason for exempting gains in 
view of differences in individual experiences and the greater stimulus to efforts 
to convert ordinary income into capital gains that would result. The review 
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of tax avoidance devices already flourishing under the preferential rates will 
be especially revealing to readers who are not familiar with the scattered tech- 
nical discussions of this problem. 

Tax treatment of capital gains has ranged from taxation at ordinary rates, 
in the United States 1913-21, to complete exemption, in the British Common- 
wealth. The summary of several national systems indicates that most are 
compromises of the extremes and that even the British method is not so sumple 
or extreme as is often supposed. The concluding chapter is a summary of argu- 
ments for and against the extreme positions and a critical examination of pro- 
posed alternatives, most of which are concerned mainly with the averaging 
problem. 

The book will not settle the controversy about proper tax treatment of capi- 
tal gains and losses. Doubtless it will be cited in support of very different 
positions. But availability of the material here presented should do much to 
improve the quality of discussions of the subject. 
RICHARD GOODE 
Washington, D.C. 


Taxation and the American Economy. By WiLrraĮm H. ANDERSON, (New York: 
Prentice-Hall. 1951. Pp. xxi, 598. $6.00.) 


Asserting the need for a public finance text that provides a “thorough and 
well-balanced course in taxation alone,” Professor Anderson has written a very 
readable text for an elementary course in taxation. The volume is divided into 
eight parts. The first deals with the foundations of American taxation, includ- 
ing, in addition to chapters on incidence and burden, the constitutional basis 
and the rôle of administration. Thereafter, the chapters are grouped under the 
following taxes: property, income, gifts and inheritances, business, and con- 
‘sumption. Part 7 deals with miscellaneous taxes and non-tax revenues, and the 
concluding group of chapters relates taxation to economic stability and fiscal 
policy. 

In view of the care devoted to the presentation of material in this text it is 
important to be clear on the rôle it is designed to play in public finance courses. 
If it were used in an elementary course in public finance, a supplementary text 
would be required for materials on public spending and the economics of the . 
public debt. On the other hand, it is appropriate for a tax course only if the 
student has not had a general course in public finance. Except with respect to 
legal and administrative aspects of taxation, this book does not do more than 
is ordinarily accomplished in the standard public finance texts. The author has 
consistently presented the arguments on both sides of every question, in sum- 
mary form and often without much elaboration. This device certainly simpli- 
fies the work of the student, particularly where the issues are fairly clear cut. 
But it is much less satisfactory when economic problems are discussed, and a 
carefully reasoned analysis is called for. An unavoidable weakness of the book 
as a college text arises out of the aim of the author to write a taxation text 
that “can also serve as a correspondence course on taxation and as a reference 
book for the interested citizen” (P. xx). These objectives are by no means 
completely consistent, 
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The material is presented-logically, and a number of pedagogical devices _ 
have been used that assist the elementary student. Assumptions are carefully 
stated; conclusions are neatly summarized; and tables and charts are simply | 
presented. Where a knowledge of economic theory is required, for example, in 
shifting and incidence, the assumption is made that the reader has had no 
ptevious training in economics. While this helps the correspondence course 
student, it dilutes the material considerably for others. It may be questioned 
whether any student needs the cartoon on page 138 to stimulate his interest. 
A desirable feature from the point of view of the taxpayer who wishes to keep 
informed is the fairly broad bibliographical coverage, as well as the list of 
government and private publications relating to tax matters. 

KENYON E. FOOTE | 

‘Northwestern University 


. International Economics” 
Making Western Europe Dejensible—An Appraisal of the Effectiveness of © 
United States Policy in Western Europe. By THEoporE GEIGER and H. 


VAN B. CLEVELAND. Planning Pamphlet No. 74 (Washington: National 
Planning Association. 1951. Pp. viii, 85. $1.) 


The idea of European political and economic unity has stirred the imagina- 
tion of many minds on both sides of the Atlantic and beyond. Since the initia- 
tion of the Marshall Plan fostering European economic integration has become 
part of U.S. foreign policy. Messrs. Geiger and Cleveland, until recently lead- 
ing officials of the Economic Cooperation Administration, are in a particularly. 
good position to give their views on this question. 

The authors deal—contrary to what the title might lead one to believe— 
primarily with the political and economic problems of European unification. 

The authors see two basic weaknesses in the European continental economies 
' (as distinguished from the United Kingdom): economic stagnation and eco- 
nomic inequity. Stagnation is exemplified by a low rate of productivity and 
òf national income increase. This has promoted inequity, i.e., maldistribution 
of income, which is accompanied by ° ‘continuing bitterness between labor and 
management.” Although “union is not the panacea which will solve all of 
Western Europe’ s problems,” the authors believe that it will “provide an en- 
vironment which is conducive to the adoption of rigorous economic policies 
necessary to make Western Europe strong and healthy.” They favor the 
functional approach: there should be more bodies like the Schuman Plan High 
Authority; for instance, a F ederal Reserve Board-type monetary authority, 
into which the present European Payments Union should be changed, and a 
European Defense Ministry. Although there would be a European parliament, 
which should, ŝ.a., approve the Union budget, the center of work would be in 
the executive departments: initially one for economic affairs and one for 
defense. -All this is suggested—along the lines of the “Pleven Plan’”—for the 
continent of Europe which with the United Kingdom and the United States 
would form a reorganized tripartite Atlantic. Pigpaizatign: The United States 
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should urge the adoption of the necessary institutional arrangements “not as a 
rigid blueprint but as a reasonably definite announcement of goals to he 
reached within the next two or three years.” 

These are in a nutshell the ideas of Mr. Geiger and Mr. Cleveland. It is 
fortunate that the authors do not see the mere creation of “a single European 
market” as the sole remedy. There can—to this reviewer’s mind—be little 
disagreement with the “functional” approach to European unification which 
with the Schuman Plan is anyhow taking concrete form in Western Europe. 
The question is how comprehensive the functional approach, even if eventually “ 
merging into the constitutional approach, need and can be. Is it sufficient to 
“unify” such basic things as iron, coal and steel production, international pay- 
ments, and defense? Or must such fields of diversified human activity as the 


` textile and chemical industries also be put under a central authority, and if so, 


is that practicable? In a wider sense: in how far would the restoration of multi- 
lateral world trade solve Western Europe’s problems? To what extent might 
the economic unification of the Atlantic Community be a better alternative 
that the “continental” approach? What is the relationship between Western 
Europe’s “dollar shortage” and economic unification? 

A discussion of these questions is absent and might have provided a more 
- logical- link—if any—between the description of Europe’s ills and that of the 
therapy of unification. The economic analysis of Western Europe seems too 
much based on certain of the larger countries. The authors make a sharp dis- 

tinction between the United Kingdom and the Continent: the U.K. economy 
= is assessed to be much stronger than the continental economies and is kept 
outside of the unification proposal. The first is contradicted by facts and the 
second is according to many less desirable than inclusion of the United King- 
dom in unification. . 

Nevertheless, Messrs. Geiger and Cleveland’s presentation of the “unifica- 
tion” problem can be considered an excellent and timely contribution to the 
growing literature on the subject. What now appears necessary is a more 
complete “catalogue” of the problems involved in political and economic 
unification. 

JoHAN KUTUN 

Washington, D.C. - = 


* The reviewer is attached to the Netherlands Embassy. His views are personal ones. 


International Economic Disintegration. By WILHELM Rorrxe. With an Ap- 
pendix by Alexander Ruestow. (New York: Macmillan. 1950. Pp. xii, 
283.) - 

-Roepke’s International Economic Disintegration is the third impression of 
the original text, published in 1942. Since that time, the author has published 
several books on related topics among which The Social Crists of Our Time is 
best known to American readers. 

‘Roepke’s criteria for international disintegration are shrinkage of the total 
volume of world trade, increased immobility of production factors, and “na- 
tionalization” of money. His analysis is basically sound; a method of pres- 
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entation, however, is too lengthy in some parts and incomplete in others. 

Up to World War I the forces of protectionism, though powerful in many 
countries, did not succeed in obstructing the tremendous expansive forces of 
world trade. The international flow of capital and labor was instrumental in 
creating an integrated system of international economic relations reducing 
comparative disadvantages. Since the end of World War I the movement of 
. protective forces gained momentum to such a degree as to cause a disintegra- 
- tion of the old world economy. 

Roepke analyzes the most conspicuous manifestations of protectionism. He 
shows that agricultural protectionism does not achieve the goal sought by its . 
advocates. In Roepke’s opinion European countries ought to abstain from 
protection of cereal production and follow a constructive policy of favoring 
the producer of protective food like milk, eggs, cheese, and meat. Family size 
farms will have a good chance if they concentrate on the production of high 
quality products. Similar programs have been adopted by several Western 
European countries during the last years. Roepke’s ideas also show similarity 
with the much debated Brannan Plan which recommends support of family- 
size farms, subsidies for perishable farm products, and qualitative control. 
Roepke’s concepts of American farming, however, are somewhat erroneous. He 
refers exclusively to “giant wheat farms” and “pig factories,” and shows no 
familiarity with the structure of American dairy farming or fruit growing. | 

Roepke’s chapters on industrialization do not bring out clearly the difference 
between industrialization of highly developed countries and industrialization 
of underdeveloped areas. In accordance with his aversion against big cities he 
welcomes decentralization through rural electrification. In the chapters on 
` agriculture as well ‘as in the discussion of industrialization Roepke reveals his 


glorification of small private enterprise versus giant corporations. 


Roepke considers the breakdown of the gold standard as cause and effect of 
international economic disintegration and shows the rôle of exchange control in 
providing the framework for national planning. Cognizant of the obstacles in 
the path of return to the old international system and conscious of the para- 
mount importance of a greater degree of security and stability than the na- 
tionalistic economics could ever achieve, he suggests a return to small enter- 
prises owned by individual owners. To this form of organization he attributes 
mysterious virtues, especially the creation of a feeling of security and stability. 

Roepke’s social analysis which is supplemented by Ruestow’s appendix at- 
tributes to the “laissez-faire” principle only limited usefulness. The success of 
this principle seems predicated on a world order in which individuals as well 
as nations adhere to the postulate “Pacta Sunt Servanda.” It is, however, less 
self-evident that the development of big industries is responsible for the break- 
down of the old order and that industrialization leads inevitably to proletari- 
zation, socialism, and fascism. During the last two decades nearly every in- 
. dustrial country adopted measures `to promote economic stability. Current 
discussion centers primarily around the question of the degree of economic 
` intervention without questioning economic intervention as such. The most 
recent contribution to the discussion of economic policies developed by Gal- 
braith in his American Capitalism analyzes the regenerative forces within 


BOOK REVIEWS | 451 


the industrial system and shows convincingly that the “third way” does not 
imply return to the peasant-farmer and artisan glorified by Roepke and other 
adherents of a neo-romantic approach to economics. 

MARTHA STEFFY BROWNE 


Brooklyn College 


Major Problems in United States Foreign Policy, 1951-1952. By the staff of 
the International Studies Group of the Brookings Institution (Washing- 
ton, D.C.: Brookings Institution. 1951, Pp. xiv, 497. Paper, $1.50; cloth, 
$3.00.) | 

This is the fifth in a series of annual textbooks on international, relations 
designed to teach by the case method. It is less interesting to economists, per- 
haps, than earlier volumes, since the attention devoted to economic problems is 
reduced. The book is organized into three parts: an introduction, recapitulat- 
ing United States foreign policy to the end of 1950; a long problem paper, 
this year on the powers of the General Assembly of the United Nations and 
its rôle in collective security. Only the central survey of current problems deals 
directly with economic matters. This is done in one functional chapter on eco- 
nomic questions, coordinate with political, military and United Nations sub- 
jects, and in several regional treatments, particularly those on Europe and the 
Middle East. 

However effective the case method may be for teaching international re- 
lations to students—(this reviewer, a simon-pure amateur, has his doubts)—it 
does not make for easy or pleasant reading. The Procrustean outline of Prob- 
lem, Main Issues, and Alternative Solutions does not always fit the subject 
matter; in addition, the way of stating the problem frequently provides the 
answers. “The problem is to develop methods for increasing the supply and 
controlling the price of critical raw materials that are required for the rearm- 
ament program and allocating them internationally” (p. 128). As it turned 
out, this wasn’t the problem in a number of commodities, like sulphur and 
cotton, where the price system rationed users and increased output. 

Recovery and rearmament, raw materials, economic development, east-west 
trade in Europe, European integration (including the Schuman Plan) and 
Middle East oil are covered in the 1951-52 volume. The inevitable time lag 
between writing and publication has produced certain difficulties. “. . . The 
virtual disappearance of the dollar shortage was an important event.” True of 
1950, but not of 1951. The treatment of the Anglo-Iranian Oil Company na- 
tionalization especially fell behind the march of events. The problem is not one 
of Soviet aggression against Iran, nor, as the United Fruit Company case in 
Guatemala proves, is it strictly a Middle Eastern problem. 

Scope, the case method and time lags are perhaps not to be charged as 
faults (even though they make the book less useful in economic teaching). 
What is surprising.is that such economic discussion as remains is treated 
qualitatively, without that judicious mixture of statistics and adjectives which 
one expects from the Brookings Institution. Middle East oil is “significant,” 
“of vital importance” (pp. 268, 269). “The economic strength and basic ca- 
pacity of any country to support a large or long-continued struggle against 
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Hoaren would be adversely affected by a drastic decline i in exports and its 
capacity to produce -for export” (p. 126). The nature of the non-economic 
audience for which the book was designed may account for the lack of quanti- 
tative treatment of economic questions. This lack, however, reduces its value 
for economists 

C. P. KINDLEBERGER 
. M assackusetts Institute of Technology = 


Business Administration | r 
Managerial Economics. By Jorr DEAN. (New York: Prentice-Hall. 1951. Pp. 
xiv, 621. $5.00.) 


Schools of business adinin stratioti have been endeavoring in various ways 


to make an effective use of economic analysis in their curricula. Included in 
these attempts have been some tentative, systematic formulations of the 
economics of the enterprise. Managerial Economics will be welcomed by all 
who have hoped to develop an adequate theoretical-empirical treatment for 
the needs of students in business administration and by all economists interested 
in the economics of the firm. In appraising this book, I shall pay particular 
attention to its adequacy in terms of the curricular need. The publisher’s 
blurb and the preface, however, are pointed at the broader market, of industrial 
executives; and the scope, style and form of analysis and presentation are 


better adapted ‘to the needs of professional economists employed by business | 
- than to students. | 


Although I take personal responsibility for the views expressed here, they 
have the broader authority of four organized discussions among faculty mem- 
bers of the School of Business Administration at the University of California. 
Because of our strong interest in the subject matter of the volume and our own 
curricular needs, we examined Managerial Economics chapter by chapter in 
relation to our own experience and the available literature. Some members of 


‘our faculty have used or are now using the book in our course, The Economics’ 


of Enterprise, or in other connections. 

: Managerial Economics opens with an illuminating chapter on- proie in 
which both economic and accounting analyses are employed. The second 
chapter is a lengthy examination of the types and nature of competition, 
largely in the form of readings from other authors. The third chapter deals 
with multiple products in an introductory and transitional manner; the meat 
of this analysis is scattered throughout subsequent chapters, Chapter 4, a 


comprehensive, realistic treatment of demand analysis, represents one-fifth of 
the volume. Chapter 5, on cost, based heavily on Dean’s own published work, l 


‘absorbs one-sixth of the pages and contains some of the best analysis in the 
volume. A brief chaptér on advertising precedes three chapters on basic price, 


-1I am indebted particularly to the following colleagues: D. A. Alhadeff, R. A. Arnold, 
H. Brems, J. P. Carter, D. A. Fergusson, F. G. Hill, R. -W. Jastram, R. E. Jay, L. M. 
Laurenti, R. Luce, S. J. Maisel, F. Morrissey, and uf Rogers. 
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product line pricing, and price differentials. The chapters on pricing contain 
some new analysis, but are characterized primarily by realistic application. > 
. The final chapter deals with capital budgeting: on which Dean has recently 
published a separate volume. 

All of us agree that Managerial Economics i is a contribution to the literature. 
The volume might well have been a classic if the author had enlarged the scope 
of the analysis and had done a thoroughly integrated piece of analysis and 
writing. The volume will be very helpful and will be used widely, but does not | 
provide an ideal or even an adequate solution to the needs of business schools 
or of business executives who wish to apply economic analysis in policy making. 

The comments in this review may, perhaps, appear overly critical, but they 
are offered with the hope that the author or someone else may find these sug- 
gestions helpful in preparing a more adequate statement. Some criticisms of the 
volume arise out of its restriction to selected topics of interest to the top man- 
agement of large industrial corporations, especially manufacturers. The author 
did not intend to write a comprehensive treatment of the enterprise in the 
economy. Furthermore, large sectors of private enterprise are not touched at 
all or are mentioned only in relation to the interests of manufacturers. Es- 
pecially noteworthy is the omission of the great area of retail and wholesale 
distribution. Even within the orbit of manufacturing enterprise, the analysis 
of the marketing channel is very skimpy. It is-surprising, in view of the stress 
upon manufacturing, that the interesting and complicated problem of resale 
price maintenance by manufacturers receives only brief reference. It is even 
more surprising that brand and brand promotion problems and policies and 
non-price competition in general are examined only sketchily. Product dif- 
ferentiation and variation likewise are given less attention than their im- 
portance warrants. Some portion of the materials included might well have 


been omitted from the volume in order to make room for these and other neg- .. 


lected topics. For instance, much of-the discussion of product planning, 
discount structures, product line pricing and advertising could be treated in 
courses in marketing or in production organization and planning. 

Within the planned orbit of the volume the following limitations in style, 
form of presentation, selection of materials, and of analysis and treatment 
were highlighted in our discussions. 

1. The volume. was not planned and written as an integrated unit. Much of 
the book consists of quoted materials from other authors (especially Chapter 2). 
A large proportion of the materials, though not quoted directly, are taken 
with little adjustment from the valuable articles and monographs previously 
published by the author (see page.vi for the list of acknowledgments) or from 
work in which he has participated (such as Cost Behavior and Price Policy, 
National Bureau of Economic Research, 1943). Another sizable portion con-. 
sists of case materials from numerous sources. Illustrative case materials and 
selected readings have not always been selected wisely or used effectively. Such 
materials do not appear in some instances where they would be helpful (as in the 
discussion of profits); occasionally excellent studies are passed up entirely. 
The author did not succeed in amalgamating all of the separate materials and 
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his own new work into an integrated discussion. There is no thread of analysis 
that runs through the volume, although the initial chapter on profits held out 
such prospects. The method of assembling has produced numerous ambigui- 
ties and obscurities in the use of terms, definitions and concepts. One gets the 
feeling that the volume is a compromise between a book of readings and an 
integrated treatment. 

2. Non-verbal, graphical, diagrammatic and tabular presentations are not 
employed as frequently or as expertly as would seem reasonable. Graphical 
presentations could have been exceedingly helpful in some parts of the analysis 
in which they are not used. Many readers will find explanations of some of the 
graphic and tabular material less than adequate. In at least one instance (Table 
9-1 listing the variety of price structures) the tabular presentation is well 
nigh incomprehensible in relation to the explanation in the text. | 

3. Summaries, though numerous, are not used well throughout the volume. 
some are not true summaries, but introduce new material, and some are too 
much so—that is, summaries of summaries. 

4, The style and level of presentation unfortunately ‘are highly uneven. 
Readers will have great difficulty in obtaining the optimum return for their 
reading time. The unevenness stems, of course, to some extent from the process 
of assembling materials from numerous sources. It arises also out of a variable 
mixture of accounting, economic, statistical and econometric forms of analysis 
pitched to different levels of sophistication. 

5. Oligopoly theory is used very little although the area of chief interest is 
- pre-eminently that of oligopoly (that is, large-scale manufacturing enterprise). 
Even granted the incomplete and unsatisfactory character of oligopoly theory, 
some portions of it could have been presented in a manner and at a level both 
suitable and useful to readers. 

6. There is scant reference to the social, political, and other environmental 
factors that influence policy making by business executives. Perhaps it may 
be assumed that such discussion is unnecessary for the readers in business. It 
would be helpful, however, to university students. 
~ 7, Although the volume does not profess to analyze the functioning of the 
economy as a whole, there are disconcerting lapses in which social value 
judgments are made without reference to a broader framework. There is even 
a brief dip into the complicated. field of welfare-economics. This type of di- 
gression is not unusual in the volume. Readers not infrequently are dropped 
in over their heads without the benefit of swimming lessons. Consequently, so 
far as university instruction is concerned, the volume is much better adapted 
to the graduate seminar than to undergraduate instruction, or even to system- 
atic graduate instruction when students have a weak foundation in economic 
analysis. Our faculty members found it necessary to supplement the volume 
by heavy additional reading assignments for the purposes of our course, The 
Economics of Enterprise. 

8. The heavy reliance upon the author’s Sealy published work oc- 
casionally sets the scope of analysis too narrowly. For instance, instead of the 
chapter on advertising, it would have been preferable if the analysis had taken 
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the broader orientation of the accepted distinction between selling and produc- 
tion costs as employed by Chamberlin and others. This orientation would 
have placed certain neglected areas in better pee especially product 
differentiation and brand promotion. 

In spite of the limitations of Managerial Economics, we are grateful to the 
author for making it available in this form. It does provide a useful collection 
of materials and some brilliant new analysis and insights. It will undoubtedly 
come as a spur and aid to other scholars. It combines economic, accounting, 
statistical, and econometric analysis in a revealing manner, even if some read- 
ers are taken beyond their depth. The contrasts of accounting and economic 
concepts and analysis are especially revealing. It is the most significant at- 
tempt to date in this country to put the economic theory of the firm to work. 
It will be valuable in dispelling the misconception that it is easy to apply 
economic analysis to business problems. It will be interesting indeed to observe 
the attempts in the next few years to build on this study and others now avail- 
able or in process. Perhaps Joel Dean himself will write the classical, inte- 
grated analysis towards which he has made such notable contributions, and 
for which he is so admirably fitted. 

E. T. GRETHER 

University of California 


The Nature of Competition in Gasoline Distribution at the Retai Level, A 
_ Study of the Los Angeles Market Area. By RALPH Cassany, JR., and 
Wyte L. Jones. (Berkeley and Los AIEEE Dalvesity of California 
Press. 1951. Pp. xii, 220. $3.50.) 


In preparing this study the authors had two objectives in view: a) a 
microscopic analysis of competition in a particular market and (2) the de- 
velopment of useful methodological tools for future studies of this kind which 
they (and the reviewer) hope will be forthcoming. 

In the first eleven chapters the authors analyze demand, supply, the nature 
of rivalry among dealers, and retail dealers’ margins. In keeping with their 
first objective the authors limited the scope of their analysis to the sale (largely 
at the retail level) of gasoline in the Los Angeles area. Accordingly, they were 
able to give much more attention to those market phenomena that are either 
ignored or receive only cursory attention in the more conventional industry 
studies. Starting from the realistic assumption that “demand for gasoline at 
` retail must be related to a particular place in order to be completely mean- 
ingful”’ (p. 26), the authors discuss the effect such factors as proximity and 
accessibility of outlet, appearance of station, cleanliness of facilities, credit 
terms, prices, brand of gasoline handled, courtesy of attendants, promptness 
of service, nature of free services rendered, etc., may have upon consumer 
patronage. Since patronage is a function of so many factors, competition among 
sellers obviously takes on many varied forms, thereby giving rise to several 
types of suppliers, e.g., the major-company and subsidiary-company dealers 
for consumers who attach much significance to brands and non-price induce- 
ments, and the self-serve stations for price-conscious consumers who are quite 


` 


” 


456 - -, THE AMERICAN ECONOMIC REVIEW 


' willing to perform minor services themselves. 

The authors find, however, that some sellers may be considerably more 
limited in their choice of competitive methods than others. Hence, the authors 
classify sellers, according to the degree of freedom they enjoy and the inde- 
pendent action they take, into conservative, aggressive, and defensive price - 
competitors. The conservatives are mainly outlets for the major companies 
and account for about 75 per cent of sales in the Los Angeles area. 

Chapters XM and XIII provide an analysis of gasoline pricing and price - 
behavior, ‘and include a fairly comprehensive treatment of price flexibility, 
price trends, price leadership (with price leaders identified), retail-wholesale 
and rétail-crude price margins, and the structure.of retail prices for selected 
recent dates. Chapter XIV contains a brief summary of the study and the 
authors’ conclusions, the most important of which are (1) the Los Angeles 
retail gasoline market is vigorously competitive, (2) the method used in study- 
ing competitive behavior was satisfactory, and (3) the scheme of making 
_Minute analyses of submarkets depends upon the framework provided by 
broader studies for its success. The authors’ “micro-analysis” was made pos- 
sible by fairly extensive use of the interview and questionnaire method of 
obtaining data and by numerous factual observations, though considerable use 
was made of government publications, trade journals, and other sources. 
Researchers are warned not to undertake such projects unless ‘an adequate 
and competent staff of research assistants is available. 

For. several decades students of the monopoly problem have lived largely 
on a diet of literature in which the market place has been very loosely defined 
or ignored altogether. This contribution therefore comes as a welcome addition 
to that small body of literature concerned with competition at the local market ` 
level such as the several fluid-milk market studies, a recent study by the same 
authors,? and others.? The study would have been greatly improved had-much 
more of the relevant analysis and material been included in the text instead 
of being relegated to lengthy footnotes. Since the authors’ conclusions on the 
effectiveness of competition in the retail gasoline market of Los Angeles are 
wholly at variance with those of the Department’ of Justice (p. 212, fn. 1), 
they could have profitably devoted an entire papier to reconciling the two 
seemingly opposite sets of findings. . | 

These shortcomings notwithstanding, the study peeseats many useful in- 
sights into methodology and into competitive behavior at the local market 
level. It merits the attention of all those concerned with the relevancy of eco- 
nomic theory to empirical. research and to the framing of public policy toward 

industry. 
| Jesse W. MARKHAM 
Vanderbilt University ‘ : : 


* Ralph Cassady, Jr. and W. L. Jones, The Changing Competitive Structure in the W hole- 
sale Grocery Trade (Berkeley and Los Angeles, University of California: Press, 1949). 
_ *Cf. Rayburn D. Tousley and Robert F. Lanzillottl, The Spokane Wholesale Market, 
Econ. and Bus. Stud. Bull, No. 18, The State College of Washington (Pullman, 1951); 
and similar studies’ by bureaus of economic and business research at the University of 
Ulinois, the University of Alabama, and others. 


| BOOK REVIEWS | 457 
~ Industrial Organization; Public Regulation of Business 
Mobilizing Resources For War—The Economic Alternatives. By TIBOR | 


Scrrovsky, Epwarp:SHaw and Lore Tarsuis. (New York: McGraw 
Hill, 1951. Pp. x, 284. $4.50.) 


_ In this study an eminent group of Stanford sconiomiste presents a plan for 
policy in a high-level defense and war economy. 

Part I contains an interesting and useful set of quantitative projections of 
gross national product and components from 1950 to 1955, when an all-out 
war situation is assumed to apply. The model seems reasonable on the whole, 
although I feel that the magnitude of the inflationary gap is overstated, the 
assumption of a voluntary wartime savings ratio of 5 per cent being rather on 
the low side. However, these are'matters of judgment and depend on the length. 
and.nature of the emergency which is postulated. Whatever the precise as- 
sumption, an enormous gap would be certain to remain in a future war 
economy, even after the most severe tax effort. 

Part I gives a brief evaluation of two rather extreme forms of wartime 
policy, one involving all-out relidnce on direct controls, and one involving all- 
- out reliance on restraint of inflation through taxation. The latter, obviously, 
is out of the question for incentive reasons; and indeed, no one ever favoured 
it. The former is rejected because freezing of the price system involves ineffi- 
ciencies and—if combined with a loose financing policy—leads to excessive 
liquidity and postwar disturbance. 
= Part DI outlines an alternative approach which is to avoid both the dis- 

tortions of -direct control and the bad incentive effects of excessive taxation. . 
The backbone of the plan is a general scheme for rationing of consumer pur- 
chasing power. The scheme is to check inflation so completely that no direct ` 
wage, price and rationing controls will be needed in the civilian sector. Also, 
the plan provides for a severe policy of Treasury financing with tight re- 
strictions on borrowing from banks, primary reliance on the sale of stable 
purchasing power bonds to consumers, and compulsory investment in illiquid - 
securities where needed. Finally, the plan provides for controlling civilian. 
investment by a mechanism somewhat similar to that of rationing consumer 
purchasing power, These main features are combined with various familiar 
reform proposals, such as the introduction of 100 per cent ceiling reserve 


- requirements, the taxation of retained corporation earnings to the shareholder 


(in lieu of corporation and excess profits tax). and so forth. 

‘This is an interesting and stimulating study, but I must dissent from - 
_ important aspects of its findings. First, I do not think that the familiar World . 
War I proposal for the general rationing of consumer expenditures (pretty 
though it is for seminar purposes) is a practicable proposal. Its all or nothing 
character, which excludes application by degree, surely renders this scheme 
ineligible, short of a full wartime situation. And even then, the complications - 
(the unwieldy banking process) involved are such that they will hardly stand 
up under the dislocations of a World War III economy. In all, I do not think 
that this plan has the slightest chance of adoption. For this reason, I find 
it unfortunate that the authors have built their entire program around it and 
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have excluded (with what seems to me not very convincing arguments) the 
more modest but to my mind more realistic proposal for supplementary use 
of a spendings-tax (or spendings-compulsory investment) approach, 

Second, I am most uncomfortable with the conclusion that price, rationing 
and wage controls will not be needed, simply because inflation is taken care of 
by the perfect working of general expenditure rationing. This it seems to me, 
is to solve the toughest part of the problem by assumption. What if this dream 
(or nightmare) of an “equilibrium war economy” should not work out, as 
would most certainly be the case? What then would happen to prices, wages 
and profits without provision for direct controls? To my mind, it is more con- 
structive—albeit less heroic—to think in terms of a policy mix (including © 
tax, general spending restraint and direct control measures) which would 
make the best of a disastrous situation, rather than to omit from the blue- 
print as superfluous important policy components which in case of all-out war 
would most certainly be needed. 

To repeat, this is an interesting and stimulating study, but it has an all-or- 
nothing quality about it, and a rather light-hearted way of proposing a string 
of extreme measures, which suggests that a good deal of further thought is 
' needed before it is adopted as a plan of action. : 
| ) RICHARD A, MUSGRAVE 
University of Michigan 


Price and Wage Controls. A Statement on National Policy by The Research 
and Policy Committee of the Committee for Economic Development. 
(New York: The Committee for Economic Development. 1951. Pp. 41.) 


This December 1951 CED policy statement on Price and Wage Controls 
marks the first important advocacy in this country of'the kind of general 
escalator, or share-the-inflation, mechanism which attracted attention in The 
Economist’s “Age of Inflation” series last summer. The pamphlet does not 
- seem to me to be as responsible a product as one ordinarily expects from 
CED, but at least it constitutes an interesting specimen for classroom dis- 
section. And, at best, it represents some pioneering into the largely uncharted ’ 
field of “long pull” price and wage policy—although its claim in this regard 
‘is shrouded in some obscurity as to the duration of the period to which the 
CED Research and Policy Committee intends its recommendations to apply. 

Concluding that genuine “hold-the-line” price-wage programs are inappro- 
priate or unworkable in a prolonged partial mobilization, the authors preempt 
the adjective “flexible”. for a system of continuing and interacting cost-price 
escalation of business prices, farm prices, and wages—all three. “Flexibility,” 
it must be noted, means maximum rigidity in the perpetuation of pre-Korean 
cost-price relationships. Thus—in all cases after three-month lags—business 
price ceilings would respond to changes in special, pre-Korean based and 
weighted, indexes of the prices of business cost items; farm prices at or above 
parity would be related to the prices-paid index; and wages would reflect 
changes in the consumers’ price index (but, in the view of the majority of the 
Committee, they should not reflect increases in productivity). This system is 
offered as a substitute for the present “mixed” system of price-wage controls 
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(i.e., partially “hold-the-line,” partially “flexible”), which centers conceptually - 
around the principle of limited cost absorption, particularly in the business 
pricing area. 

The majority of the Committee, however is not categorically opposed to all 
cost absorption, since it would distribute productivity gains by the rather 
curious device of having business absorb one-fifth of all approved wage in- 
creases. Unless my arithmetic is way off, to distribute an average annual pro- 
ductivity increment of 2% or 3 per cent by this technique would require much 
swifter wage inflation than we have had since Korea; and this would presup- 
pose an equally rapid cost-of-living inflation. 

Aside from administrative considerations, the more obvious charges which 
CED would face if it pressed its current price-wage prescription are, first, that 
the dynamic properties of its policy contraption remain largely unknown—we 
_ have no real assurance that, in application, it would not turn out to be a spiral- 
accelerator instead of a spiral-dampener; and, second, that the proposal propa- 
gates the fallacy that prices and wages are perfectly symmetrical variables 
properly subject to perfectly symmetrical standards. 

In addition, it would sin in the eyes of most'practicing price controllers by 
trying to enshrine a particular historical cost-price pattern. Ironically, the 
authors seem to have been driven to this particularly rigid feature of their 
“flexible” scheme by a praiseworthy desire to find some durable, only mod- 
erately coercive, semi-control arrangement to meet the perhaps prolonged 
needs of the partial mobilization period. They want controls to set only the 
outer limits within which market forces can operate. And where the Invisible 
Hand does need assistance, the Committee, distrusting administrative discre- 
tion, wants to replace the Bureaucratic Hand with a Mechanical Hand—a 
l gadget. But, like bureaucrats, and in contrast with the free ‘market, this 
automaton cannot be a standard unto itself. Like bureaucratic price controllers 
so far, the only place the authors know to look for a basic principle of cost- 
price-profit propriety to guide their mechanism is backward. And because an 
automaton must be even more rigid in its application of a norm than a 
bureaucrat, the CED’s mechanical hand seems to give way rather completely 
to the. dead hand’ of the past. . 

Jonn P. Lewis* 
Washington, D.C. ` 


* The reviewer is a member of the Council of Economic Advisers’ staff. His views do 
not necessarily reflect those of the Council or of other staff members of the agency. 


The Struggle for Survival—A Chronicle of Economic Mobilization in World . 
War II. By ELIOT JANEWAY. (New Haven: Yale University nee 1951. 
Pp. v, 382. $5.00; textbook ed., $2.50.) 


Although economists generally dropped “political economy” for “economics” 
as a descriptive title of the discipline late in the nineteenth century, there is 
nonetheless an obvious relationship between the political and the economic. 
The “Struggle for Survival” is a description of the impact of politics (as well 
as individual personalities) on our industrial mobilization efforts starting with 
1939 and closing in 1943. Although the book does cover the remaining years 


460°. THE AMERICAN ECONOMIC REVIEW _ 


of the: war, the author obviously feels not only that the major problems oc- | 


curred in the earlier period but also that the solutions developed during these 
years were the ones that carried through to final victory. 

Probably the best description of politics in mobilization economics in the 
United States is Janeway’s “This book has attempted to explain the how of 
Roosevelt’s greatness by telling the story. of Roosevelt at his greatest—as 


_ War President and presiding genius over America’s home front. The how of 


his greatness defies comparison as it will ever defy duplication” (p. 360). 
However, the story of Roosevelt is less the story of the man himself and more 


that of the World War II mobilization program starting with Stettinius, Har- 


riman, Moulton, eé al.; running through-the personalities of the National 
Defense Advisory Commission, the Office of Production Management; into 
the War Production Board—Nelson, Wilson,:-Eberstadt; on into the Office of 
War Mobilization and Reconversion-—Byrnes, Vinson; with a acme . 


of Baruch, Stimson, and Forrestal throughout. 


Janeway as Mobilization Specialist for Time and Fortune had access to 
these people and to the record to an extent permitted few other people. For 
this reason, his quarrels with the official publications like the Bureau of the 


. Budget’s “The United States at War” and private ones such as Donald Nel- 


~ 


-son’s “Arsenal of Democracy” have a better than usual basis. 


From the economist’s point of view, the story is. that of the lesson which 
Baruch learned in World War I, that is, there must be an over-all balancing 
of requirements and supply (p. 90), and the slowness and difficulty with which 
the various persons charged. with the responsibilities of organization failed to . 
adopt this view until late 1942 when Eberstadt’s Controlled Materials Plan 
became official policy. 

In fact, most of the first part of the book is an effort to tell the suppressed 
story of the War Resources Administration and its plan for organizing the 
economic war effort. Janeway attributes Roosevelt’s rejection of the WRA 
plan to three causes: the identification of the Board with big business, Roose- 
velt’s fear of creating an “Assistant President” who would likely be a rival 
to the President, and Roosevelt’s admixture of admiration, distrust, and 


. jealousy of “Dr. F acts,” Bernard Baruch. In reality these three factors, chang: 


ing the name from Baruch to that of other people, who might have risen to 
equal positions of strength, is much of Janeway’s explanation of the struggle. 
According to Janeway, Roosevelt was a very great man whose greatness rested 
largely upon his understanding of politics and his capacity as a politician. He 
identifies Roosevelt’s admixture of politics and administration in the very early 
pages of the book when he says: “Nevertheless, to such a mercurial but pro- 
phetic figure as Roosevelt, who at the slightest provocation was ready and able ~ 
to rise above both politics and principle, the American political system offers 
a standing invitation to operate a crisis presidency by the technique of pure 
democracy—by provoking participation from the people instead of by im- 
posing discipline upon them, by manipulating the complications of the. 
American political system and the American war economy to free instead of 
to frustrate the energies.and-the passions of the masses” (p. 4) and “If he 


BOOK REVIEWS 461 


had relied on conventional methods of launching a mobilization program, he 
_ would have appointed a staff of emergency administrators and dealt with the 
- people through them” (p. 6). 

It probably is safe to assume that when Janeway was preparing the manu- 
script he was not only writing the history of an important period in American 
life, but also was preparing a memorandum to the President and to the ad- 
ministrators who would have-to deal with economic mobilization if there 
were another war. In this sense, it was and. is an important message. For- . 
tunately for the country in our present stage of semi-war mobilization, the 
major lessons have been applied by fortuitous accident in the appointment of 
Charles E. Wilson and Manly Fleischmann for the principal rôles in our 
economic mobilization and the obvious desire and willingness of President 
Truman to make mobilization a professional rather than a political under- 
taking. 

Fleischmann served his apprenticeship in World War II aaeng the period 
of struggle and confusion which Janeway so eloquently describes. When called 
into a senior position shortly after the outbreak of hostilities in Korea, he was 
in a position to apply the lessons of ten years ago, and therefore not only picked 
up with the proper direction of policy but also recruited the “doers” of WPB ` 
days. Since July 1950 this combination has saved the country from much of 
the chaos of 1939-1943. 

Wilson, also an alumnus of the same school of hard knocks, in his senior 
position was not only able to understand but also to abet and approve the 
policy and procedures which Fleischmann has formulated. Only by reading the 
“Struggle for Survival” and by attempting to reconstruct the economic chaos 
and difficulties which it describes are we able to fully appreciate the debt 
which we now owe these men. 

In its 320 pages the book packages twelve extremely pungent and pointed 
chapters. It is a lesson in the reality of economics that all of us must recognize 
as the ultimate translation of economic ideas into worldly activities. The 
book concludes with an extremely well documented Bibliographical Note 
which brings together an excellent list of references for those who are inter- 
ested in or must deal with the economics of industrial mobilization or planning ` 
. either in war, semi-war, or peace. 

Davin Novick 
Santa Monica, California ; 


Price Policies in the Cigarette Industry. By Wurm H, NicHotys. (Nash- 
ville: Vanderbilt University Press. 1951. Pp, xix, 444. $6.00.) 

When the Tobacco Trust was dissolved in 1911, Louis D. Brandeis predicted 
that the dissolution. plan adopted by the courts would “prevent, in large 
measure, competition among the four [principal successor] companies”; and 
that “the plan would result in four monopolies instead of one.” The prophetic 


shrewdness of this prediction was demonstrated thirty-five years later when . - 


the Supreme Court, in May 1946, again found the sale of cigarettes and the 
purchase of leaf tobacco to be dominated by unlawful monopoly and con- 
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spiracy in restraint of trade. The more than 10,000 pages of court records on 
which this conviction was based is the subject of Professor Nicholls’ pains- 
taking and scholarly study.! 

Professor Nicholls describes in detail (and documents statistically) the 
evolution of the cigarette oligopoly out of the dissolution decree of 1911. He 
shows that by August, 1923, any semblance of competitive price behavior had 
disappeared, since the three major firms moved to virtual list and net price 
identity. Each firm recognized the circular interdependence of its actions, 
because “no one of them could ignore the influence of its own price decisions 
upon the sales (hence price policies) of the other firms or, in turn, the influence 
of their resultant price policies upon its sales” (p. 172). Price cuts were 
matched with unfailing regularity, thus enabling the oligopolists correctly to 
anticipate a rival’s reaction to price decreases. But before oligopolistic un- 
certainty could be eliminated there had to develop, and did develop, the 
` “mutual recognition that one of the three firms was to act as price leader, 
particularly on price increases” (p. 175). This step was necesssary in order 
to take the “kink” out of the demand curve and thus assure each of the oli- 
gopolists that his rivals will not only match price reductions, but also follow 
price increases. While this acceptance of a price leader tended to deprive the 
other firms of initiative, the loss “was far more than offset by. the gains in 
certainty as to the ‘rules of the game’ on price creases, which made greater - 
joint profits possible” (p. 176).* 

Given the pattern of tacit collusion with respect to site prices, aek 
competition remained as the only technique for the apportionment of sales 
among the major companies. This form of business rivalry had certain obvious 
advantages. It allocated sales among the Big Thrée withdut resort to collusive 
_ market sharing or any other recognized “fair” division of the cigarette market. — 

It thus permitted the competitive game to remain “sufficiently uncertain to 
be interesting and exciting despite the rule that price competition was to be 
-avoided” (p. 189). Moreover, advertising outlays could be (and were) made 
to serve as an important barrier to the entry of newcomers——a sort of protective 
tariff for the high aggregate profits of the established oligopolists, The result 
was that the cigarette industry, by 1950, had evolved into a differentiated — 
oligopoly characterized by identical selling prices, huge advertising expendi- 
tures, difficult entry, and earnings for the Big Three which consistently were 
well above normal competitive levels. | 
= Unfortunately, the government’s recent antitrust action never faced the 
‘public policy problems posed by an industry in which concerted action and 
parallel behavior, both on the buying and selling side, produced the results 
(while avoiding the traditional illegal forms) of outright collusion. Since the 
Tobacco case of 1946 was a criminal proceeding, the only relief granted was 
a total of $255,000 in fines. While the Court’s decision awarded the government 


t For another recent study of the same court proceedings, see Richard B. Tennant, The 
American Cigarette Industry (New Haven, Yale University Press, 1950). 

* Here it should be noted that Tennant believes the kinked demand curve to be still in 
force. See Tennant, of. cit., p. 281. The only empirical evidence to support this contention, 
however, seems to be the ‘fact that, since 1928, one of the ten dii price increases 
among the Big Three was not followed by i rivals, 
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nothing more than a Pyrrhic victory, it was the source of understandable 
confusion and consternation among the defendants. As counsel for the tobacco 
companies rightly observed, the decision left them “entirely without guide as 
to how they may lawfully avoid . . . future Sherman Act violations against 
themselves, unless they cease business altogether” (p. 401). Moreover, as 
counsel aptly queried, “What are the specific policies and practices we must 
abandon, modify, or adopt in order to conduct our business according to law? 

. Is everything the appellants do illegal . . . if done by more than one of 
them?” (p. 402). | 

While neither the prosecution nor the courts provided an answer, Professor 
Nicholls does. He considers it fruitless to condemn “the natural, normal and 
intelligent consequences of an oligopolistic market structure” (p. 401), unless 
we stand prepared to change the basic pattern of the industry’s organization 
which makes the condemned behavior almost inevitable. This, according to 
Nicholls (and in the. opinion of the reviewer) can be done without i injury to 
the public interest or the general welfare.* 

In making his specific proposals for a structural reorganization of the 
industry, Professor Nicholls maintains that “dissolution is the only really 
effective remedy for oligopoly which lies within the limits of antitrust action 
per se” (p: 407); that any dissolution plan, in order to be effective, must be 
supplemented by an attack on the monopolistic aspects of advertising 
(p. 412); and, finally, that cigarette taxes must be reduced or, in so far as they 
continue, be placed on a graduated or straight ad valorem basis (p. 415). 

Professor Nicholls has presented us with a well-reasoned, well-written, and 
thoroughly interesting chronicle of monopolistic price policies in the American 
cigarette industry. He has expertly applied economic theory to a concrete 
industrial pattern, and raised public policy questions which must be faced in 
other industries where differentiated oligopoly is entrenched. My only regret 
is—and this is the major shortcoming of the book—that Professor Nicholls has 
not chosen to outline his public policy recommendations, and the alternatives 
thereto, in greater detail. 
WALTER ADAMS 
Michigan State College 


* This opinion is not unanimous, however, as is evidenced by Tennant’s contention that 
“the present concentrated market structure yields better market results than would any 
-alternative with the possible exception of full monopoly. ...”’ See Tennant, of. cit., p. 385. 


Corporation Trust and Company: An Essay in Legal History. By C. A. COOKE. 
(Cambridge: Harvard University Press. 1951. Pp. 206. $3.00.) 


The field of law sometimes has a connotation for the layman of being re- 
actionary in influence and even a barrier to social progress. But Mr. Cooke 
takes the viewpoint that law reflects changes in society as it adjusts to them. 
To use one of his similes, the ceaseless tides of change beat upon the walls of 
Social institutions and as pressures reshape the walls, the institutions become 
adapted to a new environment. In these modifications legal and economic in- 
stitutions have a complementary relationship. In fact, they are obverse sides 
of one process. The law should establish justice formally; economics should 
establish justice materially. Taken at any one moment in time, each existing 
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legal and complementary economic system is static. But the forces of technical 
progress, and of changes in habits, customs and standards of life, disturb and 
remold this momentarily stable system. . 

Building upon these concepts developed in the thought-provoking first chap- 
ter, “Legal Form and Social Function,” the author traces the blending of legal 
- ideas and economic purposes, a miigling which produced the modern business 


' . corporation, This form of business enterprise arose from a combination of the 


joint stock company and the English borough corporation, each of which was 
originally a separate’entity having no necessary connection with the other. 
By the process of complementary social adjustment of economics and law, the 
idea of the joint stock fund has become so interwoven with the idea of the 
corporation that the two are now believed inseparable. 

The coalescing of these two entities is discussed in the body of the book. 
The development of the modern corporate form is traced in cases and statutes 
. from the guild and the borough, through the dramatic struggle between common 
law and the Courts of Chancery to shapé business ‘forms, to the final triumph 
of equity in the Companies Acts of 1856 and 1862. By these Acts, what had 
once been the privilege granted by the sovereign became the right of the 
multitude. It is interesting to note that this right of general incorporation came 
to England about thirty years later than to the United States. 

The book is replete with other stimulating ideas of which the following is 
an example. The author states that the importance of the introduction of 
double entry bookkeeping into the business world did not lie in its arithmetic 
but in its metaphysics. When the financier set up a capital fund separate from 
its subscribers but linked to them by debits and credits, he paralleled the 
lawyer’s creation of a legal person, the corporation, similarly distinct from its 
members but linked to them by rights and duties. Such acts of lawyers and busi- 
nessmen are revealed in the lines of development of borough corporation -and 
joint stock company converging in the modern corporation. 

The reader interested in the corporate form of business enterprise as well 
as in the broader relationship of law, economics and sociology, will find much 
material for thought and speculation in this book. For the legally minded 
reader there are full references and citations throughout the text to cases, 
Law Reporters and statutes. 

. JOEN A. GRISWOLD 
Dartmouth College TE 


Public Utilities; Transportation; Communications 


The Transportation, Industries, 1889-1946. A Study of Output, Employment 
and Productivity, By Harop Barcrr. (New York: National Bureau of 
Economic Research. 1951. Pp. xvi, 288. $4.00.) 

- Professor Barger’s analysis of nearly sixty years of transportation seeks to 

measure the volume of traffic handled by the different transport industries as 

well as the changes in employment and in output per worker. The study is 
concerned with those transportation agencies furnishing service for sale to 
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others. The transportation industries were selected for study largely on the 
basis of the availability of statistical data. The major transport industries— 
steam railways, electric railways, bus lines, trucking, pipe lines, waterways 
and airlines—reported nearly 2,000,000 workers in 1940, roughly 91 per cent 
of all. transportation employment. The absence of data respecting: private 
automobile travel and private trucking results in their exclusion from the 
transportation industries here studied. 

Part I of the study covers the general aspects of commercial transportation. 
It shows, shrinkage in the relative importance of transportation in the econ- 
omy: whereas it produced a twelfth of the national income at the beginning 
of ‘the period, transportation produced only one-fifteenth of the national in- 
come at the end of the period. However, the combined passenger and freight 
traffic of all commercial transport agencies increased five times in the years 

following 1889 and almost doubled again between 1939 and 1946. 

Part H of the study traces the varying fortunes of the different transporta- 
tion agencies. The newer forms of transportation—highway transport, airlines, 
and pipe lines—have shown large and sustained growth. Some of the older 
forms have declined, such as electric railways; and some have expanded slowly 
or contracted such as railways and waterways. One in particular responded 
significantly to a single category of traffic; petroleum production accounted for 
the growth of pipelines and the strong showing of coastwise shipping. However, 
in the aggregate, water transportation, just about held its own. 

The scope of treatment afforded the different transportation industries is 


.’ determined largely by the availability of statistical data. The steam railways 


receive the fullest study. Waterways are also discussed at some length. But the 
consideration given to electric railways, pipelines: and airlines reflects the 
paucity of statistical materials and the brevity of their history. The character 
of the data relative to motor trucking places that important industry in an 
appendix, 

Throughout the period, output per workers increased at an average annual 
rate of 2.2 per cent, a rate of gain exceeding that of manufacturing, agricul- 
tural or mining. The i increase was more. marked among the newer transporta- 
tion industries. 

The study offers new indexes of auat of employment and of output, per 
worker for steam railroads, electric railways, pipelines, waterways and airways. 
The indexes are computed from traffic data (principally ton-miles and passen- 
ger-miles) and from the number of workers or man-hours. Much attention is 
given to the technical problems encountered in constructing these indexes, 
and an appendix treats the theoretical problem of measuring the psysical 
output of public utilities. | l 
| Co Inston R. BARNES 
Washington, D.C. 


Economics and Public Utilities. By Ex1 Winston CLEMENS, (New York: 
Appleton-Century-Crofts. 1950. Pp. xii, 765. $5.75.) - 

This book is designed primarily as a text for college courses in- public 

utility economics and regulation. Any study of public utilities, and their 
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control must necessarily draw from economics, accounting, business, law, 
political science, and public administration. It is‘a very good topic, therefore, 
not only for the coordination of economic principles but for the integration 
. of the principles developed in many of the social sciences. The matter of in- 
tegration of these related disciplines is emphasized in this book owing particu- 
larly to the institutional approach which is adopted. The modern public utility 
commission is the product of economic forces, political pressures, laws, modes 
of thinking, and of statesmanlike leadership, and all of these are given appro- 
. priate attention in explaining the processes of regulation and in appraising the 
results. Despite the author’s preoccupation with the. whole problem, adequate 
attention is given to economic principles, especially in the theoretical analysis 
of such matters as price discrimination and public utility rates. Although to 
say that “perfect competition is not only unwise, it is a self-consuming anom- < 
aly that leads to monopoly and the breakdown of ethical social conduct,” 
(p. 398) suggests a prejudice which it is difficult to reconcile with other state- 
ments in the book. 

Some consideration is given to.all the utilities traditionally covered in a text 
-of this sort as well as the radio broadcasting industry. All the important topics 
relating to the management and regulation of public utilities are treated. These 
include, among others, public utility finance and accounting; valuation, depre- 
ciation, and rate of return; the theory and practice of public utility rate 
making; taxation; the public utility holding company; and regional public 
power projects. The exposition is logical and clear with topical outlines, sub- 
headings, statistical tables, graphs, and chapter summaries to aid the reader in 
mastering the subject. For the student who wishes to pursue his study beyond 
the confines of the text is supplied a valuable bibliography some 60 pages in 
length. This contains nearly every published article or book relating to public 
utilities well classified and annotated. 

What is the nature of the treatment and what are the general conclusions 
reached as regards the crucial and usually controversial issues in the field? 
. In treating operating expenses and their control, an interesting innovation is 
. the presentation of a comparison of the expense ratios of five types of utilities 

operating in Wisconsin. Such statistical comparisons, with due regard for 
their limitations, are being used increasingly as a tool of management and - 
regulation. But except for the more flagrant abuses, reluctance on the part of 
regulatory authorities to interfere with managerial discretion has restrained the 
- development of positive control of operating expenditures. Much more atten- 
tion has been given to the problems of valuation, depreciation, and rate of 
return by regulatory bodies, and the author does likewise. 

After reviewing the legal, theoretical, and administrative aspects of valua- 
tion of property for rate-making purposes, original cost is found to be “equi- 
table in theory and relatively easy to determine” (p. 158). Adjustments in the 
rate of return are advocated as a means of achieving a desirable flexibility in 
the earnings with changing price levels. But in the excellent chapter on rate 
of return, where the author discusses the content and standards of a fair rate 
of return, he does not indicate when, or by what test, or in‘what degree altera- 
tions should be made to reflect price-level fluctuations. The author’s suggested 
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plan for fixing a rate of return which will attract capital, based on the actual 
cost of debt capital and earnings-price ratios for the common equity and 
necessitating control of dividend policies and capital structures, does yield 
a variable rate of return on a prudent investment rate base. Perhaps such a 
result needs no further adjustment to assure a rate of return which will produce 
a satisfactory allocation of productive resources, but it is not indicated how 
such a variable return is correlated to changes in the cost of replacing utility 
plant. Incidentally, depreciation theory and practice are treated comprehen- 
sively not only in the chapter devoted exclusively to that topic but in other 
sections of the work. Depreciation policy is emphasized throughout owing 
both to its significance to ratepayers and investors and to its importance to 
the national economy and the problem of business fluctuations in particular. 
A theory of rate making is formulated which provides for differential rates 
` ranging down to the long-run marginal costs and -yielding total revenues . 
adequate to cover the total costs of rendering service. Marginal cost pricing 
is thus approved so far as the requirement that output be expanded to the 
point where marginal cost is equal to demand price. The total revenue under 
a schedule of discriminatory prices set by a regulatory body would cover all 
costs, however, thus avoiding the valid objection to marginal cost pricing that 
it seeks to utilize available plant without assuring returns which will attract 
private investment to utility industries. The rate-making techniques and 
practices peculiar to each utility are considered, with adequate attention given 
to recent innovations and the relation of public utility price-fixing to the same 
functions in the economy as a whole. One of the more interesting discussions 
concerns the thorny problem of regulating interstate natural gas rates, tied 
up as it is with economic philosophy, sectional economic interests, and conser- 
vation of a valuable natural resource. A satisfactory solution, in the judgment 
of the author, calls for an extension of federal regulation in this sphere. ; 
The trend of the times in the utility industry is indicated by the inclusion 
of six chapters on public ownership. Among these are chapters relating to 
municipal ownership, rural electrification, the Tennessee Valley Authority, 
and other regional power projects. The critical evaluation of the regional 
project as an emerging institution in our economic’ life is discerning and 
eminently fair. It is recognized that the goals of multiple-purpose projects are 
beyond the power of achievement of single states and beyond the objectives 
of private enterprise. Only a planned control of river flow can yield the maxi- 
mum power consistent with necessary flood protection and maximum benefits 
to navigation and land utilization. Cost allocations, on the other hand, are 
viewed as necessary administrative chores representing value judgments de- 
signed to justify rate policies already decided upon. Measuring the fairness 
of private utility rates by using regional project rates as a yardstick, based 
as they are upon arbitrary cost allocations and an inequality of tax burdens, 
- is regarded as unfair and impracticable. The author sees the continued public 
development of water resources with the probability of the entire nation being 
covered eventually by a publicly owned grid system. Factors which will retard 
the progress of public power are distrust of government by the American 
public and a firm belief in private enterprise and competition. Professor 
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Clemens concludes that a vigorous and healthy privately owned utility in- 
dustry. is essential to provide-a continuous competitive challenge and panes 
a eo to measure the actual performance of public projects, 
MARTIN L.. LINDAHL 
Dartmouth College 


( 
' Land Economics; Agricultural Economics; Economic Geography 
Economic Resources and Policies of the South. By Carvin B. Hoover and 
B. U. Ratcurorp. (New York:. Macmillan. 1951. Pp. xxvii, 464. $5.50.) - 
In this book Professors Hoover and Ratchford have skillfully combined a ` 
wealth of factual information on the structure of the southern economy with 
careful analysis of federal and regional policies affecting the utilization of 
resources, industrialization, and other basic problems of the region. In addition, 
they present the alternative policies which might be followed and discuss the 
pros and cons of such alternatives. The book grew out of the studies under- _ 
taken by the authors for the Committee of the South of the National Planning 
Association, and some parts of it originally appeared under the title The 
Impact of Federal Policies on the Economy of the South. In addition, in the 
sections devoted to policies for industrial development the authors have drawn 
extensively from McLaughlin and Robock, Why. Industry Moves South} 
The primary purpose of this much enlarged study is to examine, explain, ` 
` and suggest remedies for the relative poverty of the thirteen states the authors 
define as comprising the southern region. The first nine chapters are devoted to- 
the structure of the region with separate chapters covering: physical resources, 
, human resources, income, barriers to economic development, recent agricul- 
tural development, the changing structure of industry, some major southern 
industries, financial resources, and trends in public finance. The remaining 
eight chapters are devoted to past and present policies with respect to natural 
resources, forest resources, agriculture, industry, labor, and international 
trade. 
This work represents an important contribution to the empirical analysis of 
regional economies. In it the authors have skillfully blended a veritable 
.wealth of statistical and other factual materials with a thorough and shrewd 
` commentary upon policies, past, present, and possible for meeting and solving 
the problems of the most widely discussed region in the United States. Not 
. only should this analysis prove helpful to those who are interested primarily in - 


` _ the southern region, but there should be much to interest those concerned with 


the broader problem of the underdeveloped area wherever found. 

The theme of the first nine chapters analyzing the structure of the southern 
economy is that the low level of southern income relative to the non-south is 
- not due to any of the popular explanations but rather is due to the high rate 

_ of increase of the rural southern population, the heavy emphasis on one-crop 
agriculture, the lack of agricultural machinery, the poor quality of southern 


*Both of these works were reviewed by Earle L. Rauber, Am. Econ, Rev., Vol. XL. 
- No. 5, Pt. 1 (Dec., 1950), pp. 971-74.. 
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soils, inadequate marketing practices, the unfavorable terms of trade, and 
. the presence of many low index industries. If these causes are accepted as 
adequate, and those of us who live in the south can certainly agree that they 
are, then the relative improvement which has taken place since 1929 must be 
exhibited through the same factors. This the authors demonstrate has been the . 
case. They also stress the rôle payer by larger federal i income payments into 
the region in recent years. 

In the last eight chapters devoted to policy the theme is continued; improve- 
ment in mining, forestry, and agriculture are all essential to rising income 

levels, but the ultimate solution is to be found, the authors contend, only in 
further, selective industrial development, particularly of high index industries, 
A most interesting chapter on “Policies for Industrial Development” does 
much to dispel popular notions, much favored by Chambers of Commerce and 
State Development Commissions, on how to win friends and attract new plants. 
So far as federal policy is concerned, the authors feel that it will have played 
its rôle if it keeps the American economy as a whole operating at high and 
expanding levels of employment. 

The reviewer has used this volume as a basic text for a course in the south- 
ern region and found that it provided the essential background for students 
_ who, even though life-long residents of the area, are not well informed as to the 
facts concerning the region. The book was an excellent basis for starting analy- 
sis of specific regional problems; it is to be hoped that others will profit from 
the splendid job done by Hoover and Ratchford and that it will stimulate 
others to produce similar case studies of narrower sectors of the region. 

Victor C. HECK 

Mercer University ` 


Interregional Competition in Agriculture—with Special Reference to Dairy 
Farming in the Lake States and New England. By Ronatp L, MICHELL 
and Joan D. Brack. (Cambridge: Harvard University Press. 1951. Pp. 
xiv, 314. $5.00.) 


Interregional competition falls within the theoretical framework of the 
principle of comparative advantage. This volume is a group of related case 
studies applied to two general regions with respect to trade in dairy products. 
. This arrangement has the advantage of narrowing the field to proportions 
that may be appraised and measured statistically. The outstanding contribu- 
tion is that of methodology. The authors go to some lengths in discussing the 
purely theoretical aspects of their problems. But the main emphasis is 
given over to a consideration of methods; not only the mthods used, but the 
approaches that might have been used—-their advantages, weaknesses, and 
in some cases their total inadequacies. The authors set out to develop a method 
that may serve to answer, in advance, the very significant and practical ques- 
tion: If prices for milk and its products increase or decrease more than the 
prices for other farm products, what will be the effects upon farmers’ responses 
in the Lake States and in New England? 

The method used for predicting the production responses of farmers was 
that of “budgeting,” that. is, in these studies, estimating farm receipts and 
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expenditures on the basis of several alternatives open to the individual farmer. 
On the basis of these alternatives, estimates were made as to the most profit- 
able course of action for each farmer for the next 10 years, if (1) milk prices 
remained at present levels (1936), (2) were to increase by a given percentage, 
relative to other farm products and (3) were to decrease by a given percent- _ 
age relative to other farm products. These forward estimates are more signifi- 
cant for longer-run situations, It is for this reason that the period of ten years ` 
was chosen. 

After the lapse of the ten-year period, the areas were surveyed again for 
the purpose of checking the predictions with what actually happened—the 
acid test all too seldom applied. Thus the authors are able to evaluate the 
strong and weak points of their methods of operation. 

As is to be expected, the forward estimates correspond more closely with 
actual results in some areas than in others. The authors feel that departures 
can-be explained on reasonable grounds. 

Since farms in six lake state areas and in five New England areas were 
chosen for budgeting, the substantial amount of field work involved is readily 
apparent. These area studies were conducted by the Interregional Competition 
Section of the Division of Farm Management and Costs, Bureau of Agricul- 
tural Economics. It is safe to assume that they were coordinated under the 
direction of Mr. Mighell who is in charge of the section. 

The reader will be impressed by the necessity for value judgments in heap- 
ing measure in almost every step of the planning and execution of the studies, 
in the selection of the areas, in the selection of farms within the area, in the 
budgeting and in the estimating of responses of consumers under varying con- 
ditions. The demand schedules lack the painstaking body of statistics support- 
ing the supply schedules. : | 

The questions arising in the field of interregional competition ; are pressing 
and real. Their answers are of high economic significance. The authors of this 
volume have cleared a road that will greatly facilitate travel by those who 
attempt to supply these answers. 
a ASHER HOBSON 

University of Wisconsin 


Coffee, Tea and Cocoa—An Economic and Political Analysis. By V. D. Wick- 
IZER. A publication of the Food Research Institute, Stanford, California. 
(Stanford: Stanford University Press. 1951. Pp. xiii, 497. $5.00.) 


Dr. Wickizer’s study has a considerably wider coverage than would be ex- 
pected from the announcement that it is one (and the first to appear) of a 
group of studies to be issued by the Food Research Institute on food, agricul- 
ture and World War IJ. Although national. and international controls provide 
the central theme, information is also provided on the history, production, 
_ consumption and trade of the three commodities listed in the title. Some of- 
the material contained in the author’s earlier writings‘ is repeated here, en- 
riched and brought up to date, but the reader is referred to the earlier volumes ` 


1 E.g., The World Coffee Economy (Stanford, 1943) and Tea Under International Regula- 
tion (Stanford, 1944). 
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for details of the prewar control E Dr. Wickizer has produced an out- 
standing work that will be indispensable to persons interested in these prod- 
ucts as well as to students of international commodity control problems. Parts 
I, II, and II, on coffee, tea and cocoa, respectively, comprise the larger part 
of the volume, but there is a pithy general introductory chapter, and Part IV, 
Trends and Problems, provides some comparative analysis of production, con- 
sumption and control problems. 

Although Dr. Wickizer is skeptical of the alleged virtues of both national 
and international regulation of trade, his attitude is basically pragmatic. He 
is sympathetic to international tea regulation because he finds that it has been 
operated in a “mature” and reasonable manner. In the absence of any inter- 
national agreement in the cocoa industry, he confines his comments largely to 
the marketing boards, especially in West Africa, He feels that the “world 
shortage of cocoa may disappear sooner than is now anticipated” (p. 444), 
and concludes that a world cocoa monopoly is “an unlikely prospect” (p. 
422). 

He saves most of his criticism for the coffee producers, especially those in 
South America. These criticisms fall into two main groups—one, the boom- 
price psychology of the Latin American coffee producers in general and what 
Dr. Wickizer calls the “maneuvering and propaganda” (p. 150) to achieve 
_ high prices, and, secondly, Brazilian coffee controls, which the author blames 
for the over-production of the 1930’s and the alleged “backwardness” of the 
Brazilian coffee industry. It is felt that Dr. Wickizer has somewhat overstated 
his case. He is doubtless on firm ground in pointing out the danger of “exag- 
gerated” prices that stimulate planting in marginal areas, encourage specula- 
tion, and create consumer resistance. By way of contrast, Dr. Wickizer cites 
the wisdom of the tea-producers in their efforts to reduce costs and to maintain 
prices at reasonable levels, but a more valid comparison might have been with 
price-support measures in the United States and Europe. In his earlier books 
Dr. Wickizer developed the reasons why tea lends itself more readily to regu- 
lation than coffee. For one thing, the tea industry has a “colonial” character, 
whereas coffee production in the Western Hemisphere ‘is in the hands of native 
growers, including thousands of small farmers. Dr. Wickizer recognizes that 
recent political changes in India, Ceylon and Indonesia are having repercus- 
sions on the tea trade. 

As regards Brazil, Dr. Wickizer’s zeal to make a case against “valoriza- 
tion” has led him into several dubious generalizations. He may be right in his 
conclusion that temporary “abnormal profits” brought about by coffee “‘de- 
fense” have been more than offset by the loss of part of the world market and 
by other adverse effects, but he probably exaggerates the influence of govern- 
ment intervention on the evolution of the coffee industry. In several places he 
speaks of “subsidization” of the coffee industry, a term that is not clearly ex- 
plained. He blames the control experiments of the 1920’s for the “excessive 
world coffee supplies that persisted throughout the 1930’s” (p. 20) without 
any allowance for other factors, such as the depression that affected most 
activities during the early ‘thirties, His treatment minimizes, if it does not 
ignore, the influence of low prices during the 1930’s and the early 1940’s on 
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the present situation. Dr. Wickizer dwells on the “backwardness” of the Bra- . 
zilian coffee industry and its “exploitative” character. It is true: that the 
industry has been conducted on an extensive basis, just as a large part of 
United States agriculture has been extensive in the past, and for much the 
same reasons. The methods of growing and processing coffee have been evolved 
by trial and error to meet the particular conditions of time and place. Rising 
costs and new competition may impose further changes. Dr. Wickizer men- 
` tions some of the experiments now under way, but does not give adequate 
recognition to the work of the Sao Paulo State Institute at Campinas on 
genetics, which is now bearing fruit, nor to the planters’ adaptation to chang- . 
‘ing conditions through fertilizing, irrigation, erosion control and mechaniza- 
tion. One of the largest planters in São Paulo maintains his estates at an 
efficient level of productivity by systematic replacing of exhausted trees and 
through the use of manure obtained by a policy of stocking three hectares of 
grazing land to each hectare planted to coffee. 
Dr. Wickizer recognizes that the annual variations in the size of coffee 
crops create-a problem, and he sees some “merit in and hope for limited- 
purpose agreements” (p. 418, note 7). But apparently his hope is that the 
diffusion of coffee culture to new areas will tend to regularize the flow. He 
states that “the long-term trend in production may-be away from the Western 
Hemisphere” (p. 20), but it is still “may be.” - 
Although there is room for difference of opinion or of emphasis.on various 
_ points raised by Dr. Wickizer, he has written a study that will doubtless re- 
ceive the wide attention that it deserves. 
| | GEORGE WYTHE 
Washington, D.C. | 


World Resources and Industries. A Hunchanal Appraisal of the Availability 
of Agricultural and Industrial Materials. By Ericu W.. ZIMMERMAN. 
Rev. ed. (New York: Harper & Bros. 1951. Pp. xvi, 832. $7.50.) 


When the first edition of this book appeared in 1933, it revealed that the 
author was concerned with asking different questions than were most economic 
geographers. He asked how people could be led to develop broad social con- 
sciousness and understanding of the interdependence of social forces in the 
modern world. He was not concerned with training people for careers in for- 
eign trade or business management. He did not want to focus attention upon 
facts regarding the amount and distribution of resources and industries. In- 
stead, he wanted to ask, “Why are today’s forms of economic life what they 
are?” and “What are the trends?” and “What significance do they have for ° 
- those who want to leave the world improved by their having lived in it?” g 
- In the years that- have followed, he has become even more convinced that | 
_ fundamental principles should be emphasized more than statistical data. The | 
revised edition brings no revision in outlook, but rather a determined effort 
to present more fully and more clearly his functional approach to resources. - 
This has led to much rewriting and a 25 per cent expansion in volume. The 

_ factual data underlying the argument are brought up to date with only a very 
. few omissions, e.g., “the average ere of life i in this country at present 
is SELTEN 50 and 60” (p. an: 
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Some illustrations from the revised edition will help to clarify the author’s 
. approach and viewpoint. Natural resources are not static, but dynamic. As 
objects they are important only as human beings and human culture make 
them so. They exist unaided, but they do not function except as people use 
them. The obvious exceptions of storm, sunshine, and falling water do not 
invalidate the rule. And preoccupation with natural resources tends to obscure 
extremely important, human and cultural resources. Coal may be unmined 
carbon, But it is also, and more significantly, a fuel in our stovés, a smelting 
agent foriron ore, a commodity of commerce, a producer of electricity through 
the use of man-made boilers, turbines, and generators. “The word ‘resource’ 
does not refer to a thing or a substance, but to functions which a thing or 
substance may-perform ... such as satisfying a want. In other words, the 
word ‘resource’ is an abstraction reflecting human appraisal” (p. 7) of the 
human usefulness of something. This appraisal changes as man’s wants change, _ 
as technology changes, as nations go to war or remain at peace. “Man’s own © 
wisdom is his premier resource—the key resource that unlocks the universe.” 

The opposite of “resources” are “resistances.” These also are both-natural 
_ and cultural. They are so much a part of our world that their familiarity often 
causes us to overlook their importance: distance, gravity (sometimes also a 
resource), friction, chemical stability, difficulties ‘of learning and teaching— 
even the stubbornness of men. Surrounding resources and resistances is “neu- 
tral stuff.” This too is dynamic. Ore that is too lean or too complex to be use- 
ful today may change tomorrow from neutral stuff to a resource as metallurgy 
develops or a war cuts off customary sources of supply from richer or simpler 
ore bodies. Or new synthetics may be so much cheaper than former natural 
products that the latter cease to have market value sufficient to warrant their 
exploitation. 

Dr. Zimmerman makes every effort to clarify difficult relationships. But he. 
does not minimize their complexity. Nor does he omit a topic merely because 
it might be “over the heads” of the college students to whom this volume is 
addressed. He would rather force them to strain to get his meaning than to 
talk down to them. As a result, the first section of 143 pages devoted to a 
general study of resources is not always easy reading. It presents the abstrac- 
tions that the author illustrates in the main body of the book which follows 
with its 200 pages on the resources of agriculture and nearly 500 pages on the 
resources of industry. But it also summarizes vital relationships so well that 
some teachers will surely want to take their students through it a second time, 
at the end of the course after their horizons have been widened by the studies 
of particular resources in action. 

Perhaps more attention (200 pages) is given to energy resources than in 
many other books in this field. There.are three introductory chapters on the 
social significance of energy, particularly the mechanical revolution which has 
changed human history so greatly through its mobilization of inanimate én- 
ergy in the service of mankind. Exceptions and differences in degree are ad- 
- mitted, but not developed as much as this reviewer would have liked. An 
attempt to contrast the permanence and security of a “vegetable civilization” - 
with the insecurity of machine civilization seems a bit superficial. The author 
is almost rhapsodic in his description of the blessings of the use of inanimate - 
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energy. The troubles of today, he tells us, “are largely brought on by ma- 
chines, but they are not the necessary results of inanimate energy” (p. 73). 
The vital importance of inanimate energy in the author’s mind is empha- 
sized again at the end of the book. After an excellent chapter on “the delicate 
and complex problem of conservation,” Zimmerman concludes his volume with 
a discussion of resource adequacy. He disposes of the neo-Malthusian pessi- 
mism of Osborn and Vogt by invoking the genii of industry. ‘These magicians 
will not only contribute much to per capita productivity in agriculture through 
more and better agricultural equipment, improved transportation facilities, 
cheaper fertilizers, and greater reclamation projects. They will also raise the 
level of living and thus generate “the psychological forces which alone can 
` call a halt to the ‘torrent of babies’” (p. 816). But these genii depend upon 
the continued abundance of inanimate energy. Mineral fuels are limited. 
Therefore Zimmerman sounds his final warning: “If by the time the present 
sources of . . . fossil fuels are exhausted, nuclear energy and other new forms ^ 
of inanimate energy have not been developed . . . civilization as we now 
know it will come to an end anyway, regardless of . . . factors determining — 

the food supply” (p. 818). 
R. B. PETTENGILL 

Pasadena, California 


Labor 


Labor and Industrial Relations—A. General Analysis. By RICHARD A, LESTER. 
(New York: Macmillan. 1951. Pp. x, 413. $4.25.) 


In this textbook, Professor Lester attempts to “integrate the whole field of 
industrial relations,” which, as he defines it, includes not only the dealings 
between labor organizations and industrial management but also all aspects of 
labor in the American economy, including governmental action and the inter- 
relationships among workers, unions and management.” What gives the book 
unity and makes its chapters something more than a discussion of disparate 
problems, is its basic concern with the “human relations in American indus- 
try.” The author quotes J. M. Clark: “The most important product of in- 
dustry is what it does to lives of the people who work in it.” 

But wage-earners are not the only people who work in industry, and the 
book is as much concerned with the humans that make up managements and 
their organizations as it is with workers and unions. And, since the practices 
and policies of both create problems not only for each other, but. for those 
who make up the public, governmental policies protecting and controlling both 
workers and managements are given equal treatment. Relationships being the 
primary subject of the volume, however, it treats the problems growing out of 
employment in modern industry not in their economic aspects alone or chiefly, 
but rather subordinates these and emphasizes the psychological, political and 
social factors. “What workers or managements believe or fear may be more 
pertinent to the solution of a labor problem than statistical facts or logical 
economic reasoning. The various social sciences ... all are needed for a full 
understanding of human relations in American industry.” 
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The influence of the most recent research in the field is apparent not only 
in the author’s point of view, but throughout the volume its findings and con- 
clusions are woven into the discussion of specific problems. The contributions 
resulting from the empirical investigations of psychologists, social anthropolo- 
gists, and labor economists are especially evident. The effect of this influence 
on the contents of the volume may be seen more clearly, perhaps, by compar- 
ing the present work with the author’s earlier textbook pues about ten 
years ago. 

Its title was the Economics of Labor, and half its contents: was devoted to 
discussion of “Labor’s Economic Problems.” The rest of the volume dealt 
with union organizations and collective bargaining (referred to as Labor Rela- 
tions), with economic analysis of the problems, and evaluation of the practices 
and policies of the unions in terms of their economic effects. Its primary con- 
cern was with the workers and how they tried to improve their lot through 
organization and collective bargaining. 

The new text does not neglect economic or statistical analysis, but points 
out their limitations and uses them in conjunction with the methods of inquiry 
of the other social sciences. It begins with a description of the “tools and 
methods of research” appropriate to industrial relations, and proceeds to a 
discussion titled “Understanding Workers and Managements” in which atti- 
tudes, beliefs, prejudices of both are examined, and how they express them- 
selves in the policies of unions and management organizations. Then the 
Market Mechanism in Industrial Relations is analyzed to show not only the 
differences between commodity and labor markets which economists have 
long recognized, but the non-economic factors which upset it as a regulating 
device. Following this, two chapters analyze the Structure of Wages and the © 
Use of Human Resources. This constitutes Part I of the book—“Analytical 
Foundations.” 

Part II deals with “Unions, Management, and Collective Bargaining” and 
the significant change here is the equally detailed treatment of management’s 
and labor’s problems whereas the earlier volume was little concerned with 
labor management. Chapters on Management Theory and Practice and Man- 
agement’s Labor Policies are juxtaposed with chapters on Union Policies and 
Practices and Union Structure and Government. The difference in viewpoints 
and goals of the parties are explained, the diversity in union-management re- 
lations is pointed up by reviewing collective bargaining experience in a number 
of industries, and the final chapter in this Part discusses factors that make 
for. good labor relations. 

Part II, rather awkwardly titled “Issues and Government Intervention,” 
covers the public interest in industrial relations. It is highlighted by a pene- 
trating examination of the labor monopoly issue. Other subjects covered are 
development of public policy in relation to labor and management, Social 
Security Measures, the Labor Relations Acts, the government’s mediatory 
devices for adjusting disputes, Wage and Hour Legislation, and National 
Wage Policy and Full Employment with particular reference to economic 
mobilization to meet emergencies. Part IV—“Concluding Comments” is a 
brief restatement of the author’s basic ideas in the perspective of a world 
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dominated by the clash between ‘Communist poe and enterprise 
- democracy.” — 

It is regrettable that Professor Peles saw fit to limit this ware to half the 
size of his earlier book. For many of the subjects -dealing with the relations 
of government to. both management and labor are skimpily treated, and the 
basic approach of the author is not carried through as well in these discussions 
as in Parts I and II. The limited space may also be responsible for the tend- 
ency to be content with brief statements of the conclusions drawn from recent ` 
research without setting forth enough facts to indicate how they are justified. - 

Wm. M, LEISERSON - 

Washington, D.C. . e a 


The House of Labor—tnternal Operations of American Unions. By J. B.S. . 
' Harpman and M. F. NEUFELD; editors. Prepared under the auspices of = 
-the Inter-Union Institute. (New York: Prentice- Hall. 1951. Pp.. xvii, 
555. $5.75.) | 


The State Department and the Economic ET Administration have . 
brought many trade unionists from European countries to the United States ` 
to study the American labor movement and American industry. Many of 
these men and women, when seen toward the end of their stay, have seemed 
to be in a’state of mental surfeit. They have been through a maelstrom of 
impressions. Their visits to factories, their long trips across our vast country, 
interviews with labor leaders, contacts with lecturers on American labor, over- 
whelm them. Their impressions are exciting and kaleidoscopic. They return to 
their native countries with many worthwhile experiences but no real integra- 
tion of these experiences. In some respects, The House of Labor, edited by 
~- J. B. Hardman and Maurice F. Neufeld, leaves the reader with the same 
breathless feeling that the European visitors must have. So many facets of 
American labor—so many activities—so much: vitality—so many unsolved ` 
problems—is there no central core to the labor movement which can provide 
a key of understanding? y 

. The purpose of the book as suiined by Mr. Hardman in the Introduction 
is “to depict the broad, over-all sense or motivation of unionism,” “to famil- 
ae leaders with the organizational anatomy of unionism,” and thirdly, “to 
present a collective portraiture of the leadership of labor unionism.” Because . 
Mr. Hardman has been a student of the dynamics of organized labor for many 


years, he has a strong historical orientation and is extremely sensitive to the . > 


interaction of social and political forces with this great social -movenient. Both 
. he and Mr. Neufeld have gathered together some forty contributors who are ~ 
not theoreticians but- who have had day-to-day contact with the activities, 
problems, and personalities in the American trade union movement. The result _ 
is an encyclopedic analysis of labor’s structural organization, its political ac- 
tivity, its union communications, its research in engineering programs, its 
health, welfare, and community services, its educational services, topped off 
` with an analysis of the economic and psychological problems of the union 
staff. This is no mean undertaking! For the labor movement is but a micro- 
~ cosm in a larger macrocosm. Were it not for the excellent transition paragraphs 
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which both Mr. Hardman and Dr. Neufeld have written, one might feel the, 
lack of integration more keenly. As it is, this reviewer believes that too much 
emphasis has been given to some problems such as labor in politics and labor 
education, and not enough to others even more demanding of thoughtful con- 
sideration, such as the protection of the right of the worker to dissent, and the 
consideration of human relations problems within the union. 

There is little consideration in the book of the position of the individual 
' worker as a citizen of the union. Over the years, grievance procedures and 
avenues of redress for the worker as an employee have been evolved. The 
avenues of redress for the worker as a member of the union have not yet 
been considered either by labor leadership or by membership. Must a trade 
union member’ vote for the political party’ espoused by his leadership? Can 
. the rank and file member criticize union policy without being accused of 
heresy? A self-regulatory policy would, of course, be ideal but self-regulation 
_ either in industry or in trade union organization, is still far from being real- 
ized. Taft-Hartley legislation may regulate union practices, but it is a moot 
question whether the individual worker has an opportunity to daroie more 
mature and more responsible under such legislation, 

The analysis prepared by C. Wright Mills and Helen S. Dinerman on the 
leaders of the unions, their education, their age, their national origins shows 
the qualitative differences between the A. F. of L. and the C. I. O. The ma- 
. jority of C. I. O. leaders who are in the younger age brackets believe that the 
trade unions have a long-range program. The A. F..of L. leaders do not think 
of their program in broad objectives, but rather in day-to-day goals. The fact . 
that C. I. O. leadership believes that business is far stronger than labor, and 
that A. F, of L., leadership believes. there is a more equitable matching of 
. power between labor and business, is but a reflection of the types of industries 
the two federations negotiate with. The C: I. O. unions do negotiate with the 
industrial giants of our country—and C. I. O. leadership does not always tee 
like Davidi 

One of the most provocative essays, written by Dr. Neufeld on “The Light 
that Fails,” evaluates the contributions of some of the previous writers on the 
relation between labor leaders and labor experts. Dr. Neufeld points out that 
just as labor leaders.have been called upon to act in one era while bound to 

-the loyalties, customs, and frustrations of a dying one, so labor experts, the 
_ technicians, the journalist, the research worker, the engineer, are trained in 
the ways of mew techniques but function under the shadows of the old. He 
discusses with insight the psychology of the labor leader, his notion of infalli- 
bility and superiority which makes him distrust the expert whom he hires and 
needs, The labor leader was too long a representative of a minority group in 
our society. He has a long memory in the world of industrial conflict. If he 
achieved success for himself and his union, it would seem to him to be in spite 
of the intellectuals rather than because of them! William Leiserson also posed _ 
some pertinent questions on the r6le of the intellectual i in.the union movement 
“Is he to lead or to serve?” . 
_ The. House of Labor should be studied by every student ne group action 
“and group psychology as well as industrial relations. It does not point the 
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way of social orientation—but it teems with vitality and provocative challenge 
as well as information, furnished not by theoreticians but by practitioners. 
THERESA WOLFSON 
Brooklyn College 


Labor Productivity Functions in Meat Packing. By WiLLiam H. NICHOLLS. 
(Chicago: University of Chicago Press, 1948. Pp. xvii, 256. $5.00.) 

Although labor economists have made extensive use of statistics on an em- 
` pirical and analytical level, they have generally ignored even the simplest the- 
oretical models developed by the’econometricians. During the 1945 General 
Motors dispute, the UAW-CIO Research Department prepared for the Presi- 
dential Fact-Finding Board a brief which utilized multiple correlation equa- 
tions to justify a wage increase without a corresponding price increase, but 
it had negligible effect upon the thinking of the Board or upon the outcome 
of the dispute. The National Bureau of Economic Research volume, Cost 
Behavior and Price Policy, which suggested a number of fruitful areas for re- 
search in similar terms, has likewise failed to stimulate any appreciable num- 
- ber of labor studies. This general neglect of econometrical methods in the . 
area, of labor economics is explainable, at least in part, by two factors: the 
inadequacy of the mathematical-statistical training of most labor economists, 
and the econometricians’ lack of interest and sophistication in labor problems. 
Whether econometrics has anything worthwhile to contribute to labor eco- 
nomics is therefore still an open question. 

Professor Nicholls’ study of the relations between physical output, em- 
ployees, man-hours, and payrolls in a Midwest meat-packing plant illustrates 
both the possibilities and difficulties, Nicholls states that the main purpose of 
his study was to make a “limited but significant” contribution to the economic 
theory of the firm, particularly with respect to the optimum combinations of 
men and hours for given (constant) levels of output. He attempts this by- 
fitting a series of least-squares, multiple-regression equations (in both arith- 
metic and logarithmic terms) representing a number of theoretical models 
(e.g., diminishing, increasing, and constant productivity and costs) to seven 
sets of data based on departments and shifts in the years 1938-39 and 1939-40, 
In contrast to previous studies, he has deliberately eliminated from the analy- 
sis the factor of overhead cost. On the other hand, he has separated the two 
main elements of man-hours—number of workers, and hours per worker—for 
purposes of a more refined analysis. 

From this analysis, Nicholls concludes: . 

1. The hypothesis of diminishing productivity with successive additions of 
men and hours is satisfied, for the most part, by the “most general arithmetic 
functions,” but not by the “logarithmic functions.” The inconsistency is ex- 
plained by the conjecture that “the departures from linearity are sufficiently 
slight so that regressions of convex and concave curvature describe the data 
about equally well.” 4 
-~ 2. Thus, “plant officials were rather successful in combining men and hours | 
so as to avoid sharply diminishing productivity, particularly of total man- 
hours.” 

3. But, “the number of men employed was larger and the work-week shorter 
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on those levels which would have minimized labor costs for any given out-, 
put.” . 

Had Nicholls stopped here, he would have simply added another nireti: 
. theoretical-empirical cost-output study to the earlier contributions of Dean, 
Yntema, and others. But he goes on, in effect, to challenge the labor economist 
by suggesting that the approach which he has used may have important impli- 
cations for such major labor relations policies as the Fair Labor Standards 
Act and the guaranteed annual wage. 

The discussion at this point is further revealing of the limitations of the 
econometrical approach, most notably the small number of variables which 
can be treated statistically and the over-simplification of assumptions. On the 
basis of his analysis, Nicholls concludes, as noted above, that men and hours 
were combined at a level above minimum labor costs for given out-puts. How- 
ever, he quickly adds that practical (institutional) barriers interfered with 
the optimum combination of men and hours—e.g., the impracticability of 
varying the number of men strictly'on a week-to-week basis, the need to 
maintain an experienced and satisfied labor force, and the importance of 
having a reserve of manpower on hand. “All things considered, therefore, it 
may well be that the plant was operating at labor costs which were at a 
practicable minimum” . . . although “there are some grounds for belief that 
the substitution of men for hours was carried too far.” 

Nicholls then asserts that the hours provisions of the Fair Labor Standards 
Act were applied to the meat industry with an insufficient appreciation of its 
technology and employment (weekly and seasonal) problems. However, he 
believes that it is too late to do anything about it and suggests instead that 
management explore further the feasibility of the guaranteed annual wage 
plan which has already been used successfully in some meat-packing plants 
and which would permit greater flexibility in the use of the work force. He 
offers a rough illustration (“The crudity of these estimates cannot be too 
much emphasized.”) of how to analyze the economic feasibility of annual wage 
guarantees. Ironically, the results of this illustration argue against a wage 
guarantee, but again the analysis is severely hampered by the omission of 
` numerous important variables, such as the effect of a guarantee plan upon 
productivity, which the author himself recognizes. 

Despite the imitations of the econometric approach, Professor Nicholls has 
performed an extremely valuable function in suggesting its potentialities for 
research in labor economics. His work merits some sequels, and his specific’ 
suggestions on the guaranteed annual wage question might well be followed 
up. In his emphasis on minimum labor costs, he provides an interesting sup- 
plement to the much more broadly conceived but primarily income oriented 
"approach of, say, Murray, W. Latimer. 

It should be noted, in conclusion, that. Professor Nicholls’ monograph is a 
model presentation from a methodological standpoint. He bas spelled out in 
detail his assumptions, hypotheses, and methodology, has provided a careful 
analysis of the limitations of his tools and data, has presented his data in 
clear and concise fashion, and has related his conclusions directly to his data. 
MILTON DERBER 
University of Ilinois i 


480 THE AMERICAN ECONOMIC REVIEW 


Population; Social Welfare and Living Standards 


The Malthustan Controversy. By KENNETH SMITH. (London: Routledge & 
Kegan Paul. 1951. Pp. vii, 350. 30 s.) 


“Malthus and his Contemporary Critics” would be a more descriptive title ; 
for this interesting and valuable book. It presents briefly the views of Malthus 
and nearly a score of writers who attacked him between 1798, when he pub- 
lished the first edition of his ea on the- Principle of Population, and 1834, 
when he died. 

The interest in these writings is. by no means only antiquarian. As the 
author points out, the controversy over the social and economic implications 
of population growth did not die with Malthus. His famous ratios—the geo- 
metrical increase of population and arithmetical increase of food—have long — 
since been put on‘the shelf with such other curiosities as the “wages fund,” 
but the thesis that excessive population growth may hinder social progress is 
- debated more hotly than ever. The debate at present refers mostly to the 
“under-developed countries,” many of which are in a situation not radically 
different from that of Malthus’ England. The-issuies are birth control and 
technical assistance instead of “moral restraint” and the Poor Law, and sta- 
tistics have replaced much of the earlier speculation about the growth of 

population and production. Yet some of the arguments of Malthus and his 
critics, and even of his eighteenth-century precursors, find remarkably close 
counterparts in the writings of modern a aa and of present-day pro- 
phets like Vogt and Mather. 

The main thing-in the book is a series of concise summaries and selected 
quotations from various editions of the Essay and other works of Malthus 
and from the writings of the contemporary critics, including Hall,. Jarrold, 
Hazlitt, Gray, Weyland, Grahame, Godwin, Booth, Ravenstone, Place, Ever- 
ett, Thompson, Senior, Sadler, Edmonds, and Lloyd. These materials are pre- 
sented in chronological order in such a way as to show how, Malthus’ pro- ` 
` nouncements stimulated the development of demography and to what extent 
his thinking was influenced by the work of the critics and the course of events. 
The author is skillful in demonstrating the relationship of Malthus’ popularity 
_ and his critics’ relative obscurity; to the political and economic conditions of 

the time. In Malthus he sees the defender of private property at a time whén 

that institution had been threatened across the English Channel, and; the 
apostle of the existing social order at a time when the social problems created 
by the industrial revolution were giving cause for doubts as to its justice. 
Thus he explains the enormous success of a work which, as he shows clearly, 
was hardly original and at many points transparently weak. 

The summaries of the critics’ works are a boon to any reader who is inter- 
ested in the development of thought in this field but who lacks ready access to 
_ the originals or the leisure to study them. Your reviewer belongs to that class 
of readers and is therefore in a poor position to comment on the P of . 
the summaries. At least they are admirably brief and lucid. 

After the summaries there is a “critical analysis,” or rather a denictiGon: of 
the main points in Malthus’ theory, his illustrations and proofs, and the 
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applications of his doctrine to questions of the perfectibility of society, wages, 
the Poor Law, emigration, and birth control. Here the best arguments of the 


critics are brought to focus on each point and effectively.supplemented by the 
author’s own remarks. Little enough of Malthus’ argument is left standing, 


but the author would have to do much more than destroy that argument in. 


order to. support some of his own conclusions, for example: “A growing popu- 


_ lation, instead of being a thing to deplore, is a sign that, for the.time being 


at all events, conditions are easier and health is better. . . Generalizing in . 
this field is dangerous, but all things considered, a A growing population i is a good 


_ rather than a bad sign” (p. 330). 


Although: the plan of the book makes a PEE amount of repetition 
unavoidable, the author’s easy style and his ability to present the nub of an 


‘argument in a few words save it from becoming dull. It is too bad that not 
_ all scholarly works in economics and the other social sciences’ are so easy to ` 


read. - P 
i Joun D. Duran - 
New York, N.Y. 


Population on the Loose. By ELMER PENDELL. on York: Wilfred Funk. — 
1951. Pp. xxii, 398. $3.75.) 

This is an angry, shrill, and distorted book, expressing some rather simple 
and not very original positions on some gehuine problems. _ 

The author’s demography is quaint, although the references are modern. 
Pendell is concerned about the general supply of population (it is generally 
too high) and about its quality per unit (it is generally too low). Of the 
fifteen chapters with aggressively . jocular , titles, approximately half, in no 
particular order, are devoted to each theme. 

About the quantitative supply of population, Pendell adopts an essentially 
neo-Malthusian position. That is, he argues that reproduction can always en- 


- danger the means of subsistence, and that in large areas of the world the 


danger is real. The author correctly points out some of the problems posed by 
the lag between falling death rates and falling birth rates in the process of ` 
modernization. He also correctly notes that the achievement of some sort of 
balance in the oldest industrial countries was‘accomplished under much more 


_ favorable circumstances than prevail in densely settled agrarian regions of 


of Sepa 


the modern world. However, very little attention is given to some circum- 
stances that would make this cry of alarm even more persuasive—for example, 
the way in which modern techniques may reduce death rates without setting 
in train the social revolutions necessary to change attitudes and practices re- 
lating to fertility. 

With regard to the population-resources ratio, at least it may be said for 
Pendell that he does not follow one of his favorite sources— William Vogt’s 
Road to Survival—to the. point that we are overpopulated everywhere because 


-man has displaced some flora and fauna and thus upset the natural order of 


things. Our author sheds no misanthropic naturalist’ s tears for extinct apes 


r 
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On the question-of population quality, Pendell is even more assertive be- 
cause his evidence is scanty, mixed, and ambiguous in its legitimate interpre- 
tation..He is not content to argue that the social quality of population suffers - 
if persons best able to provide a healthful and “cultured” environment for 
their young fail to keep pace with the breeding practices of the poor. The 
argument is made primarily on grounds of biological quality, and on this point 
it necessarily founders badly, lending itself to all sort of fallacious “natural 
selection” arguments justifying any given system of social stratification. Inci- 
dentally, even the evidence on class differences in fertility is badly represented. 

‘Pendell fails to note, for example, that in contracepting populations class 
differentials are decreasing, a circumstance that further impairs his dismal 
and tendentious conclusions. | 

‘This book is not given to subtleties, for it is a call to action. It is not merely 

' precious academic reservations that bespeak a more balanced and much more 
penetrating analysis. The real world is also subtle and complex, and even if 
the shaping of economic and social policy be the mission, it will not be ac- 
complished by a kind of argument that rests on poor facts, specious interpre- 
tation, and unpopular conclusions. oS 

~ WILBERT E. MOORE 
Princeton University . ; 
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Economic Theory; General Economics 


Games, J. S. Man, money and goods: (New York: Columbia Univ. Press. 1952. Pp. xii, 
339. $3.75.) 

Marx, K. A history of economic theories—from the Physiocrats to Adam Smith. Edited 
with preface by K. Kautsky. Translated from the French with an introduction and 
notes by T. McCarthy. (New York: The Langland Press, 1952. Pp. xix, 337. $5.) 

Part I of Vol. IV of Marx’s Das Kapital translated into English for the first time. 

. Theories of surplus value. Selections from Vol. IV of Das Kapital, translated 
from the German by G., A. Bonner and E. Burns. (New Tok Internat. Publishers. 
1952, Pp. 432. $4.) 

NEwMAN, P. C. The development of economic thought. (New York: Prentice-Hall. 1952. 
Pp. xiv, 456.) 

Peacock, A. T., Turvey, R, Hournaxxer, H. S., Lutz, F. A. and HENDERSON, E., 
editors. International economic papers. No. 1. (London and New York: Macmillan. 
1951. Pp. 244. $3.50; special price of $2.92 for members of the A:E.A.) 

A collection of translations prepared for the International Economic Association, 
with an introduction by G. Haberler, president of the Association. Translations include 





articles by G. Dessus, R. Frisch, G. Th. Guilbaud, B. Hansen, E. Schneider, H. von ` 


Stackelberg, S. G. Strumlin, J. Tinbergen, and E. Zaccagnini. 


SRAFFA, P., editor, with the collaboration of H. M. Dobb. The-works and correspondence | 


of David Ricardo, Vol. V, Speeches and evidence. (New York: Cambridge Univ. Press, 
for the Royal Econ. Society. 1952. Pp. xxxiv, 534. $4.75.) 
Tan, H. De invloed van de voorraden op het consumentengedrag (The influence of 
stocks on consumer behaviour). (Amsterdam: Poortpers N.V. 1951. Pp. 132. Apply.) 
Axel Nielsen—30 December 1880-22 May 1951. (Copenhagen: Gyldendalske Boghandel. 
1951. Pp. 260.) 


Fourteen essays contributed by Scandinavian economists in honor of Professor Nielsen. l 


La monnaie. Analyse des théories de A. Aftalion, J. W. Angel, R. G. Hawtrey, 
J. M. Keynes, A. W. Marget, L. Mises, B. Nogaro, C. Rist, D. H. Robertson, J. Schum- 
peter, Ecole de Stockholm et la monnaie en U.R.S.S. (Paris: Ed. Domat Mont- 
chrestien. 1952. Pp. 498.) 

A new volume in the series, La théorie économique du temps présent, edited by Emile 
James and André Marchal. 


7 Economic History; National Economies . 

ADLER, J. H., Scurzsmvcrr, E. R., and Orson, E. C., in collaboration with the Research 
Dept. of the Banco de Guatemala. Public finance and economic development in Guate- 
mala. (Stanford: Stanford Univ. Press, 1952. Pp. xix, 282. $5.) 

GEORGE, M. D. London life in the eighteenth century. Ser. of reprints of scarce works on 
pol. econ., no. 12. Reprinted by the London School of Econ. and Pol. Sci. (London: 
Kegan Paul, Trench, Trubner. 1952. Pp. xii, 452. 12s., 6d.) 

Gmarpb, L. La politique des travaux publics du Second Empire. (Paris: Lib, Armand 
Colin. 1952. Pp. xxxii, 409.) 

GREENBERG, M. British trade and the opening. of China, 1800-42. Cambridge stud. in 
econ. hist. (New York: Cambridge Univ. Press. 1952. Pp. xii, 238. $4.) 

Grice-Hutcninson, M. The School of Salamanca—readings in Spanish monetary jki 
1544-1605. (New York: Oxford Univ. Press. 1952. Pp. xh, 134, $2.50.) 
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Krerx1anb, E. C. Business in the gilded age—the conservatives’ balance sheet. (Madison: 
: Univ. of Wisconsin Press, 1952. Pp. 59, $1.50.) 

-Three lectures delivered by Professor Kirkland in 1951 when he was Kemper K. 
Knapp visiting professor of history in the University of Wisconsin. The business 
atmosphere of the United States between the Civil War and 1900 is treated under the 
provocative titles: “The Bureaucrat Looks at the Businessman”; “The Moralist Looks 
at the Businessman”; and “The Mirror Looks at the Businessman.” 


Prerrer, G. Siructurwandlungen und nachkriegsprobleme der wirtschaft Belgiens. Kieler 
stud. 19. (Kiel: Institut für Weltwirtschaft, Universitit Kiel. 1951. Pp, vi, 112. 
DM 8, —.) 

SHPATI, R. Les aspects de Péconomie Albanaise. See: Bornier & de Mans: 1945. 
Pp. 150.) ` 

Spence, C. F. The Portuguese colony of Mocambique—an economic survey. (Anisterdam 
and.Cape Town: A. A. Balkema, 1951, Pp. 133.) 

Tarior, J. The economic development of Poland 1919-1950, (haca: Cornell Univ. Press. 
1952. Pp. x, 222. $3.75.) ; 

WrrNET, W. Handwerkspolitik. (Gottingen: Vandenhoeck & Ruprecht. 1952, Pp: 325. DM 
25.20. i ; 

Wise, H. Society and thought in America: Vol. Ul, Society and thought in modern 
America—a social and intellectual history of the American people from 1865. oe 
York: Longmans, Green. 1952. Pp, xii, 618. $5.) 

Younoson Brown, A. J. The American economy 1860-1940. (New York: Library Pub- 
lishers. 1951. Pp. 208. $4.75.) 

- This is a brief summary of American economic history by an Englishman who 
studied in this country under -the Commonwealth Fund of New York. It.appears to 
be primarily designed for English readers. It is a lively account—best on population, 


immigration, and social aspects and Feast satisfactory on cals finance, and ecohomic 
- fluctuations. 


Economic dependency of Japan. Pub. of Tariff Cnain, (Washington : Supt. Docs. 
1952, Pp. 34.) | 

Oth Quarterly report on Germany by the US. High Commissioner for Germany,- October 
1-December 31, -1951. (New York: s High Commissioner for Germany, APO 80, 
New York. 1952. Pp. ix, 132.) ; 
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Brack, D. and Newma, R. A. Committee decisions with complementary vàluation, 
(London: ‘William Hodge & Co., Ltd. 1951. Pp. vii, 59. 10s, 6d.) 

BurrersaucH, G. I, 1001 Questions in elementary statistical analysis. (Dubuque, Iowa: 
Wm. C. Brown Co. 1952. Pp. vii, 66. $1.) 

DUNCAN, A. J. Quality control and industrial statistics. (Chicago: Richard D, Irwin, Inc. 

"1952. Pp. xxvii, 663, $6.75.) 

MEADE, J. E. The balance of payments—-mathematical supplement. (New York: Oxford 
Univ. Press. 1951. Pp. v, 156. $3.25.) 

The two parts of.The Balance of Payments from Volume I of a larger whole the title of 
which is The Theory of International Economic Policy; the second volume in the series 
will cover international trade, migration, and investment. The Supplement contains the. ~ 
mathematical analysis on which the argument of The Balence of Payments is based. ~ 

Moroney, M. J. Facts from figures. (Baltimore: Penguin Books, Inc. 1951. Pp. 472. , 
$1.25.) ` 

Smapson, G. and Karra, F. Basic statistics—a textbook with special reference to economics 
and business. (New Lolk; W. W. Norton. 1952. Pp. xdi, 514.) 
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TINBERGEN, J. Business cycles in the United Kingdom, 1870-1914, Transactions Nether- 


lands Royal Academy of Science, Litterature: new ser., pt. LVO, no. ‘4. (amsterdam 
Noord-Hollandse Uitgevers Mij. 1951. Pp. 139. f 12, 50). 


TINTNER, G. Econometrics. oe York: John Wiley. London: eas & Hall, 1952. 
Pp. xiii, 370. $5.75.) - 


Economic Systems; Planning and Reform; Copio 


CASSELMAN, P. H. The cooperative movement and some of its Par aE (New York: 
Philosophical Library. 1952. Pp. xiii, 178. $3.) 

Cros, J. Le neo-liberalisme—éiude Pree ef critique, (Paris: - Lib. de Médicis, 1951, 
Pp. 413.) 

GALBRAITH, J. K: Aiert capitalism—the concept of ‘countervailing piwa: (Boston: 
Houghton Mifflin. 1952. Pp. xi, 217. $3.) . 

GLUECK, S, editor. The welfare state and the national welfare. A symposium.of some of 
the threatening tendencies of our times. (Cambridge: Addison-Wesley Press, 1952, Pp. 
ix, 289, $3.50.) 

A collection of extracts from addresses, articles, columns, etc., by Bernard Baruch, 
Vannevar Bush, Harry F. Byrd, Donald K. David, John Foster Dulles; Dwight D. 
Eisenhower, Herbert Hoover, Raymond Moley, Edwin G. Nourse, Roscoe Pound, 
~ Donald Richberg, Walter E. Spahr, and the editors of Life. According to the publisher’s 
announcement on the jacket, the book is designed tó point up the fundamental issues 
of the forthcoming national election... -~ 

Harron,- R. And so it goes on: further thoughts On: present: anismanagern ett (London: 
Rupert Hart-Davis. 1951. Pp. 192. .6s.) 

Hoover, G. E. Essays in provocation—letters, essays and addresses. (New York: Philo- 
sophical Library. 1951. Pp. xvi, 226. $3.) - 

Jasny, N. The Soviet economy during the plan era. Misc. pub, 11A. The Soviet price 
system. Misc. pub. 11B. Soviet prices of producers goods. Misc. pub. 11C (Stanford: 
Stanford Univ. Press. 1951 & 1952. Pp. xi, 116; x, 179; vil, 180. $2, each.) 

DE JOUVENEL, B. The ethics of redistribution. (New York: Cambridge Univ. Press. 1951.. 
_ Pp. ix, 91. $1.75.) 

The Boutwood lectures given at Corpus Christi College in the autumn of 1949, 

KemHav, W. Principles of private and public planning: a study in economic sociology. 
(London: Allen and Unwin. 1951. Pp. 272. 16 s.) 

KEMÉNY, G. Economic planning in Hungary, 1947-9. (New. York and London; Royal 
Inst. of Internat. Affairs. 1952. Pp. x, 146. $2.50.) 

Kruse, F; V. The community of the future. (New York: The Philosophical Library. 1952, 
Pp. vii, 828. $12.) 

The. author; professor of jurisprudence at the University of Copenhagen, examines 
human society and its laws and proposes a new social system of law—a third System, ` 
different from either liberalism or socialism. 

MacIver, R. M. Democracy and the economic challenge: Lectures on the William W. 
Cook Foundation delivered at the University of Michigan, December 1950. oer 
York: Alfred A. Knopf. 1952, Pp. 88. $2.50.) 

Pruvar, T. S. An outline of the co-operative movement in India. (Madras: The Little 
Flower Co. 1951. Pp. viii, 252. Rs. 3-7-0.) ` 

Srern, F. M, Capitalism in America—a classless society. (New York: Rinehart & Co. 

. 1950, Pp. vii, 119. College ed., Soc.) 

The American ideal expressed in the form of letters to a French friend with Com- 
munist leanings. - 

Werner, J. Wohlstand, freiheit und gerechtigheitihre enue Michiae als problem der 
_wirtschaftspolitik. Verdffentlichungen der Handels—Hochschule St. Gallen heft 29. 
(Zürich and St. Gallen: Polygraphischer Verlag AG, 1951. Pp. xvii, 218. 12.50 fr.) 
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Consumers’ cooperatives-—operations in 1950. Dept. of Labor bull. 1049. (Washington: 
Supt. Docs. 1952. Pp. 16.) 


A consumers’ democracy. (Manchester: Co-operative Wholesale Society. 1951. Pp. 160. 5s.) 


Land reform—a world challenge. Dept. of State pub. 4445. Econ. coop. ser. 29. (Washing- 
ton: Supt. Docs, 1952. Pp. 81. 20c.) 


National Income and Social Accounting 


Bray, F, S. The accounting mission. Lectures in accounting research delivered under the 
auspices of the Commonwealth Institute of Accountants. (Melbourne: The University 
Press. New York: Cambridge Univ. Press, 1952. Pp. v, 89. $2.75.) 


Meapg, J. E. and Strong, R. National income and expenditure, (Cambridge: Bowes, & 
` Bowes. 1952. Pp. 48. 3s.) g 
This pamphlet first appeared in 1944. The present edition includes 1950 data, and has 
two new short sections on‘ “Quantity and Price Changes” and “The Social Aceouatng 
Approach,” 


National income and its distribution in under-developed countries. Statistical paper, ser. 
~ E no. 3 and supplement 1938-1950, Statistical paper ser. E no. 2. (New York: United 
Nations Statistical Office. Pp. 35; 55.) l 


Business Fluctuations; Prices 


Brome, J. Bibliografia sobre ciclos économicos año 1950. (Buenos Aires: Instituto de 
` Economia, Universidad de Buenos Aires. 1951. Pp. 50.) 


Hansen, B. A study in the theory of inflation. (London: Allen and Unwin. 1951. Pp. xili, 
262. 18s.) 


ParistaDES, N. Essai sur les relations entre le chémage,'le salaire, les priz, le profit. 
(Paris: Presses Univ. de France. 1949, Pp. 182. 360 fr.) 


SEGEL, I. H. Concepts and measurement of production and productivity. A doctoral 
dissertation, reproduced as a working paper of the National Conference on Productivity. 
(Washington: Bur. of Labor Statistics, Dept. of Labor. 1952. Pp, 108, mimeo.) 

Consumers price index. Report of a special subcommittee of the House Committee on 
Education and Labor, 82nd Cong., 1st sess. (Washington: Supt. Docs. 1951. Pp. 39.) 

January 1952 economic report of the President, Hearings before the Joint Committee on 
the Economic Report, 82nd Cong., 2nd sess. (Washington : Supt. Docs. 1952. Pp. v, 

, 487.) 

The document contains the record of two committee executive sessions. Members of 
the Council of Economic Advisers appeared in the first executive and the Director of 
the Bureau of the Budget, in the second executive meeting. The document also includes 
full statements of a number of institutions who were asked to submit their views 
in the economic situation, and new analyses of various aspects of the federal budget, 
prepared by the Bureau of the Budget. 


National defense andthe economic outlook for the fiscal year 1953, Materials prepared 
for the Joint Committee on the Economic Report, 82nd Cong., 2nd sess., by the Com- 
mittee staff, (Washington: Supt. Docs. 1952. Pp. vii, 96.) 

Report of the Joint Committee on the Economic Report on the January 1952 Economic 
Report of the President with supplemental and minority views and materials prepared 
by the staf on national defense and the economic outlook for the fiscal year 1953, 82nd 
Cong., 2nd sess. (Washington: Supt. Docs, 1952. Pp. 132.) 


Money and Banking; Short-Term Credit; Consumer Finance 


FORSTMANN, A. Geld und kredit. Vol. 1, Die grundlagen der geld und kredittheorie, Vol. 
2, Die anwendung der geld—und kredittheorie. (Gottingen: Vandenhoeck & Ruprecht. 
1952. Pp. 821. DM 59.~; paper, DL 52.50.) 
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Garvy, G. The development of bank debits and clearings and their use in economic 
analysis. (Washington: Board of. Governors n the Fed. Reserve System. 1952. Pp. vili, 
175.) 

Gratin, L. F. The growth of a-central bank—the development of the Commonwealth 
Bank of Australia 1924-1945, (Melbourne: The University Press. 1951. Pp. xi, 363. $5.) 

Pisek, L. M. US. government bond market analysis. Lectures given at the New York 
Institute of Finance Nov. 1951-Jan. 1952. (New York: New York Institute of Finance. 
1952. Pp, 61, mimeo. $3.) 

ScHerrer, C. F. Het bankwesen in Indonesië sedert het uitbreken van de tweede 
wereldoorlog (Banking in Indonesia since 1945). (Djakarta: Noordhoff Kolff. 1951. Pp. 
204. f 7,10.) 

Sen, S. N. Central banking in undeveloped money ais hels: (Calcutta: Bookland Ltd. 
1952. Pp. viii, 246, Rs. 10.) 

Assemblée générale des actionnaires de la Banque Nationale de Belgique—rapport par le 
gouveneur sur les opérations de Pannés 1951; et Rapport du Collége des Censeurs, ` 
(Brussels: Banque Nationale de Belgique. 1952. Pp. 123.) ` 

Savings and loan branches. Hearings before a subcommittee of the Senate Committee on 
Banking and Currency, 82nd Cong., 2nd sess., on S. 2517 and S. 2564, bills to amend 
the Home Owners Loan Act of 1933, as amended, Feb. 27 and 28, 1952. (Washington: 
Supt. Docs. 1952. Pp. 75.) 


Business Finance; Investments ‘and Security Markets; Insurance 


- Benrens, C. F. Commercial bank activities in urban mortgage financing. (New York: 
Nat. Bur. of Econ. Research, 1952. Pp. xix, 125. $2.50.) 

Dice, C. A. and Erreman, W., J..The stock market. 3d ed. (New York: McGraw-Hill. 
1952. Pp. xii, 460. $6.) 

Gotpinc, C, E. and Krnc-Paor, D. Lloyd’s. (New York: McGraw-Hill. 1952, Pp. vil, 220. 
$4.50.) . 

Henperson, R. F. The new issue market and the finance of industry. With a foreword ` 
by Sir Henry Clay. (Cambridge, Mass.: Harvard Univ. Press, Cambridge, England: 
Bowes and Bowes Ltd. 1951. Pp. xii, 161. $3.50.) 

Krsseccorr, A. Factors affecting the demand for consumer instalment sales credit. Technical 
paper 7. (New York: Nat. Bur. of Econ. Research, 1952: Pp. ix, 70.) : 

General rules and regulations under the Securities Act.of 1933, as in effect November 1, 
pe Securities and Exchange Commission pub. (Washington: Supt. Docs. 1951. Pp. 
68 

Institutional investments. (Durham: School of Law, Duke University. Law and Con- 
temporary Probs., winter, 1952. Pp. 252.) 

De Nederlandse converteerbare obligatie (Convertible securities in the Netherlands). Pub. 


of the Stichting voor Economisch Onderzoek of the University of Amsterdam. (reiden; 
Stenfert Kroese, 1951. Pp. 153. f 10,-.) 


Public Finance 
Cuestern, D. N, Central and local government—financial and administrative relations. 
(London and New York: Macmillan. 1952. Pp. ix, 421. $6.) 


Dovatas, P. H. Economy in the national government. (Chicago: Univ. of Chicago Press. 
1952. Pp. vii, 277. $3.75.) 


Homeurey, H. H. Tax loop holes. With a foreword by Senator Paul H. Douglas. (Wash- 
ington: The Public Affairs Institute. 1952. Pp. 31.) 


Morse, E.,.editor. Archivo finansiario. An international collection of papers on public 
finance. 2 vols, (Padua: Adam. 1950 and 1951. Pp. xi, 530; xi, 607. L 3600.) 
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` SMEETS, J. J. H. De economische betekenis der belastingen (The economics of taxation). 
(Amsterdam: L. J. Veen. 1951. Pp. 112. f 5,25.) ` ' 


STUDENSKI, P. and Krooss, H. E. Financial history of the United States. (New York: 
McGraw-Hill. 1952. Pp. x, 528. $6.50.) 


Budget. of the United States government for the en year PRENE June 30, 1953. l 

_ (Washington: Supt. Docs, 1952. Pp. 1222.) i : 

Combined statement of receipts, expenditures and balances of the United States govern- 
ment for the fiscal year ended June 30, 1951. Treasury Dept. doc. no. 3174, (Washington : 
Supt. Docs. 1951. Pp. 554.) 

Constitutional imitation on federal income, estate, and gift tax rates. Materials assembled ~ 
for the Joint Committee on the Economic Report and the House Select Committee on 
Small Business, 82nd Cong., 1st sess., by the Committee staffs, (Washington: Supt. 
Docs. 1952, Pp. vii, 48.) 

Federal-state-local tax coordination. A Treasury ix study. (Washington : Tax Advisory 
Staff, U. S. Treasury. 1952. Pp. v, 87.) 


` ‘Federal supply management, military and related activities, Hearings before a subcommittee 
of the House Committee on Expenditures in the Executive Departments, 82nd Cong., 
Ist sess, (Washington: Supt. Docs. 1952. Pp. 420.) 

Monetary policy and the management of the public debt—their role in achieving price 

, Stability and high-level employment. Replies to questions and other material for the sse 
of the Subcommittee on General Credit Control and Debt Management. Pts. 1 and 2. 
Joint Committee on the Economic Report, 82d Cong., 2nd sess. (Washington: Supt. Docs. 
1952. Pp. xvii, 1302.) 

Major state taxes 1939 and 1950. Project note no. 29. (New York: The Tax Foundation. 
1951. Pp. 28.) 

Proposals for strengthening tax administration. Hearines before a subcommittee of the 

` House Commiitee on Ways and Means, 82nd Cong., 2nd sess., on administration of the 
Internal Revenue laws, Jan. 22, (Washington: Supt. Docs. 1952. Pp. 287.) l 

Tax problems being met in today’s mobilisation economy. Papers presented at the 64th 
annual meeting of the American Institute of Accountants. hey York: Am. Institute Í 
of Accountants. 1951. Pp. 47.) 


| International. Economics 


ARNOLD, B, Die grundlagen der tarifpolitik fiir den nordosteekanal. Kieler stud. 20. (Kiel: 
Institut für Weltwirtschaft, Universitit Kiel, 1951. Pp. v, 75. DM 5,-.) 

BARWERIAS, J. S. L’Equilibre économique international—nouveaux aspects de la théorie. 
(Paris: Lib. Armand Colin. 1952. Pp. 223.) 

Brent, M. Das szahlungsbilansproblem der Vereinigten Staaten und Deutschlands dollar- 
ausfukr, (Kiel: Institut fir Weltwirtschaft, Universitit Kiel. 1951. Pp. 110.) 

Dantets, W; M., editor. The point four program. Reference shelf, yol, 23, no. 5. (New 
York: H. W. Wilson Co, 1951. Pp. 207. $1.75.) 

KJELLSTROM, E., T. H. Western Europe; an economic review, 1951. Econ. pol. div. ser., no. 
45. (New York: Nat. Assoc. of Manufacturers. 1951, Pp. 44.) 

; MAYALL, K. L. International cartels—economic and political aspects. (Rutland, Vt.: Charles 

E. Tuttle Co., distributor. Originally published by Hosokawa Printing Co. Ltd., Tokyo, 

Japan. 1951. Pp, x, 173. $2.78.) 
MIxEsELL, R. F. United States economic policy and international relations. Econ. hand- 
_book ser. (New York: McGraw-Hill. 1952, Pp. xii, 341. $4.75.) 

MURCHISON, C. Japan and the world cotton „goods trade. (Washington: Am. Cotton 
Manufacturers Inst. Inc. 1952. Pp. 37.) 

PLUMMER, A. International combines in modern industry. 3rd ed. (London: Pitman. 1951. 
Pp. ix, 309. 25s.) 
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Roépxe,; W. The economics of full employment—an analysis of the UN Report on National — 
and International Measures for Full Employment, Nat. econ. pron ems ser, no, 444. 
(New York: Am. Enterprise Assoc, 1952. Pp. 34. 50c.) 

Water, J. T. Foreign exchange equilibrium. (Pittsburgh: Univ. of Pittsburgh Press. 1951. 
Pp. 178. $4.) -` 

Wertrs, C. F, United States tariff rates on agricultural products; a complete history of each 

_ rate ‘from September 1922 to May 1951. (Washington: Bur. of Agric, Beon, Dept: of- 
Agriculture. 1951, Pp. 152.) 


Commerce. with Latin America. Report of the House Committee on Interstate and 
Foreign Commerce submitted Mar. 16, 1922, House rep. no. 1527, (Washington: Supt. 
Docs. 1952. Pp. 41.) 


Comparison of commodity classifications shown during 1949 through 1952 in Schedule B, 
statistical classification of domestic and foreign commodities exported from..the United 
States. (Washington: Supt. Docs. 1952. Pp. 131.) 


Direction of international trade—supplementary issue, January-October 1951, Statistical 
papers, ser. T, vol. 11, no. 10. Joint publication of Statistical Office of the U.N., Inter- 

` national Monetary F und and International Bank for Reconstruction and i ai 
(New York: Dept. of Econ. Affairs, United Nations. 1952. Pp. 55.) 


Economic Cooperation Administration. Supplement to thirteenth report, Jan. 1-Nov. 30, 
1951. (Washington: Supt. Docs. 1952. Pp. 94.) 


- Export controls and policies (shipments of cotton to Communist China). Hearings piled, 
the Subcommittee on Export Controls and Policies-of the Senate Committes on Inter- 
state and Foreign Commerce, 82nd Cong., Ist sess, Pt. 2, Feb. 2, 1951. (Washington: é 
Supt. Docs. 1951. Pp. 61.) 


Formulation and economic appraisal of development projects. Lectures delivered at the 
Asian Centre on Agricultural and Allied Projects Training Institute on Economic 
Appraisal of Development Projects, Lahore, Pakistan, Oct.-Dec., 1950. Sponsored by 
government of Pakistan and the United Nations. 2 vols. U. N. pub. 1951. 11.B.4. (New 
York: United Nations, 1951. Pp. xiv, 473; vii, 308.) 


Fortieth report for the Public Advisory Board of the Economic Cooperation Administra- 
tion. By the Division of Statistics and Reports. . (Washington: Econ, Cooperation 
Admin, 1951. Pp. 73.) 


GATT in action—third report on the penton of the General Agreement on Tariffs and 
Trade, January, 1952. (Geneva: Interim Commission for the Internat. Trade Organiza- 
tion. 1952. Pp. 13 


- General Agreement on Tariffs and Trade Schedule AX United States of America. 
Annotated to. show countries with. which concessions ‘were initially negotiated at 
Torquay in 1951. Dept. of State pub. 4521. (Washington: Office of Public Affairs, Dept. 
of State. 1952. Pp. 91) ` 


Mutual Security Agency. Division of Statistics ond Reports. Monthly report tee the 
Public Advisory Board, data. as of Oct. 31, 1951. (Washington: Supt. Docs. 1951, 
Pp. 94.) 

Mutual Security Agency. Southeast Asia, (Washington: Supt. Docs. 1952. Pp. 54.) 


Mutual Security Program—First report to Congress of the President, December 31, 1951. 
(Washington: Supt. Docs, 1952. Pp, 81.) 


The next stage of American foreign economic policy. Joint statement of NPA members 
attending the annual joint meeting, ve 4, 1951. (Washington ; Nat. Planning Assoc. 
1951. Pp. 12. Processed.) 


Rearmament and Anglo-American er “relations—a problem paper. By the staff | 
of the Internat. Studies Group. Washington The Brookings Institution, 1952. Pp. 
vil, 64.) 


Regulations concerning dealings in gold and ere exchange in Belgium and in the Grand 
Duchy of Luxemburg (in French). 1st. suppl. (Basle: Bank for Internat. Settlements, 
Monetary and or Dept. 1952.) | 7 
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Regulations concerning dealings in gold and foreign exchange in France. (in French) 10th 
suppl. (Basle: Bank for Internat. Settlements. Monetary and Econ. Dept. 1952. Pp. 
100. 8 sw-fr.) > g 

Report on the Mutual defense assistance program. Message from the President of the 
United States transmitting the ... report... 1st, Oct. 6, 1949. Dept. of State pub. 
3878. General foreign policy series, 33. (Washington: Supt Docs. 1952.) : 

The fourth semiannual report, April 1, 1951-Oct. 9, 1951 (82nd Cong., House doc. no. 
352) is the latest available. 

Statistical yearbook 1951, 3rd issue. Prepared by the Statistical Office of the U.N. Dept. ~ 
of Econ. Affairs. U.N, pub. no. 1951. xvii. 5. (New York: Columbia Univ. Press. 1951, 
Pp. 614.) 

Trade with Sweden; a businessman’s guide and directory (Washington: Econ. Coopera- 
tion Admin. 1951. Pp. 103.) 

Yearbook of international trade statistics 1950. UN. aa 1951. xvii, 2. (New York: Co- 
lumbia Univ. Press. 1951. Pp. 174. $1.75.) 


Business. Administration 
L. W. Survey of accounting. (New York: Harper & Bros. 1952, Pp. x, 717. 
Text ed. $5.) 

Bray, F. S. The accounting mission, Melbourne Univ. Press for the Commonwealth Insti- 
tute of Accountants. (London: Cambridge Univ. Press, 1951. Pp. vi, 89. 15s.) 

Bursk, E. C., editor, Thinking ahead for business. Proceedings of the twenty-first Na- 
tional Business Conference, sponsored by the Harvard Business School Association, June 
9, 1951. (Cambridge: Harvard Univ. Press, 1952. Pp. viii, 215. $3.25.) : 

GAULT, E. H. Departmental merchandising results in small department stores, 1950. 

~ Michigan Bus. rept. no. 21. (Ann Arbor: Bur. of Bus. Research, School of Bus. Admin., 
Univ. of Michigan. 1951. Pp. ui, 35.) 

Hicxs, C. M. Business law. (New York: Harper & Bros. 1952. Pp. vii, 1155.) 

Hortzman, R. S. and Lrvincston, A. K., editors, assisted by G. Lewis. Big business 
methods for the small business. (New York:, Harper & Brothers, 1952. Pp, xiii, 323. $5.) 

Twelve authors contribute essays on various aspects of ‘business operation, such as 
budgeting, banking, personnel administration, taxation. Designed for the pasnagenent 
of small business. 

Hunt, N. C. Methods of wage payment i in British industry. (London: Sir Isaac Pitman 
& Sons, New York: British Book Centre, 1951. Pp. vii, 160. $4.) - 

Lesnar, G. M. Chain stores in America 1859-1950. -(New York: Chain Store Publishing 
Corp. 1952. Pp. xi, 362, $5.95.) 

Luck, D. J, and Wares, H. G. Marketing research. (New York: Prentice-Hall. 1952. Pp. 
x, 532. $5.75.) 

McLarney, W. J. Managemeni training—cases and principles. (Chicago: Richard D. Irwin. 
1952. Pp. xvi, 358.) 

Marz, A. Corry, O. J., and Franx, G. W. Cost accounting. (Cincinnati: South-Western 
Pub. Co. 1952. Pp. x, 805.) 

Mernrrsxy, B. Management of indtistrial inventory, (New York: Book Div., Conover- 
Mast Pubs, 1951. Pp. 278.) 

Naylor, E. E. Federal accounting. Rev, ed. (Washington: Daniel Press. 1951, Pp. 310.) 

Newsury, F. D. Business forecasting—principles and practice. Se York: peer 
1952, Pp. vii, 273. $4.75.) 

Toustey, R, D. and LANZLLOTTI, R. F. An analysis of the Spokane wholesale market. 
(Pullman; State College of Washington. Press. 1951. Pp. ix, 201. $3.50; paper, $2.) 

Changing concepts of business income—report of study group on business income. Spon- 
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sored by the Rockefeller Foundation and the American Institute of Accountants. (Néw 
York: Macmillan. 1952. Pp. ix, 160. $2.) 


Education for management; report of a visit to the U.S.A. in 1951 of a specialist team 
concerned with education for management. A LPDGON and New York: Anglo-American 
Council on Productivity. 1951. Pp. 86.) 


Population and its distribution. 7th ed., 1951. Compiled by J. Walter Thompson Co. 
(New York: McGraw-Hill. 1952. Pp. xvii, 428. $15.) ` 
An analysis of census figures of 1950 -designed to aid sales managers and advertising 
managers in the analysis of their markets. 


Industrial Organization; Public Regulation of Business 


ALLEN, J.. S. Atomic imperialism—the state, monopoly and the bomb. (New York: 
Internat. Publishers. 1952. Pp. 288. $3.25.) 

A study of atomic industry in the United States, Canada and Great Britain. The 
thesis seems to be that atomic energy is in the control of a “state-owned, monopoly- 
dominated combine” which “heads a world cartel covering raw materials and atomic 
enterprises in a number of countries.” In general, U.S. policy with regard to the atom 
bomb is subjected to severe criticism, while a rather sympathetic approach to Soviet 
policy is quite evident. 

BACKMAN, J., Basco, A., FABRICANT, S., GarnsBrucH, M. R. and Stem, E. War and 
defense economics. Contains text of Defense Production Act, incorporating 1951 amend- 
ments. (New York: Rinehart & Co. 1952. Pp. vii, 458. $4.50.) i 


Boxes, B. How to get rich in Washington—rich man’s division of the welfare state. (New 
York: W. W. Norton. 1952. Pp. x, 309, $3.75.) 
Case sttidies in financial maladministration in the federal government. 
Brany, R. A. The citizen’s stake in price control. (Paterson, N.J.: Littlefield, Adams & Co. 
1952. Pp. 161. $1.50.) 


Dietz, A. T. An introduction to the antitrust laws. (New York: Bookman Associates, 1952. 
Pp. vi, 84. $2.) 

A brief analysis of the antitrust laws and their application, intended as supplementary 
reading for elementary economics courses. Included also is a chapter, “An Evaluation 
of Antitrust Policy,” in which the author points to the need for a new standard, a new 
“rule of reason” for the guidance of the courts: “a concept of workable competition 
which can be used by the courts as a substitute for the abuse theory of monopoly.” The 
question is also raised as to what should be done in the case of those industries in which 
a choice must be made between competition and efficiency. 


FIsHER, B. R. and WirHey, S. B. Big business as the people see it—a study of a socto- 
economic institution. (Ann Arbor: Survey Research Center, Univ. of Michigan, 1951. 
Pp. xiii, 200.) 

-Forp, P. and Forp, G. A breviate of parliamentary papers 1917-1939. (Oxford: Basil 
` Blackwell. New York: Macmillan. 1951. Pp. xlviii, 571. $8.50.) i 

Contains convenient citations and summaries on a wide range of policy matters of 
interest to economists. 


GALBRAITH, J. K. A theory of price control. (Cambridge: Harvard University Press. ones: 
Geoffrey Cumberlege. 1952. Pp. vii, 81. $2. 


Hancock, W. K., editor. Statistical digest of the war. Second World War, U. C. civil ser. 
(London: H. M. Stat. Office. 1951. Pp. xxii, 248. 32s, 6d.) 
LatHamM, E. The group basis of politics—a study in basing-point legislation. (Ithaca: 
Cornell Univ. Press. 1952. Pp. ix, 244. $3.75.) 
A study of the attempt of the eightieth and eighty-first Congresses to enact legisla- 
tion dealing with the basing-point system of quoting delivered prices, The authors are 
primarily concerned with the legislative process as it operated in this case, 
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MeviIcorr, W. N, The economic blockade, Vol. I. (London: B. M. Stat. Office. 1952. Pp. 
xiv, 732. £1, 15 s, 0d.) ` 


This is the first of two volumes telling the story of the blockade of Germany in the 
Second World War. The period covered in this volume is up to the summer of 1941, 


Merton, R. K., Gray, A, P, Hacxey, B. and Servin, H. C., editors. Keder: in 
bureaucracy. (Glencoe, M.: ‘The Free Press. 1952. Pp. 464, $5.) 

Sections specifically refering to economic administration are few, but include interest- 

ing selections from’ Max Weber, Veblen, R. A. Gordon, R. Dubin and Berle and Means, 


Witson, C. E. The battle for production. Fourth quarterly report of the Director of Defense 
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Statistics and Econometrics 
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“Eeoriomie Systems; Planning and Reform; Cooperation 
BARAN, P. A. On the political economy of backwardness. Manchester School Econ. and 
. Soc. Stud., Jan., 1952. Pp. 19. l 


- CHABERT, A. Aux sources du socialisme anglais, un pré-marziste méconnu: Charles Hol. 
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CrowTHEr, E, Administration in the gas industry. Pub. Admin., winter, 1951. Pp. 12. 
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Barer, J. V. T. and Lanc, H. G. National income and wages. policy—the New Zealand 
~ picture. Econ. Record, Dec., 1951, Pp. 17. 


. D'ANNA, F. C. Sulla pretesa uguaglianza fra reddito personale e valore monetario del 
prodotto nazionale (reddito reale). Riv. Ital. di Econ. Demografia e Stat., eee 
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HenvERSON, P. D., Hottanp, D. G. and Serrs, D. The national income in 1951 and future 
prospects, Bull. Oxford Univ. Inst. of Stat., Feb., 1952. Pp. 17. 


. National income: third quarter of 1951. Bull. Oxford Univ. Inst. of Stat, 
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_ SARGENT; J. R. A “Rent, Dividends and Interest” account for 1948. Bull. Oxford Univ. 
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_ Business binctuationa: Prices 
pg Boor, J. P. J. R. Hicks et la théorie du cycle économique. La Vie Econ. a Soc., Nov. P 
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Burns, A. F. Hicks and the Real. Cycle. Jour. Pol. Econ., Feb., 1952. Pp. 24. 
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FELS, R. The American business cycle of 1879-85. Jour. Pol. Econ., Feb., 1952. Pp. 16. 
. The theory of business cycles. Quart. Jour. Econ., Feb., 1952. Pp. 18. 
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Tayior, M. C. Toward rationality in a retail sales tax. Nat. Tax Jour., Mar., 1952. Pp. ie 
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VERHAEGEN, L; Les réformes relatives aux impôts sur les revenue. La Vie Econ, et Soc., 
Nov., 1951. Pp. 17. 
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Jounson, H. G. The taxonomic approach to economic policy. Econ. Jour., Dec, 1951. 
Pp. 21. 

Kwox, F. A. European economic integration and world trade policy. Jour. Farm Econ, Š 
Nov., 1951. Pp. 12. ° 
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LETICHE, J. M. Isaac Gervaise on the jnternatouns mechanism of adjustment. Jour. Pol. 
Econ., Feb., 1952. Pp. 10. 
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Spurr, W. A. How to construct a price index for Lifo inventories. Jour. Accountancy, 
Feb., 1952. Pp. 6. 
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NOTES . 


- The slate of nominees for 1953 officers of the Association as completed by the Electoral 
College are as follows: For President: Calvin B. Hoover, Duke University. For Vice- 
Presidents: Eveline M. Burns, New York School of Social Work; Arthur H. Cole, Harvard 
University; Paul T. Ellsworth, International Bank for Reconstruction and Development; 
George W. Taylor, University of Pennsylvania, For Executive Committee: Mandell M. 
Bober, Lawrence ‘College; Gerhard Colm, National Planning Association; Edwin B.. 
George, Dun & Bradstreet; David McCord Wright, University of Virginia. Two vice- 
presidents and two members of the Executive Committee will be chosen by ballot in the 
November election. 

The annual meeting of the Association will be held at the Conrad Hilton Hotel (form- 
erly the Stevens Hotel), Chicago, Hlinois, December 27-29, 1952. The meeting is to be held 
jointly with allied social science associations. The American Statistical Association and the - 
American Marketing Association have thus far indicated their intention of meeting at the 
same time in Chicago. Robert T. Glidden, economist for the International Harvester Com- 
pany, is chairman of the Local Arrangements Committee of the American Economic Asso- 
ciation, 

OFFICERS OF ALLIED SOCIAL SCTENCE ASSOCIATIONS 


American Accounting Association: George R. Husband, Wayne University, School of 
Business Administration, Department of Accountancy, Detroit 1, Michigan, president; 
Charles J. Gaa, University of Illinois, College of Commerce and Business Administra- | 
tion, Urbana, Dlinois, secretary-treasurer. 

American, Association of University Teachers of Insurance: C. M. Kahler, Wharton 
School, University of Pennsylvania, Philadelphia, Pa., president; J. Edward Hedges, 
School of Business, Indiana University, Bloomington, Indiana, secretary-treasurer. 

American Business Law Association: John F. Sembower, Northwestern University, Chi- 
cago, Ilinois, president. 

American Farm Economic Association: George Aull, Clemson Agricultural College, Clem- 
son, South Carolina, president; Don Paarlberg, Purdue University, Agriculture Hall 
Annex, Lafayette, Indiana. secretary-treasurer. 

American Finance Association: Edward E. Edwards, Indiana University, Bienen 
Indiana, president; Louis P. Starkweather, Rutgers University, Newark, New Jersey, 
secretary-treasurer, 

American Marketing Association: Everett R. Smith, Macfadden Publications, 205 East 
42d Street, New York 17, New York, president; George H, Brown, University of Chi- 
cago, Chicago 37, Dlinois, secretary. 

American Political Science Association: Luther Gulick, Institution of Public Administra- 
tion, 684 Park Avenue, New York, New-York, president; Edward H. Litchfield, 1785 
Massachusetts Avenue, N.W., Washington, D.C., secretary-treasurer. 

American Sociological Society: Dorothy Swaine Thomas, University of Pennsylvania, 
Philadelphia, Pennsylvania, president; John W. Riley, Jr., Rutgers University, New 
Brunswick, New Jersey, secretary. 

American Statistical Association: Professor W, G. Cochran, 615 North Wolfe Street, Balti- 
more, Maryland, president; Samuel Welss, 304 Marthas Road, Holin Hills, Alex- 
andria, Virginia, secretary-treasurer. 

Econometric Soclety: Professor Paul A. Samuelson, Massachusetts Institute of Tech- 
nology, Department of Economics, Cambridge 39, Massachusetts, president; William B. 
Simpson, The Econometric Society, The University of Chicago, Chicago 37, Ilinojs, sec- 


Economic History Association: Earl J. Hamilton, University of Chicago, Department of 
.Economics, University of Chicago, Chicago, Illinois, president; Ralph W. Hidy, Graduate 
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School of Arts & Science, ‘New York University, Washington sauis, New York 3, 
New York, secretary. 

Industrial Relations Research Association: J. Douglas Brown, Princeton University, 
Princeton, New Jersey, president; R. „W. Fleming, University of ee Madison 5, 
Wisconsin, secretary-treasurer, : 

Institute of Mathematical Statistics: Prbfesor M. A. Girshick, Stanford University, De- 
partment of Mathematics, Stanford, California, president; Professor C. H. Fischer, 
University of Michigan, Business Administration Building, Ann Arbor, ‘Michigan, 
secretary-treasurer, ° 

Midwest Economics Association: Frank W. Fetter, Northwestern University, Evanston, — 
Minois, president; C.: Woody Thompson, State University of Iowa, College of Com- . 
merce, Iowa City, Iowa, secretary-treasurer. 7 ` 

Rural Sociological Society: Howard W. Beers, University of Kata Lexington, Ken- 
tucky, president;- Samuel W. Blizzard, Jr., Pennsylvania State College; State College, 
Pennsylvania, secretary-treasurer. i , i 


. Members of the Association who are planining to travel abroad may, if they wish, 
obtain in advance a letter of accreditation from the Secretary of the Association. 

` International Economic Papers, No. 1, a set of translations prepared for the International - 

Economic Association, has been published by the Macmillan Company, The volume is 

listed at $3.50. A special price of $2.92, including postage, has, however, been made for 

members of the American Economic Association. To avail oneself of this price, a check must 

Sccompany the ‘order and such check should be made out to the Macmillan Company. 


PREPARATION OF PROBLEM AND Source MATERIALS FOR THE MATHEMATICAL 
TRAINING oF SOCIAL SCIENTISTS 


As readers of this journal probably know, a Committee on the Mathematical Training 
of Social Scientists has been at work for some time. The Committee includes representa- 
tives from the following associations and societies: American Anthropological Associa- 
tion, American Economic Association, American . Educational Research Association, 
‘ American Farm Economic Association, American Political Science Association, American 
Psychological Association, American Soctological Society, American Statistical Associa- 
tion, Econometric Society; Institute of Mathematical Statistics, Mathematical Association — 
of America, and Psychometric Society. 

As the result of a suggestion from this Committee, the Social Science Research Council ` 

is now: sponsoring a small group to work during tic summer of 1952, This group will 
attempt to compile from the literature of the various social sciences lists of problems, 
_extracts from sources, and references to sources that illustrate varieties of uses of. mathe- 
matics in the social sciences. These compilations are expected to serve a number of important 
ends—¢.g., to provide mathematicians with material for use in texts and courses designed 
for social scientists, to indicate the general dimensions of the -mathematical training 
appropriate for students of the social sciences now and in the future, and to facilitate 
the study of mathematics by social scientists for whom organized courses are not avail- ` 
able. . 
- This Committee believes that the group referred to would find it most helpful if it 
could have a wide variety of suggestions from the various areas concerned. A general 
appeal for such suggestions is hereby made, They: should be sent to Professor William 
G. Madow, Chairman, Committee on the Mathematical Training of Social Scientists, 
Baker Library, Hanover, New Hampshire, up to August 15; and thereafter ey of 
Illinois, Urbana, Illinois. 

Although the Committes does not wish to limit the suggestions to spedit types of 
material, it.would prefer greater emphasis on materials relating to the use of ‘mathematics 
in the social sciences themselves than on those relating to statistics, since the materials 
necessary for statistics are better known. Moreover, the Committee would suggest that 
those who respond not concern -themselves with questions of duplication of-what others 
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would say, but give as much information as- possible. This first request. for assistance is 
aimed at providing those who are interested in this subject with an opportunity to make 
their views known to the Committee in as general terms as they wish. 

Finally, the Committee would appreciate learning where programs of mathematical 
training intended for social scientists are now in existence or in process of development, ` 
and where mathematics at the level of the calculus or higher is required for- undergraduate 
or graduate degrees in the social sciences or may be substituted for another ere 
fora degree in a social science, 


EXTERNAL RESEARCH CATALOG 


The External Research Staff of the Department of State presently is developing a con- 
solidated catalog of non-government research-in-progress in the social sciences on foreign 
areas and international problems (excluding U.S. foreign policy and relations with other 
countries). This catalog is designed to provide a comprehensive guide to research that is 
not systematically catalogued anywhere else in the country. It includes both (a) research 
that is in progress, and (b) research that has been completed but not published (and, 
thus not listed in full in standard references). All scholars, including graduate students, 
are invited by the Staff to contribute to the catalog, and are invited to benefit by the — 
information contained in it. Address Chief, External Research Staff, Room 602, State 
Annex No.’1, Department of State, Washington 25, D.C. ; 


New PUBLICATION 


The first number of Migration, a technical bulletin issued under the auspices of the Man- . 
~ power Division of the International Labour Office, was published in January-February, 
1952. Migration is to appear every two months in English, French and Spanish editions. 
Its purpose is to provide information on emigration’ and immigration as reflected in 
national law and administrative practice, international activity and technical: procedure. 
It is intended primarily for officials of national administrations, international and non- ~ 
governmental organizations interested in migration, and persons concerned with migration 
policy or ee Contributions in the form of articles, short studies and TEPON are 
welcomed. 


Deaths p 
John F. Burke, oaei of accounting at the University of Georgia, died pi 


2, 1952. Poa 
John R. Cable, of Stetson University, died December 2, 1951 


John S. Cleland, of Monmouth College, died December 7, 1951. A el A 
Feodore F. Foss died October 5, 1951 $ ae? are a 
Ralph G. Ledley died November 17, 1951. “~ ir 

Sam: A. Lewisohn died March 13, 1951. d 
Roswell C. McCrea died July 2, ws E = 
John H. Patterson died August 15, 1951. ~ i 

Lester Roth, partner in the frm of A. G. Becker & Co., died January 25, 1952. 


aai 


Appoinimenis and Resignations l 
‘Karl M. Arndt has resigned from the University of Nebraska to continue to serve as 
economist on the staff of the Council of Economic Advisers to the President. 


Maurice P. Arth has accepted a position as -International Trade and Development ~ 
economist in the Office of the Director for Mutual: Security. 

C. W. Baskin has been named head of the department ‘of economics at Randolph- 
Macon College 


, Russell S. Bauder is on leave of absence from the University of Missouri to Serve BS 
chairman of the regional Wage Stabilization Board of Kansas City. 
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Richard F. Behrendt is now serving as technical assistance expert of the United Nations | 
to the Ministry of Industry and Commerce of Paraguay, in Asuncion, and in the fall will 
take over a professorship i in the School of Inter-American Studies at the University of 
Florida, 


Warren J. Bilkey has been promoted from instructor to assistant professor of economics 


`- at the University of Connecticut. i 


Duncan, Black, of the University of Glasgow, has been visiting professor of economics 
at the University of Toronto in the 1951-52 session. 

Arthur L Bloomfield served as financial adviser in Pusan, Korea, to the U.N. Civil 
Assistance Command for a four-months period ending in March, 1952. 

Louis S, Boffo has joined the faculty of the University of Missouri as visiting assistant 
professor of economics. 

Leland L. Briggs has been aromo from associate professor to professor of economics 
at the University of Vermont. 

Robert P. Brooks, emeritus dean of faculties and formerly dean of the College of 
Business Administration of the University of Georgia, is retiring from teaching duties . 
this year. 

George H. Brown has been appointed director of the Retail Food Distribution Program 
of Research and Education in the School of Business, University of Chicago. — 

Henry J. Bruton, formerly of Harvard University, has been eppouies assistant professor 
. of economics at Yale University. 

Edward C. Budd, formerly of the University of Oregon, has been appointed instructor 
in economics at Yale University. 

James W. Bunting has resigned as director of the Bureau of Business Research of the 
University of Georgia to become executive vice-president of Oglethorpe University. 

Carl R. Bye has been appointed associate-dean of the Maxwell School of ines and 
Public Affairs of Syracuse University. 

Alfred Zee Chang is now at the Library of Congress in charge of the Bba materials 
_ in Chinese in the field of economics. 

Frieda Clarke has been appointed instructor in accounting at the University of 
Georgia. 

John Coleman is poaching labor economics at Tufts College. 

Inez M. Conley has resigned from the College of Business Administration, Onivenily 
of Nebraska, to accept a position as labor economist in the Bureau of Employment 
Security, Washington, D.C. 

Garfield v. Cox, Robert Law professor of finance, has resigned as dean of the School of 
Business, University of Chicago. 

John S. Curtiss has been instructor in economics at Bowdoin College in the past 
semester, 

Jobn E. Dean has resigned from the Tied of Georgia to be legal adviser to the 
Southern Cotton Garment Manufacturing Association. 

Oscar K. Dizmang is now economist-business analyst with the Office of Price Stabiliza- 
tion, Spokane, Washington. 

Evsey D. Domar, of Johns Hopkins University, is visiting associate professor at the 
Russian Institute of Columbia University. 

Ernest J. Enright is an instructor in marketing at Tufts College. 

Harry Ernst is an instructor in the department of economics of Tufts College. - 

William J. Fellner, of the University of California, has accepted an appointment as 
professor of economics at Yale University. 


Paul L. Ferguson has resigned from Texas A. and M. College to accept an apatiet 
with the Wage Stabilization Board of Dallas. . 
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Marion Gillim has accepted an appointment as associate professor of economics at 
Barnard College, effective in the fall term. 

' Willard J. Graham has resigned from the School of Business, University of Chicago, 
“to become professor of accounting at the University of North Carolina. 

Albert Griffin has been appointed acting dean of the Lower Division of the College 
-of Arts and Sciences at Emory University. 

Harry Henig, on leave from the Illinois Institute of Technology, is serving as director 
of the Case Analysis Division of the Wage Stabilization Board in Chicago. ` 

George H, Hildebrand, of the University of California, Los Angeles, has been sided 
a Guggenheim fellowship for 1952-53 to make a study of wage and employment peoh; 
lems of the Italian economy. 

Donald A. Hileman has been appointed assistant professor of marketing at the State 
College of Washington. 

Schuyler Hoslett has been appointed director of the Executive Program in Business 
Administration in the Graduate School of Business, Columbia University. 

John A. Howard has been appointed assistant professor of business administration in 
the School of Business, University of Chicago. . 

Marshall C. Howard has been appointed assistant professor of economics at the Uni- 
versity of Massachusetts. 

Harvey W. Huegy, of the University of Illinois, has been granted a leave to study 
trade relations between Ireland and the United States. 

John E. Jeuck has been appointed director of the Executive Program in the School 
of Business of the University of Chicago, 

Keith W. Johnson, formerly with the Federal Reserve Bank of Dallas, has accepted a 
position as analytical statistician with the Office of the General Services Administration 
in Dallas, 

Ralph C. Jones has been promoted comm associate professor to professor of economics 
at Yale University. - 

Frank L. Keller, of Tulane University, has been granted a leave of absence to serve 
as field director of the Point Four Development Program of the Santa Cruz region of 
Bolivia, . 

Milo Kimball has been appointed dean of the School of Business Administration at 
the University of Massachusetts. 

William E. Kubn has been appointed assistant professor of economics at the University 
of Wyoming, effective September 1952. 

James S. Lanham is resuming his duties as professor and head of the accounting de- 
partment of the University of Florida after a period of service in the Air Forces. 

Richard E. Levitan has been appointed instructor in economics at the Carnegie Insti- 
tute of Technology. 

Vernon W. Malach has been promoted from associate professor to professor of eco- 
nomics and head of the department of political and economic science at the Royal 
Military College of Canada. 

C. F. Marsh has been appointed dean of the faculty of the College of Wiliam and 
Mary. 

Harry McAllister has been advanced to the rank of associate professor of economics 
at the State College of Washington. 

E. B. Meyers has been’ appointed assistant professor of commerce in the department 
of political and econamic science at the Royal Military College of Canada. . 

E. T. Miller, who has been on modified service ih the department of economics at the 
University of Texas since 1948, has announced his plans to retire fully at the end of 
the current year. 
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. Tse Mintz has es ibonid assistant pratos of economics in the School of General 
Studies of Columbia University. 

\ Franco Modigliani, formerly of the University of Tinois, has been appointed professor 
of economics and. industrial administration at the Carnegie Institute of Technology. 

Alexander J. Morin, of the University of Chicago, is associate editor of the University 

- ` of ‘Chicago Press and also on the staff of the recently established Research Centre in 
` Economic Development and Cultural Change. 

+ Ruby T. Morris, of Vassar College, has been appointed professor - of economics and 
chairman of the department of economics at Connecticut College for Women. o 
_.. Herman L, Myers has been transferred from the Bureau of Agricultural Economics 
‘ to’ the Office of Production nen of the National Peace on piety in Washing- 
ton, D. G: z R a 
- Milton J. Nadworny, es of the City College, is now assistant professor of com- 
- merce and economics at the University of Vermont. 

' Bruce C, Netschert has completed his assignment with the Presidents Materials Policy 
. Commission and-has joined the staff of the Natural Resources Office of the National 
Security Resources Board. 

Rapnar Nurkse, of Columbia University, went to Cairo in March, at the invitation of 
the Bank of Egypt, to lecture on the formation of capital in underdeveloped countries. 
_ Arthur M. Okun has been appointed instructor in economics at Yale University. . 

Lawrence Pasel, formerly of St. Lawrence University and the American University. of 
Beirut, has been teaching economics at the University of Idaho in the absence. of Erwin 
Graue, 

Florence eee is sea ine part-time as visiting professor of economics at Rollins 
~ College, Winter Park, Florida. 

Raymond J. Powell, formerly of Princeton University, has heen appointed assistant 

| professor of economics at Yale University, 

John. C. Redman has been named associate PAA of farm economics in the Cok. 
lege of Agriculture, University of Kentucky. 

Charles B. Reeder has resigned from Ohio State University to accept a position as. 
economic analyst with the Armstrong Cork Company of Lancaster, Pennsylvania, 

Frank L. Roberts, . of the University of Ilinois, has gccepted a position as associate 
professor of marketing at the University of Nebraska. © - i 

Robert V. Roosa (formerly Rosa) has been appointed PADAR of the research EE , 
ment, Federal Reserve Bank of New York. l 

J. A. Sawyer has been appointed assistant professor. of economics in the department 
of political and economic science at the Royal Military Çollege of Canada. 

. Sidney Schoeffler. has been appointed assistant professor of economics at the University 
of Massachusetts. 

John P. Shelton has been appointed assistant professor of economics aoe industrial 
administration at the Carnegie Institute of Technology. 
` Tillman M. Sogge, of St. Olaf College, has been -appointed a eaba òf the- Regional 
Enforcement Commission of the Wage Stabilization Board for Region 8. - 

Boris M. Stanfield’ has returned, to Columbia University after serving as visiting pro- 
fessor at the University of São Paulo, Brazil, and at the University of Hawaii, Honolulu. 

George A. Steiner, on leave from the University gr Tllinois, has been appointed director . 
of policy development in the Defense Production Administration. ' 

Leroy D. Stinebower bas resigned as director of the Ofte of Financial and Develop- 
ment Policy in the Department of State, to accept a position as assistant to the treasurer 
of the Standard Oil Company of New Jersey. 

D. Gordon Tyndall, on leave from the Carnegie Institute of Technology, is on a Ful- 
bright Scholarship studying the problem of public utility regulation in Austria. 
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Melville J. Ulmer has been promoted to professor of economics at American University. 

Maurice A. Unger has been appointed assistant professor of real estate at the University 
of Idaho, 

Miller’ Upton, associate professor of finance, has been appointed dean of the School of 
Business and Public Administration, Washington University. 

Frank R. Varon, of the University of Texas, has a Fulbright grant for study in France 
this year. 

` Herbert von Beckerath will lecture at, the Universities of Bonn and Cologne this summer 
and will undertake research in industrial developments in Germany. 

Donald H. Voss has been appointed instructor in economics in the department of eco- 
nomics and social institutions at Princeton University. 

P, N. Vukasin has resigned from the University of Dlinois to accept a position as 
assistant to the economic consultant to the Burmese government in Rangoon, Burma. . 

Edward L. Wallace has been promoted to assistant professor of accounting in the School 
of Business Administration of the University of Buffalo. 

Robert F. Wallace has been given leave from the State College of Washington to con- 
tinue in government service, 

John J. Walsh has retired from his post of assistant professor of economics in the 
Graduate School of Social Science, the Catholic University of America. 

Gerald E. Warren, professor of economics at Tulane University, has been eppeinias 
district price executive, Office of Price Stabilization, New Orleans. 
Donald A. Watson has been appointed assistant professor’of economics at Coe College. 

Nugent Wedding has been promoted from assistant professor to associate professor of 
marketing in the College of Commerce and Business Administration of the University of 


Ilinois. 


Carl F.. Wehrwein kás completed his assignment with the Economic Cooperation Ad- 
ministration Mission in Vienna and has accepted a position as principal economist in the 
Dairy Branch, Office of Price Stabilization, Washington, D.C. 

William Weiner has been appointed instructor in economics at the University of Massa- 
chusetts, 

Francis J. Weiss is now scientific consultant to the National Farmers Union in Wash- 
ington, D.C, 

Richard M. Westebbe is on leave from the ‘Economic Cooperation Administration to 
resume graduate study at Harvard University. 

Robert M. ‘Williams has been promoted to assistant aa ne of eee economics and 
‘statistics in the School of Business Administration, University of eo, at Los An- 
geles. 

Dean A, Worsie has been promoted from assistant professor to associate e proio 
of economics at the University of Washington. 


Henry E, Wrape has been appointed assistant professor-of production. management in 
the School of Business, University of Chicago. 


John P. Young is on leave from the ‘Department of State serving as economic adviser 
to the Chilean Government’s Development Corporation. 

Willard H. Young has resigned as instructor in. business organization and management 
in the College of Business Administration at the ROO, of Nebraska to accept a 
position with Arthur Andersen Co. 


Walter Zukowski has been appointed instructor in economics at Clark University. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
_ their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 
The officers of the Association take no responsibility for making a selection enone 
the applicants or following up the results. The S s Office will merely affo 
_a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessaty 


editorial changes). Since the Association has no other way of knowing whether or. 


not this section is performing a real service, the Secretary would appreciate receivin 
úotification of appointments made as a result of these announcements. It is optio 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 


mmunications should be addressed to: The Secretary, American Economic’ 


Association, Northwestern University, Evanston, Illinois, 

: ae | Vacancies 
Economics, history, pona science, sociology: A Midwestern land grant college is 
seeking a chairman for its Social Science Department, to develop undergraduate and 
graduate teaching and research program. Age around 40, Ph.D. and special interests 

may lie in economics, rural sociology, political science, or social anthropology. Unusual 
opportunity in a long-range program to study a contemporary culture. P150 
Business cycle and monetary theory: Small Eastern university has opening for econo- 
mist whose special interests lie in the fields mentioned. Rank and salary depend on 


individual. : j P151- 


Economic analysis: The Organization of American States is in the market for an 


economic analyst to teach a course the year round in economic analysis, of problems . 
in the development of the national economy at the Inter-American Training Center- 


for Economic and Financial Statistics in Santiago, Chile. The candidate should have 
a good working knowledge of Spanish. ~ - he _ P152 


Economusts Available for Positions 


Consumer economics, economic and social movements, international economic problems 


(war, economic and social progress, social security, public finance, money and bank- 
ing), sociology (marriage and the family): Man, 50, married, Ph.D., Illinois, with 
minor in philosophy. Five years of marriage counseling, with emphasis on premarital 
counseling; 18 years of college teaching experience; 7 years of industrial experience; 
1 year of social work. ; E127 


International economics, money and banking, government and business, labor asd 


* 


industrial relations, theory, history of economic thought: Man, 36, married, B.A, 


M.A, Ph.D., Columbia University. Five years of top level research with the U.S. 


Government, including FEA and State Department; 6 years of college teaching, in- 
cluding graduate courses; consultant to Puerto Rican Government, 2 consulting engi- 
neering firms, and a.Congressional committee; has written 4 books and has 3 others 


- in progress and under contract with publishers. Now employed in private meet 
3 


~ wishes to return to academic life or government research. 


Economics and sociology: Mas, very ‘mature, Ph.D. Desires opportunity, Available on 
' short notice; also for summer. E245 


Advertisisg, marketing, salesmanship, retailing, merchandising, small business opera- 
tion, business psychology: Woman, 34, married, M.S, New York University, School 
‘of Retailing, working towards Ph.D. Six years as copy writer and sales manager with 
leading department stores and mail order houses; 2 years of college teaching in field; 
2 years in government, Presently associated with advertising agency but desires return 
to academic life. Available in February or. September, 1952 E254 


Money and banking; fiscal policy, business cycles, international economics, investments: ' 


Man, 38, married, Ph.D. Experience as a newspaperman and 5 years of teaching 
‘experience, Desires research or teaching position, E263 
Economic analysis, business cycles, public finance, money and banking; national in- 
come, international economics, statistics: Man, 34, married, Ph.D. residence com- 
leted. Seven years as economist-writer with research and investment organization; 
rief teaching experience; research in Middle East economy. Seeks research, writing, 


or teaching position, West Coast preferred. l E278 
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William Z. Ripley whs born in Medford, Massachusetts, October 13, 
1867, and died at Newton Center, Massachusetts, August 16, 1941. 
er receiving his A.B. degree at Massachusetts Institute of Techne 
- in 1890, he continued graduate work at Columbia Unive sity and received 





his A.M. in 1892 and his Ph.D. in 1893. His first teaching, Pie ent nae 


that of Ì in sociology at Columbia, which post he occup 


1893 S i9 This assignment continued even after he had been ol fed ty 
to the EY of professor of economics at Massachusetts nstitute of Tech- 
43 bole ogy ‘1895. From 1901 anti his health tailed in 933, he's served as 


= 





| thé Univer of Rochester, 1931. wir 
_ Williaa “ZėRipley was active in many ki añd Séiacadéiic 
fields. He served as expert agent on transportation with the United States 
Industrial Commission, 1900-01, was Huxley memorial lecturer at the 
Royal Anthropological Institute in London, 1908, director of the Chicago, 


: Rock Island & Pacific Railroad, 1917-33, administravos of labor standards 
of. thè War Department, 1918, Shairp of the National Adjustment 
~ Commission, United States Shipping Board, 1920-23, and special examiner 
on consolidation of railways for the Interstate Commerce Commission, 
921" T ne versatility of his interests is reflected in his publications, the 





chief ò Roo) of which were: Financial History of Virginia (Ph.D. disserta- 
an 


tion, The Races of Europe (Lowell Institute Lectures, 1900), Trusts, 
‘Pools Corporations (1905), Railway Problems (1907), Railroads—Rates 


aud Regulation (1912), Railroads—Finance and Organization (1914), Spe- 
“ cial Report, U. S. Eight Hour Commission on Trainmen’s Schedules and 
Agreements (1917), Main Street and Wall Street (1927); editor, Selections 
‘and Documents in Economics (ten volumes): 

Professor Ripley took a very active interest in Association affairs and 
made a practice to introduce younger ‘members to his older associates 


» “at: the annual meetings. As President of the Association in 1933, his par- 
~ ticipation was circumscribed by failing health and the presidential address 


; of ‘that year, “A Liberal Theory of Same Statecraft,” was read by 
Vice-President Abbott Payson ` Usher, 4 t | 
p “Number 35 of a series of ie See of past iiiad of the Association. 
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A THEORY OF EXCISE SUBSIDIES 
By EARL R. RoLPH* 


` Government financial activities fall into two main categories: pur- 
chases and sales, and positive and negative transfers, Government buys 
and sells services, goods, and claims including its own debt. Government 
‘makes transfers to members of the public in kind and in money. Where 
the government provides medical services by some method other than 
price, a transfer in kind is made to those obtaining the service. Con- 
scription of manpower for military service may illustrate a transfer in 
kind by individuals to their government. Government makes transfer 
payments in money to private groups, some of which are contractual in 
nature and some of which are gratuities on the part of the government. 
Interest payments made to fulfill government debt contracts illustrate 
such contractual transfers. They are money transfers because the pay- 
ment, interest, is income to the recipient and is not in payment for any 
service, good, or asset. Gratuitous payments on the part of government 
_ to private groups are subsidies. These are made on condition that the re- 
cipient meets certain tests, such as having been a member of the armed 
forces, owning land on which cotton was once raised, or producing par- 
ticular commodities for sale. Private.groups also make transfer pay- 
ments to government, the most important type being, of course, taxes. 
Taxes are compulsory transfers in the sense that if a person or organiza- 
tion satisfies the tests described in the tax law, he is legally liable for 
payment of an amount determined by those tests. 

In this study, we are interested in the implications of certain types 
of gratuitous transfer payments made by government to particular 
private groups, here called “excise subsidies.” Excise subsidies may be 
more closely defined as offers of a government to make money payments 
to producers, when the amounts to be paid depend upon a rate or sched- 


* The author is associate professor of economics at the University of California, Berkeley. 
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ule of rates and the size of the commodity base per unit of time. Like 
excise taxes, excise subsidies may be of the ad valorem or the specific 
type, depending upon whether the legislation defines the commodity 
_ base for computing the subsidy payment as a value sum or a physical 
quantity. Excise subsidies are therefore negative excise taxes. 

The analysis of the effects of excise subsidies must deal with issues 
similar to those of. excise taxes. What effects do excise subsidies have on 
the composition of output, the prices of subsidized and non-subsidized 
products, money costs of production, private money incomes, and pri- 
vate money expenditures? Are excise subsidies shifted, and if 50, to what 
groups? 

A closely related matter concerns the proper treatment of subsidies 
in the social accounts. Estimation of national income requires decisions 
concerning how subsidies are to be counted. Current theory in this area 
leaves much to be desired. 

Excise subsidies may be general or partial. A general subsidy may 
be viewed as one granted to producers of all commodities at a uniform 
and proportional ad valorem rate. This case, although never found in 
practice, provides a theoretical extreme. Subsidies may also be partial 
in various degrees. The “most partial” system of subsidies is one limited 
to one product in the economy. Any actual system falls within these 
extremes. The procedure employed here is to examine the implications 
of these extreme cases under simplified. conditions and then to general- 
ize the results to any system falling in between. Subject to the limita- 
tions of the assumptions employed, the conclusions should therefore be 
completely general for money-price economic systems. i 


I 


Consider first a system of excise subsidies which are completely 
general with respect to kinds of products and which are levied at a 
uniform and proportional rate in a setting of competitive pricing of 
products and of resource services. Following Edgeworth’s suggestion for 
_the treatment of excise taxes as deductions from demand, one may think 
of an excise subsidy as an addition to the market demand for a commod- 
ity, illustrated by Ds (Fig. 1).* 


*Cf. F. Y. Edgeworth, Papers Relating to Political Economy (London, 1925), Vol. II, 
pp. 68-69. The method of viewing a subsidy (or a tax) as an addition (subtraction) from 
the market demand schedule for a commodity may be used whether the subsidy is specific 
or ad valorem in character. In the case of a specific subsidy, the D, line is parallel to the 
Ds line for linear demand relations, and their tangents at points corresponding to the same 
quantities are parallel for nonlinear relations. Ad valorem does not uniquely define a tax 
or subsidy base since the term is often used to describe any base where some element in 
It is a value magnitude. An ad valorem subsidy may be computed by applying a rate or 
schedule of rates to a base defined as market price, as market price plus the subsidy rate 
times the market price, or as some fraction of the market price. Because at this point we 
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FIGURE H 


De is the market demand for commodity X as revealed by buyer 
preferences. D, is the demand schedule plus the subsidy. Thus if the 
market price is PM, the total financial receipts of sellers per unit of 
product is P.M. Suppose for simplicity that only two commodities, X 
and Y, are produced. Both are assumed to be subsidized at the same ad 
valorem rate. Given the subsidy per unit, indicated by the vertical dis- 
tance between Do and D, in the case of X, firms have an incentive to 
expand output. Firms producing X have aggregate supply schedules 
passing through the point P and unless these supply schedules are verti- 
cal, they have an incentive to produce a greater output at the total remu- 
neration per unit, P.M. In terms of cost computations, marginal cost of 
each firm at an unchanged output is less than the market price plus the 
subsidy. Profit maximization calls for an expansion of output by each 
firm to the point where marginal cost is equal to the market price plus 
subsidy? ` í 


are concerned with general and uniform subsidies, it is convenient to define the base 
per unit of the commodity as its market price. In this case, Do and D, converge at the 
same point on the OX axis, i.e at a zero market price the subsidy is zero. 

* In deference to those who object to profit maximization as a unique guide to output 
decisions even under perfectly competitive marketing conditions, some concessions may be 
offered. The above incentive argument can be stated without appeal to costs or profit 
maximization. It is sufficient that any firm is willing te produce more, given the prices of 
hired services, at a higher payment per unit of product. The argument does require that 
firms have supply schedules and that these schedules shift upward (downward) if the 
money prices of hired resources move upward (downward). 

Profit seeking is assumed in the minimum sense that people act as if money gain is worth 
obtaining and that more is better than less. This is a basic condition for the operation of 


a 
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For the same reasons, the subsidy also provides incentives for firms 
producing Y to expand output. These incentives become reflected in 
demands for resources. Firms in both industries, at given prices for re- 
source services, increase the quantities demanded at these prices. But 
both industries cannot expand output. By definition, the resources em- 
ployed to produce the two commodities exhaust the resources available 
to the economy. With given demands for products, illustrated by D. in 
the case of X, the market price of X remains at PM and the output 
remains at OM. Similarly the price and output of Y remain unchanged. 
The effects of a general and uniform system of subsidies is neutral with 
respect to resource-allocation. Each subsidy offsets the other. 

The subsidy does have a positive income effect with respect to all - 
owners of resources, namely a rise in the explicit and implicit prices of 
all resource services.* The initial income effect of the subsidy is quan- 
titatively equal to the amount paid by the government in the form of 
subsidies, #.¢., the area RTP.P (Fig. 1) in the case of X and an equiva- 
lent area in the case of Y. Before adjustment, the subsidy increases the 
implicit prices of resources attached to firms in each industry. With — 
adjustment, a portion of this increase in the profits of firms is skifted to 
owners of hired resources. The subsidy is partly shifted because firms 
increase their demands for resource services as a consequence of the 
` subsidy, and with any given quantity and variety of resources, an in- 
crease in demands, if non-price rationing of resource services is to be 
avoided, requires an upward adjustment in their prices, Thus marginal 
costs rise and exceed market prices by the amount of the subsidy per 
unit at unchanged outputs. 

In terms of productivity analysis, the subsidy leaves the marginal 
physical product of any type of resource unchanged because resources - 
stay where they are and the same output is produced, whereas the 
“value” of marginal products is everywhere raised proportionately, 
when by “value” is meant the financial payment to firms per unit of 
product. This financial payment is the sum of the market price and sub- 
sidy. In other words, in the ordinary sense of value, t.e., market price, 
the value of the marginal product of each type of resource service re- 
mains unchanged whereas the prices. of resource services are increased. 

The above argument may be generalized to any number of products. 
If a subsidy is imposed on every product at a uniform ad valorem rate, 


any price-money system with private ownership of resources. When people lose the faith ` 
that managing resources to obtain money gain is worthwhile, a money-price system of 
ordering economic affairs breaks down. Hyperinflation has, on several occasions, broken 
this faith. Double money-systems which divorce the money to be obtained by managing 
‘resources from the money to be used to acquire output have had the same effect. 

*“Income effect” means the change in private money incomes computed after adding a 
subsidy or after deducting a tax. It is a money rather than a real ‘concept. 
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each firm in every industry would attempt to expand output. None can 
succeed; their efforts result only in bidding up the prices of hired re- 
source services. Money costs of production are everywhere increased 
proportionately. If factor prices would be equal to the prices of their 
marginal products without the subsidy, factor prices would exceed prod- 
uct prices by the amount of the subsidy. 

Certain conclusions may be noted at this stage. A general and uniform 
system of subsidies is partially shifted from enterprise to the owners of 
hired resources in the sense that it increases their private money in- 
comes. No portion of such a subsidy is shifted to consumers in the form 
of lower product prices. The composition of output (the product-mix) 
remains unchanged, and the prices of products are also left unchanged. 
These conclusions are inconsistent with those theories which hold that 
_ equivalent excise taxes are shifted to consumers. They are also at odds 
with the usual treatment of subsidies in national income accounting, as 
will be presently noted in more detail.‘ 


II 


We turn now to the effects of differential or partial subsidies. Suppose 
a subsidy is imposed on X and not on Y, where X and Y are again as- 
sumed to be the only commodities produced. If, as shown in Figure 1, 
the subsidy equals the area RTP.P before adjustment, producers of X 
have an incentive to expand output, since each firm’s marginal cost at 
outputs aggregating OM is less than the price plus subsidy, or P.M. 
The incentive to expand means an increase in the demand for resources 
to produce X. But unlike the case of uniform subsidies on both X and Y, . 
producers of Y have no incentive to expand output. The Y industry 
cannot therefore retain the same quantity of resources as before because 
it is outbid by the greater competitive power of the subsidized industry. 
Thus the output of X increases as resources are pulled away from the Y 
industry. With any given demand, as the output of X rises, its market 
price falls. Likewise, as the output of Y falls, its market price rises. 

In addition to these price and reallocation effects of the subsidy, there 
are positive money income effects as well. The income effect in the first 
instance is an addition to the profits of firms producing X. Because the 
subsidy increases the demand for resources by industry X, some of the 
subsidy goes to owners of hired resources. The aggregate demands for 
resources are derived from the demands for both products. As the “‘de- 
mand” for X relevant to decisions of firms producing X is increased by 

* These results are consistent with the theory developed by H. G. Brown that general and 
uniform excise taxes do not alter the product-mix or. raise prices to buyers of products, 
but do make factor prices less than the prices of their marginal products, Cf. Harry G. 


Brown, “The Incidence of a General Output or a General Sales Tax,” Jour. Pol. Econ., 
Vol. XLVI (April, 1939), pp. 254-62. 
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the amount of the per unit subsidy, there is no compensating fall in the 
demand for Y. The money demand for resource services. to produce X 
increases whereas the demand to produce Y remains unchanged. The 
prices of resource services, with any given volume of resources, are there- 
fore absolutely increased. In other words, the subsidies increase money 
costs of production in both fields and increase money incomes of some 
- and possibly all resources employed in both fields. 

The same line of reasoning may again be extended to any number of 
commodities. If only one commodity is subsidized, its output rises and 
its price falls, whereas the outputs of some, but not necessarily all, of 
the remaining products fall and their prices rise. Only those commodities 
which require resources that are competitive with the subsidized indus- 
try need have their outputs reduced; some commodities may be isolated 
from the subsidized industry in the sense that the resources used to pro- 
duce them are specialized. Consumers get a different product-mix which 
contains more of the subsidized item and smaller amounts of some other 
commodities. 

If several products are subsidized, their outputs increase and their 
market prices fall, whereas for the products not subsidized the reverse 
results would occur. The larger the proportion of all output subsidized, 
the smaller becomes the price and reallocation effects of subsidies be- 
cause the smaller is the area from which resources may be obtained. In 
the extreme case of uniform and general excise subsidies, there are 
neither product-price nor resource-reallocation effects, as already 
shown” | | . 

The income effects in general are similar to those already noted above 


*The analysis here and at earlier points in the discussion ignores the possible effects of 
subsidies on the apportionment of human resources between work and leisure. Because 
subsidies, even if partial, increase the money compensation per hour of work for some 
persons, the cost of leisure per unit to them is increased. With freedom of choice in hours 
of work, these people could be expected om this account alone to take less leisure, i.e., work 
more. This much is reasonably clear. The money income effect is less clear. If attention ls 
paid only to the increased money income of those effectively subsidized, their money de- , 
mands for all products and perhaps also for leisure would appear to shift upwards. But 
people who do not share in the subsidy find their position altered. If they are effectively 
taxed to offset the inflationary effects of the subsidy on demands for products, their money 
incomes fall and hence thelr demand for leisure may also fall. If no offsetting financial 
device accompanies the subsidy, those not subsidized take a cut in their real incomes in 
the sense of money incomes measured in constant dollars. To assume that these positive 
and negative distributional effects are offsetting with respect to the demand for leisure 
would be rash, l 

The usual discussion of this subject has been unduly narrow because of the implicit 
assumption that the real position of a person taxed or subsidized can be considered in 
isolation from the repercussions of these facts on other groups. Under conditions where 
full employment of resources can be taken for granted, one person’s real gain is another’s 
real loss, and adequate analysis of the over-all “income” demand for leisure resulting from 
a subsidy or a tax may not ignore their effects on other groups. 
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for a two-commodity system. Prices of resource services are, however, 
only raised slightly when one commodity is subsidized, because any 
subsidy so imposed is almost certain to be small in relation to all in- 
comes arising from production. Further, the incomes of the owners of - 
only some types of resources need be increased. The resource services 
whose explicit or imputed prices are pulled upward by the subsidy are 
those located in the subsidized industry or industries and those located 
in other fields which are competive with those in the subsidized fields. 
“Competitive resources” in this context means (1) resource services 
which are treated as equivalent by potential buyers and (2) resources, 
even if not so treated, which are used to produce products which are 
“complementary” to subsidized items on the demand side.’ In the highly 
special case where all resources are perfectly mobile with respect to all 
products, the subsidy becomes ae “diffused” throughout the 
economy.’ 

Certain crude welfare judgments are suggested by the foregoing 
analysis.* If-one accepts the premise that welfare is maximized when 
the value of the marginal product of a small unit of each type of re- 
source is equal in each use, it follows that any subsidy, except a general 
and uniform one, moves resource allocation away from that ideal, if | 
that state would exist in the absence of subsidies. If, as in any actual 
situation, resource allocation is not initially ideal, partial subsidies may 
operate either to improve or worsen allocation. A subsidy imposed on 
product X would, for example, worsen allocation if X is produced and 
sold under competitive pricing conditions and other products are pro- 
duced and sold under monopolistic or oligopolistic pricing circumstances. 
The output of X is initially too large relative to other products, and the 
subsidy aggravates this condition. If instead the subsidies were used to 
increase the output of products under monopoly control, allocation 
might be improved in tefms of conventional welfare tests. But no valid 

“Complementary” is here defined in the cross-elasticity sense. If a subsidy reduces the 


price of X and consumers thereby increase their demands for Y, X and Y are comple- 
mentary and the resources producing X and Y are “competing” for the subsidy. 


TA general diffusion result In the sense of some increase in the money incomes of all 
owners of resources may emerge from a partial subsidy, even with degrees of resource 
specialization, provided the demand for a subsidized commodity is inelastic and buyers 
spread the cash released over all remaining products. In this event, the market demand 
for each commodity shifts to a higher level. The money incomes going to resource owners 
in all non-subsidized fields are thereby also increased. 


*The analysis in the text treats one dollar of expenditure power as one “vote” for 
welfare purposes. This procedure although common is crude because dollar democracy 
violates the democratic ethical premise that voting power in economics as in politics should 
be distributed so as to give approximate equality of personal power. In my opinion, 
welfare economics in any but the most superficial sense requires an ethical basis as a 
first premise. The “crude” approach is here employed to reveal the implications of the 
argument for resource allocation. 
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a priori generalizations that excise subsidies necessarily improve or 
worsen the position of consumers are possible in the absence of knowl- 
edge concerning the initial state of resource allocation’and the specific 
character of the subsidies employed.’ 


II 

We may now inquire into the implications of subsidies for national 
income computations. The preceding analysis has attempted to establish 
that a partial or general subsidy raises private money incomes. How is 
this consistent with the theoretical presumption that the aggregate of 
all incomes must be equal to net national product for the economy as a 
whole? This question concerns the proper treatment of excise subsidies 
in the social accounts. 

Subsidies may be regarded as transfer incomes because the imple- 
menting payment by the government is not a payment for a product or 
service, and the subsidy is a part of the money income of the recipient.” 
Two possible methods may be used in the treatment of transfer in- 
comes, the “deduct-add” rule and the “omission” rule. Either, consist- 
ently applied, assures that the size of the national income is not con- 
ceptually altered because of transfer payments. The relevant rule for 
the treatment of excise subsidies is the deduct-add rule. The net income 
of the transferrer is to be computed by deducting the subsidy, and the 
net income of the transferee is to be computed by adding the subsidy. 
Since the government is the transferrer, this means that excise subsidies 
are to be deducted in computing government net revenue and added in 
computing private money incomes. In terms of hypothetical data, the 
proposed method may be illustrated as in the table on page 523. 

As a matter of practical computation, this treatment means that 
subsidies are to be added to the profits of subsidized firms. Any shifting 
of the subsidy by them would mean a reduction in profits computed 
either before or after adding subsidies and an addition to the incomes 
of some hired resources. Ordinary methods of estimating would auto- 
matically record these latter facts. For example, subsidies raise the 
money wage-rates and the wage income of some labor. Empirical obser- 
vation would therefore give data on “wages” which would automatically 
include some subsidies. 

'A similar conclusion holds for excise taxes, A partial system of excise taxes alters the 
product-mix and may either worsen or improve resource allocation. For a discussion of 


this point, see E. R. Rolph and G. F. Break, “The Welfare Aspects of Excise Taxes,” 
Jour. Pol. Econ., Vol. LVII (Feb., 1949), pp. 46-54. 

“For a more complete discussion of this topic, see E. R. Rolph, “The Concept of 
Transfers in National Income Estimates,” Quart. Jour. Econ., Vol. LIL (May, 1948), pp: 
327-61. 

“Tt follows that recorded wage income data, even if empirically accurate, do not accurately 
measure the share of the national income attributable to labor. Excise subsidies overstate 
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THE NATIONAL ACCOUNT 


Value Product at Market Prices Income 





Value of consumption 300 Government gross revenue 100 
Private net investment 60 Deduct excise subsidies 10 
Government purchased goods and Net government revenue 90 
services 100 Private money income 460 
— Add excise subsidies 10 
Total. 460 — 
“Gross” private income 470 
Deduct taxes 100 
Net private income 370 


Total , . 460 


a Private money income here means private gain after allowance for depreciation but be- 
fore allowance for subsidies or taxes. The datum of 460 in the table is based on the assumption 
that governments do not engage in enterprise activities. 

b “Gross” private Income should also include other transfer payments, in addition to excise 
subsidies, made by government to private groups, such as interest, relief, and social security 
payments, ‘These are omitted to avoid cluttering the illustration. 


The recommended treatment differs from that employed in certain of 
the Department of Commerce and official British estimates. “National 
income” as defined by the Department of Commerce and “national in- 
come at factor cost” as defined in British estimates call for deducting 
indirect taxes from both the product and income sides of the national 
accounts. Excise taxes are regarded as increasing prices paid by con- 
sumers, and therefore unless deducted, the inclusion of such taxes would 
overstate the aggregate of incomes in the sense of money returns to the 
“factors of production.”!? The factor cost concept of national income 


the value contribution of any group to whom ‘subsidies are shifted. For example, a direct 
subsidy to a group would not be counted in the measure of the contribution of the 
resources under control of that group to the national product and the national income. 
Yet an indirect subsidy may also increase the income of a group, but in this case it is 
reflected in explicit prices for labor or other services and is automatically counted. There is 
no empirical method of disentangling the subsidy from the “wage.” It could be shown 
that excise taxes understate the value contribution of any group whose money incomes are 
lowered by these taxes. A person is not paid what he “earns” if his employer is subject to 
a tax or a subsidy which induces him to lower or raise his demand for hired services. 
These observations suggest the need for caution in discussions of so-called “functional 
distribution” in income theory. 

“For an attempt to provide a theoretical justification of the concept of national income 
at factor cost, see J. R. Hicks, “The Valuation of Social Income,” Economica, Vol. VIT 
(May, 1940), pp. 122-24; and Ursula Hicks, “The Terminology of Tax Analysis,’ Econ. 
Jour., Vol. LVI (March, 1946), pp. 38-50. 

No special criticism is here intended of those responsible for preparing official estimates. 
They are under some obligation to provide measures of what informed students believe 
to be significant aggregate concepts regardless of their own convictions. My criticism is 
concerned only with the economic theory used to provide the intellectual foundation for 
conceptions of national income. 
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treats excise subsidies as additions to both the product side and the in- 
come side of the accounts. If a country has no indirect taxes, but does 
have indirect subsidies, national income at factor cost would exceed 
national income at market prices by the amount of indirect subsidies. 
In contrast, our method treats prices of products at their market valua- 
tions, regardless of subsidies. _ 

The “factor cost” approach obtains its main justification by recourse 
to the “incidence” argument. Indirect subsidies are regarded as shifted © 
to consumers in the form of lower market prices, and hence subsidies 
must allegedly be added to give a “correct valuation” of output.” 

“This incidence argument may be criticized on the grounds that even if 
valid, the “factor cost” concept does not measure what a concept of 
national income should measure. But it is sufficient for present purposes 
to establish that its incidence premise as applied to excise subsidies is 
not correct, This conclusion is just what the argument in the first two 
sections of this paper has attempted to demonstrate. The theory that 
excise subsidies are shifted to consumers in the form of lower prices 
. must be repudiated. Uniform and general subsidies leave market prices 
unaffected. Partial subsidies lower market prices of subsidized items, 
but increase the prices of other things. The incidence theory used to 
justify the addition of excise subsidies to market prices, as implied by 
the conception of national income at factor cost, fails because its theo- 
retical premise fails. This conclusion does not, of course, establish that 
our suggested treatment of excise subsidies in national income account- 
ing is the best alternative. At a minimum it does indicate the need for a 
re-examination of the theory behind the factor-cost a of na- 
tional income accounune: 

| ry | 

The specific implications of subsidies for private expenditure on out- 
put depend upon the setting in which they are employed. The subsidies 
themselves are inflationary with respect to private demands for output. 
Any transfer payment by government increases private money income 
by an equivalent amount. A dollar of subsidy paid today does not, to be 
sure, alter the aggregate of private and government incomes today be- 
cause subsidies are transfer payments. But a dollar of subsidy does 
increase the potential spending power of private groups by one dollar. 
Whether private groups actually spend all or only some part of the 
additional dollar depends upon their own choices. The other possibilities 


3 This view of subsidies is, of course, consistent with the treatment of indirect taxes as 
shifted to consumers in the form of higher prices of products and the claim that a 
deduction should be made on this account from market prices by the amount of such 
` taxes to give a “correct valuation” of output. 
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open to any subsidy recipient are to increase hoards, reduce outsiders’ 
claims against resources under his control, or increase his claims against 
resources under the control of others. Although the Keynesian influence 
has promoted a general disposition among fiscal students to regard a 
government transfer payment of a dollar as inducing, in practically all 
cases, less than a dollar increase in private expenditures, I regard this 
issue aS an open empifical question which may have different answers 
in different situations.* It is an open question because the ratio of 
present private.expenditures on output to past money incomes depends 
in part on the desire to hoard, and the desire to hoard (or dishoard) is 
notoriously unstable. 

If the goverment wishes to avoid increasing the potential inflationary 
power of private groups resulting from subsidies, it must subtract 
equivalent amounts of cash from private hands, which in practice means 
additional taxation. The combined effects of excise subsidies and taxes 
depend, of course, upon the type of offsetting tax employed. If corpora- 
tions are taxed by the use of a corporate net income tax to offset excise 
subsidies, they would pay their own subsidies plus portions of the higher 
wages and other costs induced by the subsidy, If excise taxes are em- 
ployed to offset the inflationary effects of subsidies, there are additional 
resource allocation effects operating in the opposite direction from those 
discussed for subsidies. Of course, if subsidies and taxes are levied on 
the same commodities, the combined effect may be identical on the 
product-mix and on private money incomes as the absence of both. Such 
combined offsetting programs would appear to be merely wasted motion 
and economic nonsense; yet something similar to this is being practiced 
in some countries today." The specific effects of excise subsidies on the 


* This is not the proper occasion to become involved in disputations concerning mone- 
‘tary theory. The argument in the text is based on a quantitative approach to monetary 
theory— “quantitative” because dollar asset holdings are treated as direct objective con- 
straints on both private consumption and investment demands. This theory implies that 
money income is objectively relevant to private expenditures only if in the past of those 
expenditures, as D. H. Robertson has properly emphasized. See his article, “Saving and 
Hoarding,” Econ. Jour., Vol. XLII (Sept., 1933), p. 399. 

** Countries sometimes tax imports and subsidize exports; it can be shown that these 
are offsetting under some conditions. Uniform ad valorem import duties and uniform ad 
valorem export subsidies which together give a zero net yleld are equivalent to a deprecia- 
tion of the exchange rate of the country in question. Such a policy to preserve an equilib- 
rium rate, in the sense of a clearing rate without net flows of foreign exchange, requires 
an appreciation of the exchange rate, as compared to what the exchange rate would need 
to be in the absence of the tax-subsidy policy. Neither imports nor exports are then 
altered and the situation, aside from the adjustment in the exchange rate, is as if neither 
a tax nor a subsidy were levied. It can be shown that with fixed exchanges maintained 
by gold or foreign exchange flows, the same result would emerge, once inflation in the 
duty-levying country or deflation in the rest of the world or both is sufficient to stop the _ 
net flow of foreign exchange to the import-levying country. But even with full adjustments, 
subsidies and duties, if not uniform, are not necessarily offsetting on the composition of 
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pattern of private income distribution and on private expenditures 
would require a study of each possible offsetting tax program, For pre- 
sent purposes, it may be sufficient to observe that excise subsidies, in 
contrast to their tax counterparts, increase private spending power and 
‘thereby aggravate government financing problems. 


V 


The main results of the foregoing analysis may be quickly summa- 
rized. A completely general and uniform system of subsidies does not 
alter the allocation of resources as among products and therefore does 
not alter the product-mix. With respect to any pattern of demands for 
products, such a subsidy system increases the explicit prices of resource 
services when hired and the implicit prices of resource services when 
owned within enterprise. Such a system makes factor prices generally 
exceed the market values of their marginal products. The relations of 
factor prices to market values of marginal products, if equal in the 
absence of subsidies, are made unequal by subsidies, but do remain 
proportional. We therefore obtain the result, leisure questions aside, 
that proportionality between factor prices and market prices of mar- 
ginal products is a sufficient condition for ideal allocation if equality is 
viewed as giving ideal allocation. The main point is, however, that sub- 
sidies are shifted to owners of resources generally by increasing factor 
prices. We find no basis for the opinion that uniform subsidies can be 
shifted to consumers by reducing product prices. 

A partial system of subsidies reallocates resources toward products 
which are subsidized and away from those which are not. The market 
prices of subsidized items are reduced, and the market prices of other 
items are increased. The items whose prices rise are those which use the 
same type of resources employed in producing the subsidized products 
and those used to produce commodities upon which the public spends 
more money when the demands for the subsidized items are inelastic. 
Both partial and general subsidies push up private money incomes. Gen- 
eral subsidies are equivalent in their effects in this regard to a direct 
system of money payments to owners of resources of amounts propor-- 
tional to earnings computed before subsidies. A partial system of sub- 
sidies need not increase earnings of all resources because of barriers to 
the effective mobility of resources as between subsidized and non- 
subsidized fields. 

The results summarized here cast serious doubt on the theoretical 
basis of the factor cost conception of social accounting. This conception 





imports and exports. Non-uniform duties restrict those imports which are heavily taxed and 
increase those imports which are lightly taxed, whereas non-uniform subsidies operate to 
prevent a decline in or to Increase the particular exports subsidized. 
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is based on the premise that such subsidies are shifted entirely to 
consumers and do not affect money incomes of resource owners. This 
theory appears to be in error. Subsidies may more properly be regarded 
as transfer payments from governments to private groups and therefore 
as not conceptually affecting the aggregate of private and public income. 
The output side of the accounts should therefore be valued at market 
prices rather than at market prices plus subsidies. 

Finally, the conclusions here found for excise subsidies are not con- 
sistent with theories usually adopted for the explanation of excise taxes. 
It is commonly believed that excise taxes are shifted more or less to 
consumers under virtually all types of pricing arrangements. For com- 
petitive pricing, which is the only case here examined, our conclusions 
for excise subsidies should lead to the result that excise taxes do not 
raise prices to consumers, but do lower the money incomes of owners 
of resources. Only such a conclusion would give complete symmetry in 
theories of excise subsidies and excise taxes. 


SOME COMMENTS ON STOCHASTIC 
MACRO-ECONOMIC MODELS 


By G. H. FIsHEr* 


I. Introduction 


In his brilliant-essay on economic dynamics published in 1933, Rag- 
nar Frisch laid the foundation for development of theories of economic 
fluctuations involving stochastic variables as an important part of the 
theoretical model.’ Subsequent contributions in this general area have 
been made by Slutsky, Kendall, Goodwin, and others.* 
As to the current attitude of theoretical economists in general with 
regard to the usefulness of stochastic macro-economic models, there 
apppears to be a rather wide diversity of opinion. Two extreme cases 
may be cited as examples. In discussing Frisch’s theory of “erratic 
shocks,” J. R. Hicks states that, “. . . this particular hypothesis will not 
do.”? Goodwin, on the other hand, asserts that, “.... although the 
„Frisch hypothesis cannot be proved, it does seem the only acceptable 
one, for we must explain both the tendency to regularity and the tend- 
ency to irregularity.’””* | 
The purpose of the present paper is to consider briefly—primarily by 
way of examples and illustrations—some of the possible merits of the 


* The author is economist in the Economics Division of the Ranp Corporation, The 
views expressed in this paper are personal and do not necessarily reflect those of the RAND 
Corporation. l 

* Ragnar Frisch, “Propagation Problems and Impulse Problems in Dynamic Economics,” 
Economic Essays in Honour of Gustav Cassel (London, George Allen and TRW, Ltd., 
1933), pp. 171-205. Note especially his theory of “erratic shocks.” 

3 Eugen Slutsky, “The Summation of Random Causes as the Source of Cyclic Processes,” 
Econometrica, Vol. 5 (April, 1937), pp. 105-46; Maurice G. Kendall, The Advanced Theory 
of Statistics (London, Charles Griffin and Co., Ltd., 1946), Vol. II, pp. 400-37; Richard 
Goodwin, “Innovations and the Irregularity of Eeonoinle Cycles,” Rev. Econ. Stat., Vol. 28 
(May, 1946), pp. 95-104. The Cowles Commission in its recent studies on the estimation 
of parameters in dynamic economic models has placed considerable emphasis on. sto- 
chastic systems. #.g.,.see T. C. Koopmans, Statistical Inference in Dynamic Economic 
Models (New York, John Wiley and Sons, 1950); and Lawrence R. Klein, Economic 
Fluctuations in the United States, 1921-1941 (New York, John Wiley and Sons, 1950). 
~ *J. R Hicks, A Contribution to the Theory of the Trade Cycle (Oxford, The Clarendon 
Press, 1950), p. 90. For a detailed statement of Hicks’ argument, see ibid., pp. 193-95. 


“R. M. Goodwin, “Econometrics in Business-Cycle Analysis,” in A. H. Hansen’s Business 
Cycles and National Income (New York, W. W. Norton and Co., 1951), p. 421. 
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stochastic approach to the theory of economic fluctuations. Only one 
basic model is used: a modified Samuelson-type macro-economic 
model.® This particular type of model was selected mainly because it 
has been widely used in the literature in recent years and hence should 
be generally familiar to most readers, and also because it is very con- 
venient to deal with in the type of analysis attempted in this paper. 

This does not imply, of course, that the model is to be regarded as 
adequately representative of the operation of complex economic sys- 
tems such as that of the United States. Such a simple model is much too 
aggregative for this task. But it is quite adequate for illustrating the 
points to be made in the present paper. 


Il. The Model without Stochastic Variables 


It may be instructive to write down the modified Samuelson-type 
model first without stochastic variables and to consider briefly some of 
its possible types of behavior over time. The system is as follows: 


(1) GH +a Yra 
(2) L = q+ BCYea — Yer) 
(3) Vi = Crk 
Or, 
(4) Y = (è F n) + aYt + P(Yt-1 — Yt-2) 
= A + aY + BY- — BY t-2 


(5) =A + (a Eg PJY t- B BY 1-2, 
where, | 
C: = aggregate real consumption in billions of dollars for time 
period ¢ 


I, = aggregate real investment in billions of dollars for time period # 
Yı = aggregate real income (output) in billions of dollars for time 
period z 
= a parameter, the marginal propensity to consume 
6 =a parameter, the accelerator coefficient, or what Harrod calls 
“the relation” 
ð and 7 = location parameters, and A = 2+ n. 


The first question of interest is: What are reasonable assumptions for 
the values of the parameters in equation (5)? It is clear that statistical 
estimation poses no formidable problems in this simple model. There 
are no serious “identification” problems, and all the variables on the 
right-hand side of equation (5) are lagged (predetermined) variables, 

*For a presentation of Samuelson’s original model, see “Interactions Between the Multi- 


plier Analysis and the- Principle of Acceleration,” Readings in Business Cycle Theory (Phila- l 
delphia, The Blakiston Company, 1944), PP. 261-69. 
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which means that it is permissible to apply the least squares method 
of estimation directly to equation (5).° i 

This was done for the prewar period 1929-1941, using the United 
States Department of Commerce annual U. 8. gross national product 
data in 1939 dollars for the Y:, Yt-1, and Y:-s." On the basis of the re- 
sulting least-squares estimates, the following may be taken as -reasona- 
ble assumptions—at least for the purposes of the present paper—for 
values of the parameters for the United States, 1929-1941; 


à = $17 billions 


l a + B= 1.2 
8 = 0.5 
& = 0.7 


The value « = 0.7 is pretty much in agreement with estimates of the 
marginal propensity to consume for the United States derived by other 
investigators. Haavelmo,® for example, using systems of equations, 
obtained « = 0.67 and «= 0.71 (corresponding to two different 
models) for the period 1922-41; and R. and W. M. Stone? derived 
@ = 0.75 for 1920-35 and a = 0.70 for 1919-35. 

The assumption that 6 < 1 may be surprising to some readers; but 
statistical analysis of the data for the United States (prewar) suggests 
that this is the most likely case. The same conclusion was reached by 
Tinbergen as a result of his statistical studies on the acceleration prin- 
ciple published in 1939,7° 

Substituting the assumed values of the parameters in equation (5), 
the result is 

(6) Ye = 17 + 1.2Yi- ~ O.5 Vex. 

If the initial conditions are specified, equation (6) permits the calcula- 
tion of aggregate real output (Y) for any future time period ¢. For 
purposes of illustration, it is arbitrarily assumed that both initial condi- 
tions are equal to $80 billions;** i.e., Y- = 80 and Y-1 = 80. This 
makes it possible to compute Yo, Yi, Ys,..., Yt. 


*For a discussion of this point see J. Tinbergen, Econometrics (Philadelphia, The Blakis- 
ton Company, 1951), pp. 84, 202-3. A more technical treatment is given in Koopmans, 
op. cit., pp. 54-237, 266-304. 

"These data may be found in U. S, Department of Commerce, A Supplement to the 
Survey of Current Business, National Income, 1951 edition, p. 146. 

® “Methods of Measuring the Marginal Propensity to Consume,” Jour. Am. Stat. Assoc., 
Vol. 42 (March, 1947), pp. 119-21. 

° The results of the Stones’ investigations may be found in Tinbergen, op. cit., p. 97. 

“J. Tinbergen, Statistical Testing of Business-Cycle Theories: A Method and its Appli- 
cation to Investment Activity (Geneva, League of Nations Economic Intelligence, 1939). 

“ Eighty billion dollars is approximately the average level of real gross national product 
in the United States for the period 1929-1941. 
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The general pattern of behavior of Yı over time may be determined 
without actually calculating Yı for a successive number of time periods. 
This may be done by examining the characteristic equapon of the homo- 
geneous case of equation (6) WORN is 

(7) YP —1l2y+05=0. 








Solving this equation: ; 
1.2 0.7483. 
aa a 
1.2 0.7483 | 
oe jo a 


and the modulus of the complex roots is 


u- yC) CY oon 


It can be shown that the nature of the roots yı and y: determine the 
general behavior of Yı in equation (6) over time.” In the present case 
since yı and yz are complex, Y: will oscillate over time; and since 
M < 1, the cycles generated by equation (6) will be of the damped 
variety. If M had been greater than unity, then the cycles traced out 
by Yt would have been “explosive.” If M had been equal to unity, the 
cycles would have been perfectly regular with a constant amplitude of 
fluctuation. 

Thus for the model defined by equation (6), Y. will experience 
damped oscillations over time. Assuming Y-2 = Y-1 = $80 billions, Y: 
was computed for a number of successive time periods. The result is 
given in Chart I (the dotted line series). 

It is clear from Chart I that the model is heavily damped and that 
therefore equation (6) as it starids does not provide a basis for a very 
interesting theory of economic fluctuations in aggregate real income. If 
8 had been assumed to be greater than unity, the model would have pro- 
duced explosive fluctuations in Y:—an inadmissible case. If 6 had been 
assumed equal to unity, then the cycles traced out by Yt would have 
been perfectly regular with a constant amplitude of fluctuation (see 
Chart 2, the dotted line series). The $ — 1 case is also inadmissible, or 
at least it is not a very interesting case. 

In sum, the purely linear model of the type defined by equation (5) 
does not furnish a satisfactory framework for a theory of economic 
fluctuations, no matter what value is assigned to 6. There are several 
ways to get around this difficulty. One way is to assume an explosive 

“For a detailed discussion of this, see William J. Baumol, Economic Dynamics (New 
York, Macmillan Company, 1951), Chaps. 10 and 11. 
** Ibid., pp. 200-202. 
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accelerator coefficient (6 > 1) and then to impose constraints on the- 
system which have the effect of making the model non-linear. For ex- 
ample, the upward. expansion of Y: may be restricted by postulating a 
ceiling on aggregate real output in the form of a scarcity of employ- 
able resources; or during the downswing a technical limitation on the 
operation of the accelarator mechanism may be assumed.** J. R. Hicks 
in his recent theory of the trade cycle uses both of these devices.” 

Several theorists have questioned the validity of the real ceiling hy- 
pothesis, especially in light of the historical record for the United 
States. They maintain that few, if any, booms have been brought to an 
end by running up against a real ceiling on the expansion of aggregate 
real output.** Also, as previously pointed out, there is some question 
as to the validity of assuming ( > 1.77 

Another way to avoid the embarrassing consequences of a model like 
that defined by equation (5) is to assume a damped system ($ < 1), 
_ and at the same time introduce the Frischian notion of random disturb- 
ances into the model. The random disturbances provide the impulses 
necessary for maintaining the cyclical swings in Yt over time. This type 
of model is discussed in considerable detail in the remainder of this 
paper. It is shown that when a random variable is permitted to enter 
linearly into equation (6), the resulting behavior of the model over time 
is likely to be more realistic than in the case where the random variable 
is omitted. 


Ill. The Stochastic Model 
The model discussed in the remainder of this paper is exactly like the 


one defined by equations (1) through (5) except that random disturb- 
ances ut, vt, and Wie == ur + ve are introduced as follows: 


(8) Ci = 3 +a Ver t+ ur. 

(9) L =n tp (Yu — Ye-2) + Vt 

(10) ee 42-8 Oa ae © i 
= (8 -+ n) + (a + 8) Ve SOY i-a t (ue + Ve). 

(11) Gi kF (a+ B)Yt-a — BYi-2 + wi. 


Using the same assumptions for values of the-parameters and the 
same initial conditions as those used in Section II, equation (11) be- 
comes 


(12) Ve = 17 +1.2Via — 0.5Y ie + Wi 


The technical limitation on the action of the accelerator during the downswing may 
be assumed to arise from the fact that gross investment cannot be negative, 

= Hicks, op. cit., p. 95. 

* E.g., see James S. Duesenberry, “Hicks on the Trade Cycle,” Quart. Jour. Econ., Vol. 64 


(Aug., 1950) pp. 468-73; and S. S. Alexander, “Issues of Business Cycle Theory Raised by 
Mr. Hicks,” Am. Econ. Rev., Vol. 41 (Dec., 1951), p. 874. 


* See page 530 of this paper. 
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with initial conditions Y-a = Y-. = $80 billions. Equation (12) specifies 
a damped system subject to a random variable w:. For purposes of the 
discussion which follows, w: is assumed to be normally distributed with 
zero mean and variance a, 

In order to indicate how equation (12) might behave over time, Y: 
was computed for one hundred successive time periods,” using the 
initial conditions Y-2 = Y-1 = $80 billions and using numbers drawn at 
random from a simulated normal population as values for w: for each 
time period. Before the simulated normal distribution of w: could be 
‘set up, a numerical value of the standard deviation of w: had to be 
computed. This was done in the following way. 

It will be recalled that the least squares estimates of the parameters 
in equation (5) were computed by using annual gross national product 
data for the United States, 1929-1941." The results of this analysis 
gave estimating equation (6). “Computed” values of Yt over the period 
1929-1941 were calculated from the estimating equation, and .then 
these computed Yt values were compared with the actual Yı data (the 
GNP data) in order to get the residuals, w:. That is to say, the values 
for the residuals, wt, were obtained by calculating the quantity (Yt — 
Y’:) over the period 1929-1941, where Y’, denotes values of Y; com- 
puted from the estimating equation. These values of w: were found to 
have a mean of approximately zero and a standard deviation of ap- 
proximately $5 billions. On the basis of this information the simulated 
a population for wt was set up using the following assumptions: 

= 0, w = 5, and N = 200: The frequency distribution of the We 
population may ‘be summarized as follows: 


Class Interval 

C Mid Value requen 
pe of aes (billions of dollars) i = 
—16.5 ~ 15.5 —16 : 
aAgs 44's 1S. : 
—14,5 mn 13.5 -14 : 
=135 Dm PA | —13 : 
125 Sls —12 = 
s115 —~10.5 Po i 
10:8 Os —10 : 
= 05 E l se h 
— 85 © = 7.5 = A 
ane s m 6.5 E : 
— 6.5 — 5,5 no ee > 
— 55 sa A = 5 Te 7 
— 48 eI ae S = 
i335 — 2.5 Pe 
EEE ~ 1.5 oe 





* The unit time period implicitly assumed here is one year. 
1° See page 530 of this paper. ' 
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Class Interval 
bats Mid Value 

a of eet (billions of dollars) 

— 15 ame 5 ; — 1 

— 0.5 +. 0.5 0 

+05 1.5 + i 
“15 2.5 2 
2.5 3,5 3 
3.5 4.5 4 
4.5 5.5 5 
5.5 6.5 6 8 
6.5 7.5 7 6 
7.5 8.5 8 4 
8.5 9.5 9 3 
9.5 10.5 10 2 
10.5 11.5 il 1 
11.5 12.5 12 1 
12.5 13.5 13 1 
13.5 14.5 © 14 1 
14.5 15.5 15 1 
15.5 16.5 16 1 

N = 200 


Using Snedecor’s table of randomly assorted digits,”° numerical 
values were drawn at random with replacement from the simulated 
normal distribution, and these numbers were taken as the values for we 
for each time period ¢. The w: values, along with the assumed initial 
conditions Y-: = Y-. = $80 billions, permitted the calculation of Yo, 
Yi, Ya,..., Yeo. The resulting Y+ series is shown in Chart I (solid line).” 

For the particular set of w: which turned up in the present case, 
the Yt traced out by equation (12) are clearly more realistic than the 
Yt generated by equation (6).** Contrary to what some theorists seem 
to think, the heavily damped case with a random variable apparently 
can generate cycles which have sufficient amplitude to be realistic. In 
Chart I the stochastic case seems to be dampening down somewhat dur- 
ing the latter part of the series. But this need not necessarily be the 
case; a different “drawing” of the w: values might produce an entirely 
different situation. 

This fact is objectionable to some theorists, on the grounds that the © 
stochastic case does not explain enough; too much is left to chance, 
and there is not sufficient emphasis on the “systematic” part of the 


= George W. Snedecor, Statistical Methods, 4th ed. (Ames, Iowa, Iowa State College 
Press, 1948), pp. 10-13, 

* See page 532 of this paper, 

™ Regarding the stochastic-type case, Frisch would even go so far as to say that this | 
combination results in a theoretical set-up which ... “seems to furnish a rational inter- 
pretation of those movements which we have been accustomed to see in our statistical time 
data.” Frisch, op. cit., p. 203. 


“~ 
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model.” Other business cycle theorists would not be disturbed about 
this matter, and they would perhaps argue that the stochastic case is 
preferable to the Hicksian model which assumes an explosive accelera- 
tor coefficient along with the apparently unreasonable hypothesis of a 
real ceiling on output which keeps the system from running away. At 
any rate it would seem that the damped model with a random variable 
is capable of generating a fairly realistic cyclical path over time. Per- 
haps this model does not provide sufficient basis for a complete theory 
of economic fluctuations, but nevertheless it might possibly be regarded 
as an admissible hypothesis. At least it would seem preferable to the 
model defined by equation (6). 
Two-other cases were investigated briefly: 


(13) Ve = 17 + 2.2Ve — 1.5 Vee + Wt, 
and | 
(14) Ye = 17 + 1L.7Yta — (1) ¥ta + Ww, 


with assumed initial conditions Y-2 = Y-. = $80 billions in both cases. 

_ In the model defined by equation (13) the accelerator coefficient is 
greater. than unity, ê = 1.5, and hence the system is an explosive one. 
Using the initial conditions Y-2 = Y-. = $80 billions and the same wi 
series as that used in the computation of Y: for equation (12), the 
behavior of equation (13) over time was computed for 26 time periods. 
The model proved to be highly explosive, as can be seen from the fol- 
lowing set of computed Y. values: 


t Ye Y' t Ye _ Vv’ 
0 74 73 13 730 427 
1 61 38 Cs 14 686 285 
2 38 34 15 420 4 
3 2 6 16 — 89 — 402 
4 — 34 a27 17 — 805 == 874 
5 n= 75 —39 i 18 —1614 —~1302 
6 — 104 k 19 —2331 —1537 
7 — 96 mies 20 —2689 —1411 
8 =s 38 +-61 21 —2399 — 782 
9 +- 81 159 22 —1235 + 414 
10 255. 275 23 -+ 900 2099 
11 ` 449 383 i 24 3858 4015 
12 ` 628 448 25 7152 5702 


* The Y’; values are for the equation (13) case with the we variable omitted, 


This case is, of course, inadmissible. The systematic part of the 
model is so explosive that apparently any set of drawings of w: values 
which might reasonably be expected to occur would not keep the system 
from running away. In fact, in the present case the w: series has the 
effect of making the system more explosive. This may be seen by com- 


* E.g., see Hicks, op. ct., pp. 90-91. 
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paring the Y: and Y’; values in the preceding table. The Y’: series 
represents the behavior of equation (13) over time when the w: variable 
is omitted. 

The model defined by equation (14) represents the “mid- point” case. 
Here $ = 1, and if the w: variable is omitted from the model, the cycles 
traced out by Y: over time will be perfectly regular and will have a con- 
stant amplitude (see dotted-line series plotted in Chart 2). If the w: 
series which was used in the two previously discussed models is intro- 
duced into the present model, the resulting cyclical Sequence will be as 
shown by the solid-line series in Chart 2. 

In this particular case the random disturbances have the effect of 
intensifying the fluctuations in Y+. Although not quite as inadmissible 
as the explosive case, the model given by equation (14) is neither very 
interesting nor realistic. 


IV. C oncluding Remarks 


The analysis presented in this paper is certainly not very exhaustive. 
Only one simple model is considered, and only one set of drawings of 
the w: from the assumed random shock population is utilized. But in 
spite of these recognized limitations, it would seem that a few PARA 
zations may be made. 

In the first place, it is clear that a model like the one defined by > 
equation (5) is inadmissible, no matter what value is assumed for 8. 
J. R. Hicks recognized this and attempted to remedy the situation by 
imposing constraints, e.g., the real ceiling postulate, on the basic linear. 
model which have the effect of carrying the system into the non-linear 
case. But as several theorists have pointed out, the real ceiling 
hypothesis is apparently not realistic, especially.in view of the historical 
record in the United States. Also, the Hicksian assumption that ĝ > 1 
is of questionable validity. 

Another way to get around the difficulties raised by a model like that 
represented by equation (5) is to assume a damped case ($ < 1) and 
to introduce a random variable into the model. The analysis given in 
the present paper has shown that such a model is capable of generating 
a reasonably realistic cyclical path over time and that the fluctuations ` 
can be of sufficient amplitude. 

As previously pointed out, the simple random shock model presented 
in this paper probably cannot form the basis for a general theory of 
economic fluctuations. But the hypothesis would seem to be worthy of 
consideration, and certainly it is preferable to a model like that defined 
by equation (5) in which a stochastic variable is not included. | 


PRODUCTION FUNCTIONS AND THE THEORY OF 
INTERNATIONAL TRADE 


By SVEND LAURSEN” 


Certain recent contributions to the theory of international trade have 
led to a clarification of the relationships between international move- 
ments of goods and factor prices in the trading countries. In two impor- 
. tant articles Paul A. Samuelson has shown that, under certain condi- 
tions, free trade will equalize not only commodity prices but also the 
prices of the factors of production.! With the first of Samuelson’s articles 
as a starting point, Tinbergen has dealt with Samuelson’s general propo- 
sition as well as with some of the complications that arise in cases 
where the number of commodities is different from the number of 
productive agents.? It may also be appropriate at this point to mention 
Heckscher’s pioneer work in the field, since his paper was not made ac- 
cessible to English-speaking economists until quite recently.’ Still an- 
other contribution must be mentioned in this connection, an article by 
A. P. Lerner which makes use of a rather neat geometric technique.‘ 

The present study is intended to serve a dual purpose. In Section Iit 
illustrates the working of Samuelson’s principal theorem by means of 
simple arithmetic and geometric models. This part of the paper is 
somewhat more general than Samuelson’s approach because it is based 
on a set of simultaneous equations, while he singles out certain key 
relationships; but it in no way alters the validity of his conclusions. A 
minimum of attention is paid to the economic interpretation of the 
results, since they have been dealt with adequately by Heckscher and 
Ohlin, whose contribution, in brief, was to show how trade increases 


* The author is professor of economics at Brandeis University. He is indebted to Professors 
G. Haberler, L. A. Metzler and Paul A. Samuelson for helpful discussions. 


1 “International Trade and the Equalization of Factor Prices,” Econ. Jour., Vol. LVII 
(June, 1948), pp. 163-84, and “International Factor-Price Equalization Once Again,” Econ. 
Jour., Vol. LIX (June, 1949), pp. 181-97. 

1 Jan Tinbergen, “The Equalization of Factor Prices between Free-Trade Areas,” Metro- 
economica, Vol. I (July, 1949), pp. 39-47. This article gave rise to an interesting correspond- 
ence among J. E. Meade, Samuelson, and Tinbergen, that I have had the privilege of seeing. 

* Eli F. Heckscher, “Utrikshandelns verkan på inkomstfordelingen. ” Ekonomisk Tidskrift, 
1919, Del 2, pp. 1-32. The English version appears in Readings in the Theory of International 
Trade, ed. by Howard S. Ellis and Lloyd A. Metzler (Philadelphia, 1949), pp. 272-300. 

4 “Tactor Prices and International Trade,” Economica, Vol. XTX (Feb., 1952), pp. 1-15. 
Tbis article as now published was first prepared for a seminar at the London School of Eco- 
nomics in December 1933. The reader is also referred to “A Note on Mr. Lerner’s Paper” 
by L. F. Pearce, Economica, same issue. 
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q = Aasyt, 


where A is a constant and æ is a positive fraction. A function of this 
type displays the properties that are often associated with the relation- 
ships between inputs and output. The marginal productivity of X- 
depends on the total of Y used, and vice versa. For a given input of one 
factor, the marginal productivity of the other factor will decline with 
an increasing use of that factor. Third, since a+(1—a) =1, production 
functions of this type show constant returns to scale. Since the point 
is sometimes overlooked, there is reason to emphasize that by assuming, 
as we have, that the production functions are linear and homogeneous, 
we have excluded the possibility of long-run U-shaped cost curves. As a 
consequence, the number of firms is indeterminate. There is, of course, 
no particular reason to believe that linearity and homogeneity must 
always be associated with the production functions. It is, however, a 
convenient and simplifying device for the problems under investigation, 
~ and it does not limit the value of the conclusions in any significant 
way. In particular, indeterminacy as to the number of firms is without 
significance as far as prices and costs are concerned, t.e., the allocation 
of total output among firms does not, ex hypothest, affect unit costs. As 
long as freedom of entry exists, monopolistic price behavior is also ex- 
cluded, even if the number of firms is small. Potential competition will. 
force producers to follow the rules of perfect competition, both o7s-d-v1s 
the other industry within their own country and in their relations with 
the other country. When dealing with decreasing costs, we shall, of 
course, no longer be able to postulate perfect competition. : 

Before examining individual cases it is convenient to summarize the 
symbols used. 


Country I 
Commodity prices P, Py 
Factor prices Rx, RY 
Outputs , Qi, Qa 
Industry allocation of inputs X and Y 1, X: 
Vi, Vs 
Demand Dy, D: 





Case I. It is convenient to start with the conditions determining pro- 
duction possibilities. The first set of equations (1) shows the available 
supplies of the two factors of production: 


(1. a) vı +H z= 80 X+ X= 70 
(1. b) y E y = 160 Y; -+ F, = 90 


Throughout the argument we assume full utilization of inelastically 
supplied productive resources. 
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the demand for a factor which a country has in relative abundance ` 
while reducing the demand for its relatively scarce factors. Interna- 
tional trade thus has a tendency to equalize the relative returns to fac- 
tors in the trading countries. Samuelson’s main contribution is his 
fuller development of the implications of the Heckscher-Ohlin system. | 
Through a rigorous treatment, using the Heckscher-Ohlin assumptions, 
he has shown that factor prices will be equalized, absolutely and rela- 
tively, by free international trade as long as there is partial specializa- 
tion, with each country producing some of both commodities. The 
second purpose of the paper is to deal with some of the more complex 
situations that arise when the first simplified assumptions are relaxed. 
Special attention will be given in Sections II and ITI to cases where the 
number of factors differs from the number of products and to assumptions 
related to the production functions. 


LM odels for Trade between Two Countries Producing Two 
Commodities Using Two Factors of Production 


In the first place let us examine a simplified case of trade between two- 
. countries or, what is the same, one country against the rest of the world. 
The two countries produce but two commodities using two factors of 
production, and it is assumed that the supply of the two factors is 
constant and that they are always fully utilized. In order to simplify the 
analysis still further, it is assumed that in the aggregate the consumers 
spend constant proportions of their income on each of two commodities. 
Finally, itis assumed that their total expenditures add up to total in- 
come. Before trade the demand in both countries for each commodity 
is equal to the domestic supply; after trade has been opened up, it is, 
of course, only necessary that total world demand equal total world 
supply. 

In Sections I and I we shall work with the hypothesis that the pro- 
duction functions in the two countries are identical for the same com- 
modities, t.e., a given input of factors will always, for the same com- 
modities, produce identical outputs. This assumption is of decisive im- 
. portance for the subsequent argument. In Section III we will briefly 
discuss its implications and also the consequences of relaxing it. Further- 
more, we shall assume that returns to scale are constant, so that we 
need not distinguish between the production function of an industry 
and those of the firms composing the industry. This is not serious for our 
purpose, but it has the advantage of eliminating the problem of aggre- 
gation. 

It is, however, necessary to define the production functions in more 
detail. Without much loss of generality we shall use production func- 
tions of the Cobb-Douglas type. Let x and y be inputs of factors X and 
Y and g the physical output. We then have 
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A second set of equations (2); describing the relationships between 
inputs and outputs, has already been discussed above. The production 
functions used are: 


(2. a) q = 1.75x tyi" Qı = 1. 75X 14y p^ 
(2. b) ga = 1, 750g yg Qs = 1.75X3MY p 


It will be noted that the two commodities differ as to factor intensities, 
reflecting technological differences between production in the two fields. 

The first two sets of conditions enable us to determine the amounts 
produced for any given allocation of resources. However, not all of these 
possible combinations of factors represent optimal positions. Unless 
the ratios of the marginal physical productivities (MPP) of the two 
factors are the same in both lines of production, we have not achieved 
an optimal allocation of resources.® In this case they are: 





MPPofm y MPP otX, Y, 
(ean MPP of, 3m MPP of¥; 3X 
(3. b) MPP of x3 _ 392 MPP of X: _ 3Y, 

MPP of ys Xe MPP of Yn X: 


It will be noticed that the ratio of marginal physical productivities 
depends only on the relative proportions in which the two factors are 
applied. 

The following diagrams restate the argument up to this point. Figure 
1 is a modified Edgeworth box diagram.’ The dimensions of the boxes 
indicate the total factor supplies and any point inside the boxes cor- 
responds to a particular combination of the factors for each of the 
commodities (and thus corresponds to particular outputs of the two 
commodities). Of the infinite number of combinations we are, however, 
as explained above, interested only in the locus of points representing 
optimal positions, t.e., those combinations of factors where the ratios 
of marginal productivities are the same for both commodities. Geomet- 

§ Since we have specified the form of the production functions, the marginal productivities 


can be found by simple partial differentiation of equations (2). In this particular case their 
ratios are: 


ðq: ôt 
x yy OX, 345 
— = — and — - 
eg) 3a K vy 
ov oy: 


The ratios for County II are, of course, the same since they are derived from identical 
production functions. 


8 For a discussion of this type of diagram see W. F. Stolper and P. A. Samuelson, ‘“Protec- 
tion and Real Wages,” Rev. Econ. Stat., Vol. IX (Nov., 1941), pp. 58-73, now reprinted in 
Readings tn the Theory of International Trade. 
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xy 





Commodity 1 


CouNTRY I COUNTRY J] 
Fic. 1 


rically this locus of points is determined by the points of tangency of 
the isoquants. For a given output of one of the commodities we know, 
then, that the output of the other commodity has been maximized. — 
From this diagram it is easy to derive the familiar production-posst- 
` bilities curves showing the maximum outputs that can be attained 
when the factors are used in an optimal fashion (Fig. 2). 

The next step involves the derivation of supply and demand functions 
that correspond to the assumed quantities of the productive services 
and given technology and tastes. Price variables must now be introduced 
(commodity and factor prices). Since only relative and not absolute 
prices are of importance we can express these variables in terms of a 
numeéraire (p:= Pa=1). When trade opens up between the two countries, 
it is assumed that commodities flow freely (no trade barriers or costs of 
transportation). It follows that $:/p:=P./P:, where p= Pi=1. 

In order to obtain the world supply curve after trade, the conditions 
under which the industries work must be specified. From the production 
functions it follows that marginal cost always equals average unit 
' cost in both lines of production. Let us furthermore assume that prices 
equal marginal (and average) cost, t.e., that the industries are competi- 
tive. We then have 


(4, a) gh = are + ty P,Q; = XiR, + Vik, 
(4. b) Pagi = Hara + Yy PQ, = XR + an 


LAURSEN : PRODUCTION FUNCTIONS—INTERNATIONAL TRADE 545 





Country. H 
Fic. 2 


We can then for alternative price ratios determine each country’s 
supply and, by adding them, construct the supply curve for the world 
as a whole. Going back to Figure 2 this means, geometrically, that we 
want to find the points on the production-possibilities curves that have 
the same slope as the price lines. 

The demand curve is derived on the assumption that the consumers 
in each country spend three-quarters of their incomes on the first com- 
modity. A second assumption, that we shall make use of later, is that 
Country I spends the rest of its income on the second commodity: 


(5. a) tidy = Hpg + pegs) PD, = 2(P,0, + PQ) 
(5. b) pods = Ehi + paga) 


Finally, equations (6) express the fact that in equilibrium total world 
demand is equal to total world supply: 
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(6. a) ntea=aah+D 
(6. b) qs + Q: = di + D: 


It must be pointed out that the demand schedules are not of the 
ordinary “ceteris paribus” type. Rather they are of the “mutatis mu- 
tandis” variety, because each schedule is based on covariations in the 
price of the other commodity and also income. Since these other vari- 
ables respond in a determinate and predictable fashion, the demand 
schedules can be defined without ambiguity. 

Two further points must be discussed briefly. In the first place, why 
should the same price ratio that equilibrates the demand and supply 
for one of the commodities also be the equilibrium ratio in the market 
for the second commodity? Secondly, will the price ratio determined in 
the world market balance trade between the two countries? From equa- 
tions (5) it follows by simple addition and transposition that p1(¢:—4d:) 
= (d2— 2), i.e., Country I’s exports equals its imports. In other words, 
the assumption that all income is spent (Say’s Law) implies that trade 
must balance. This conclusion is of general validity and does not depend 
on the establishment of any particular price ratio in the world 
market. For Country IT the corresponding balance-of-trade equation is 
P(D1—Q1) = P2(Qa— Də). 

The proof that the price ratio that equilibrates demand and supply 
in the world market for the first commodity will also equate demand and 
supply in the second market proceeds as follows. If we call the equilib- 
rium price ratio in the first market (1/2), we then know from (6. a) 
that g1—4,=D,—Q1, for (:/ Pdo, or pilgi—di) = ~i(D:—(Q)). Combining 
this last equation with the above balance-of-payments equations that 
hold for any price ratio, and hence also for (p:/p2)o, we obtain d,4+-Ds 
= ¢2+Q:2. It thus follows that the same price ratio equilibrates both 
markets. 

For conditions after trade we have twenty-one equations. The num- 
ber of variables listed on page 542 is twenty-four. However, under the 
conditions of trade postulated above, it follows that p1/p:= P:/Ps. Set- 
ting #:.=P,;=1 the total number of unknowns has been reduced to 
twenty-one. The set of equations may, then, have a unique solution.’ 

Since d;=g, and da=q, without trade, equations (1) through (5. a) 

determine the value of the variables within each of our two countries 

7 It is possible that no set of values will satisfy the equations or, on the other hand, that 
they possess multiple solutions. A study of the Jacobian of the system tells us whether an 
equilibrium exists and is unique. A mere counting of equations and unknowns is not sufficient. 
For a fairly non-technical discussion of some of these problems, see W. Braddock Hickman, 
“The Determinancy of Absolute Prices in Classical Economic Theory,” Econometrica, Vol. 
XVI (Jan., 1950), pp. 9-20. The models constructed in this paper are all such as to give 


unique solutions that, furthermore, do not involve negative values of the variables, an outcome - 
that, of course, would be meaningless from an economic viewpoint. 
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before trade. The solution for the above set of equations is given in 
Table I. Note that the terms of trade resulting from the unrestricted 
movement of goods falls between those in the two countries before 
. trade. Each region’s relatively scarce factor has fallen in price relative 
to the abundant factor, and the result is complete HERE price equaliza- 
tion as well as complete price equalization. 

Case II. Let us next consider the case where one of the factors—say, 
Y—is perfectly mobile. In the absence of commodity movements factor Y 
will move from Country I to Country IT because of differences in 
remuneration. The new allocation of resources that emerges is such that 
the factor proportions are equal in the two countries. Furthermore, 
we can state that production will be everywhere carried out in the same 
way, that is, the factors of production will be combined in the same 
proportions for the same commodities. Finally, it follows that no trade 
. will take place in this case. A study of Table II shows that, apart from a 
certain reallocation of world output between the two countries, all 
other results are identical with Case I. Under free trade as under perfect 
` factor mobility, world output is the same, and is, furthermore, produced 
in identical fashion, though not in identical locations. Commodity and 
factor prices are also identical. 

Case ITI. The next case that has been chosen is one of complete 
geographical specialization. The purpose of this illustrative example 
is to show how differences in factor endowment may be so great that 
both countries, after the opening up of trade, specialize in the produc- 
tion of one or the other of the two commodities. How great the differ- 
ences in factor endowment must be to lead to specialization will de- 
pend on the coefficients in the production functions. If they are rather 
similar in the two industries, fairly small differences in endowment will 
lead to complete specialization. On the other hand, if the technical con- 
ditions differ a great deal, it is possible to “absorb” greater disparities 
in factor supplies before specialization occurs. (Another special case 
would be that where only one of the countries concentrates completely 
in one field.) 

The general set-up of the equations is the same as in Case I, the only 
difference being that we have substituted 


xı + 2, = 100 Ay Xo = 10 

wit y= 10 | Y, + F, = 100 | 
for the old equations (1). It will be noticed that in the case of complete 
specialization, international trade does not lead to an equalization of 
factor prices. 


Case IV. The main emphasis in this paper is on production functions 
and the endowment of productive resources. It may nevertheless be of. 
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interest to point out that, even if we assume identical production func- 
~ tions and the same relative supplies of the factors of production, trade 
may still take place whenever demand conditions are not the same be- 
cause of differences in tastes.’ In such a case complete specialization 
is never possible so long as some of both commodities is demanded. 
AS a consequence, international trade must always lead.to equalization 
of factor prices. For the sake of brevity no illustration is given. 

Case V. Up to now we have dealt with two cases of international 
trade: differences in factor endowment and differences in demand con- 
ditions. A third cause for trade remains: increasing returns to scale 
(decreasing costs). Models can, of course, be constructed even for this © 
case, but to do so here would require a discussion of a great many possi- 
bilities (monopsony in the domestic factor markets, bilateral monopolies 
in the international market, etc.). One general conclusion must be 
mentioned, however: complete geographical specialization will often 
result from increasing returns to scale and it is especially possible for 
factor prices to differ between countries. The significance of this point 
will become clearer in Section H. 


I. More Complex Cases Where the N umber of Factors Differs 
from the Number of Products 


Before we proceed to more complex situations, it will be useful to 
analyze the implications of the two-country, two-commodity model a 
little more closely. As we shall see, such analysis will facilitate the treat- 
ment of the more complex situations. Going back to the original set of 
equations, we can without specifying the countries rewrite (3) as fol- 
lows: l 














l ðQ dQ2 

ae) a (Rr = TA aX 
i 00, ðQ: 

(7. b) i (Rr = = Pt or. = P, am 


(In (3) the price terms in (7) cancel out.) 

The economic interpretation of the equations is a simple one: assum- 
ing perfect competition and perfect domestic mobility of the factors, 
we know that the marginal value productivities of each factor must be 
the same, within each country, in the two fields of production. We still 
have to prove, however, that 7,=Rx and ry,=Ry. Remembering that 
` the marginal physical productivities depend solely on the ratio in which 
the factors are combined and that the production functions are identical 


$ See on this point Bertil Ohlin, Interregional and International Trade (Cambridge, Mass., 
1933), passim. 
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for the same commodities, it can easily be shown that relative and abso- 
lute factor prices will be equal. Since we assume the goods differ in their 
factor intensities, and since commodity prices are equalized through 
trade, it is clear that the two conditions cannot be satisfied unless the 
same methods of production are used in both countries. The same factor 
ratios imply, however, the same marginal physical productivities and 
hence the same marginal value productivities, t.e., factor prices. 

Mathematically, what we have done is to couple two systems. The 
‘points of contact of the systems are, first, uniform commodity prices 
and, secondly, identical production functions. By concentrating his at- 
tention on the points of contact, Samuelson was able to establish his 
theorem about factor prices without explicitly including other parts of 
the equation systems that appear in our more general approach. Mathe- 
matically, it is now clear why factor prices may not be equalized under 
complete specialization. In this case, one of the ties between the econ- 
omies has been broken since the same methods of production are not 
used in both countries, and our argument in connection with equations 
(7) no longer applies. The production and price pattern is, of course, still 
determinate. | 

I turn next to the complications that arise when the number of coun- 
tries, commodities, and factors increases. | 

1. Adding more countries does not affect the analysis significantly. For 
each new country we can add a number of equations that equals the 
new variables and the general line of argument will be the same as be-, 
fore. As to the specific question of factor prices we can quote Tinbergen: 
“Evidently the equalization of factor prices will only exist as long as 
not one of the countries is forced—by its data in connection with those 
of the production functions and the price ratio—to specialize. Of course 
this becomes increasingly improbable as the number of countries in- 
creases, and in particular as the range of their population density 
widens.”’? ) l 

2. The problem of adding the same number of commodities and factors 
can be dealt with along the lines indicated abòve. Without going into a 
rigorous mathematical treatment in terms of the number of equations 
and unknowns, it can be stated that the number of contacts between 
the two systems is equal to the number.of commodities plus the same 
number of factors. Commodity prices will, of course, be equalized. 
Whether the same holds true for factor prices will, as in the two- 
commodity, two-factor case, depend upon differences in factor endow- 
ment. As long as these differences are not sufficiently large to lead to 
specialization in one or more fields, factor prices will presumably be 
equalized. 


E J. Tinbergen, op. cit., p. 44. 
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3. The case where there are more factors than goods produced is some- 
what more complex. The presumption here is against an equalization 
of factor prices. From an economic viewpoint this makes good sense. 
Let us take a situation with two countries, two commodities and three 
factors of production. Let us further assume- that the supply of two of 
the factors is the same in both countries, while it is different with respect 
to the third one. With commodity prices equalized by trade, it is easy 
to show that marginal physical productivities and hence factor re- 
muneration must be different in the two. regions. Both countries can 
produce some of both goods, but because of differences in endowment 
the proportions in which the factors are combined in the two industries 
must differ. In other words, with equal relative commodity prices, but. 
different, marginal physical productivities, factor-price differentials will 
exist. Why could similar reasoning not be applied in the two-commodity, 
two-factor case? The answer is that in the latter case relative factor en- 
dowment, as we have seen above, can be changed up to a point without 
affecting either relative commodity prices or marginal productivities. 
Differences in factor endowment can to some extent be absorbed by 
producing the two commodities in different proportions, since we have 
assumed that the commodities differ with respect to factor intensity. 
It is thus the commodity substitution which prevents the differences 
in factor endowment from being reflected in differences in marginal 
productivities. As has been pointed out repeatedly such a result holds 
true only up to a point; when the factor endowment varies considerably 
between regions, complete specialization will occur and the theorem no 
longer applies. — 

Mathematically, to return to the present case, the points of contact 
between the two systems are not sufficient to guarantee equal factor 
prices. It does not follow, of course, that the production and price pat- 
tern is indeterminate. The number of equations for the two systems is 
sufficient to determine the values of the unknowns, including factor 
‘prices. The important point, however, is that the equations that deter- 
mine factor prices are no longer- the same for the two countries. As a 
consequence their values need not be the same. 

4. The last case to be dealt with is one of more goods than factors. In 
` dealing with this situation, Tinbergen concludes: “If the number of 
factors is smaller than the number of products, specialization is always 
necessary and this no longer warrants the equality of factor prices.’”!° 
This conclusion does not seem justified. Neither the mathematics of the 
case nor economic common sense supports the view that a factor-price 
differential must then exist. That real wages of resources may be equal- 
ized even in this case can be seen from the following argument: Let us 
assume that the number of commodities is # and the number of factors 


19 bid; p. 47. 
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is m where n>m. As long as the two regions are ana close to- 
gether in factor endowment, the number of commodities produced in 
common will clearly be great. If this number of goods is at least equal 
to m, the number of factors, the two systems will, on being coupled, have 
a sufficient number of contacts to bring about complete factor-price 
equalization. On the other hand, if the number of commodities produced _ 
in common is less than m, factor prices will be different. In this last case, 
the number of common equations (of type (7)) is not sufficient to 
guarantee an equalization of factor prices. 

So much for the mathematics of the problem. As to the economics 
of the case, it stands to reason that a large number of commodities, 
especially if they differ as to factor intensity, are more likely to “‘ab- 
sorb” differences in factor supply than a small number (large and small 
is here related to the number of factors, t.e., we are comparing » with 
m). To express it another way, adding more commodities than factors 
reduces the probability of extensive specialization and hence increases 
the probability of factor-price equalization. 

In conclusion, a few words must be said about the production pat- 
tern that results in the case where the opening up of trade leads to the 
elimination of previous factor-price differentials. Since factor prices are 
the same in the two countries and the production functions ex hypothesi 
are identical, unit costs will be constant and uniform, which means, in 
turn, that the production and trade pattern is not determinate. This 
indeterminacy is, however, without economic relevance. Since cost 
conditions are uniform, it is a matter of indifference which country 
produces what commodities. The resulting trade balance must, of 
. course, be in equilibrium, but there is an infinite number of ways in 
which that balance can be brought about without affecting the con- 
sumption pattern in the two countries. 

since this last case is harder to visualize than the previous ones, let us 
illustrate the point by taking a simple model with three commodities 
and two factors. Going back to Case I in Section I, let us assume thata _ 
new commodity is introduced for which the production function in both 
countries is q; = %,'/#y,'*, Let us furthermore assume that a concomitant 
change takes place on the demand side. In both countries the consumers 
now spend respectively five-eighths, one-eighth, and two-eighths of their 
incomes on the three commodites. Total factor supplies as well as the 
production functions for the other commodities remain the same as in’ 
Case I. The world production of the new commodity can now be under- 
taken, without any change in either pı, p: or factor prices. The third 
commodity price can also be computed from our knowledge of the 
prices of the factors and the production function. In this case p= 2. In 
other words, within a certain range the price of this commodity will be 
determined by constant cost conditions rather than demand. 
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For each country the available supply- of factors determines, with 
given factor prices, the upper limit for the production of the new com- 
modity.” For Country I we find that ¢;$40, while for Country II the 
corresponding limit is 03360. Once these limits have been found we can 
determine, for each gs, the corresponding combinations of qı and q: (and 
similarly for the Q’s). In our illustration g:=200—g:, q.=40—gq,, 
Q: = 100— Q, and Q;,=60—Q,;. We can now construct Table IV show- 
ing different regional allocations of the same world output in which 
three alternative patterns, chosen at random, are shown. 


Taste IV.—Wortp Ovurrpur oF THREE COMMODITIES 





TIL. Significance of the Analysis 


The main theme of this paper has been the conditions under which 
international trade may lead to an elimination of factor-price differ- 
entials. In the simple two-factor two-commodity case we have seen 
that trade may lead to complete equalization of factor prices provided 
that regional differences with respect to resources are not so great as to 
lead to complete specialization. This conclusion is not affected by the 
number of countries considered, even if it must be admitted that the 
presumption of non-specialization becomes weaker as the number of 


n In our example these limits are determined by the following equations: 
k- 
Country I: [ a ke is | me i i 
* Lied" L.7s .25 1 Ai 
l % 
SY 100 + i Q 
Country II: [ “ae =[ 5 60 + m- Q 

.25 1 Q: 


where the left-hand sides indicate factor supplies, and the right-hand sides their uses in the 
three fields of production. 
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regions increases, Similarly, we have seen that adding the same number 
of commodities and factors will not affect the principal theorem unless ' 
regional differences are sufficiently large to lead to specialization in one 
or more fields. On the other hand, in cases where there are more factors 
than goods it has been shown that the presumption is against an equali- 
zation of factor prices. In the terminology of this paper, the points of 
contact between the two systems are not sufficient to guarantee equal 
factor prices. Finally, in the case where the number of goods exceeds 
the number of factors the outcome will once more depend upon the 
degree of specialization. Whenever the countries are sufficiently close 
together in factor endowment to make the number of commodities 
produced in common at least equal to the number of factors, the two 
systems will, on being coupled, have a sufficient number of contacts to 
bring about complete factor-price equalization. 

The treatment has throughout been purely analytical, that is, we 
have worked out the logical implications of certain postulated assump- 
. tions. As in all model building it has been necessary to make certain 
simplifying assumptions; the decisive issue is, however, whether these 
simplifications are of such a nature as to vitiate the importance of the 
conclusions drawn from the analysis. The mere fact that persistent 
differences exist between countries in spite of commodity trade and 
some international mobility of factors does not invalidate the theorem. — 
As has been pointed out, regional differences in the supply of productive 
resources may be too great for trade to lead to an equalization of factor 
prices. Similarly, economies of scale are apt to lead to complete speciali- 
zation in which case the theorem does not apply. 

While it is possible that the two qualifications just mentioned may 
be sufficient to account for existing price differentials, it is nevertheless 
important to look at some of the premises on which the theorem is based: 

(1) We have assumed perfect commodity mobility in our models. In 
reality costs of transportation and artificial trade barriers break up the 
world market. As a consequence, commodity prices are not equalized 
and our previous conclusions must of course be modified correspond- 
ingly. . 

(2) Neither is our implicit assumption about perfect price flexibility 
necessarily in accordance with reality. The existence of rigidities in the 
factor markets modifies our results in an obvious fashion. ` 

(3) The next comment relates to an assumption about factor in- 
tensities which has not been made explicit so far. In the previous 
analysis we have throughout assumed that even if factor intensities do 
change as a result of trade, they do not change to such a degree that we 
get a complete switch. For example, a commodity which is labor in- 
tensive in a closed economy does not become capital intensive when 
trade opens up. It can be shown that should such a switch take place 
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_the theorem no longer applies.2 While it must be admitted that this 
constitutes. a restrictive condition, it does not seem to be very im- 
portant on empirical grounds. 

(4) Of much greater significance is another of our premises: that ae 
production functions in the trading countries are identical for the same . 
commodities. If we write a production function in the general form © 


l g = ÅA 2 > > Ea, - 


where A denotes a constant and the x’s are inputs, we see that regional 
differences in production functions can arise in various ways. The A’s . 
may vary from country to country, indicating a different position of the — 
isoquants that, in turn, may be traced back to differences in productive 
conditions such as technical know-how or climate.” 

‘Secondly, the a’s.may, for the same x’s, be different, again reflecting 
differences in productive conditions. Finally, differences in production 
functions can be interpreted to mean that the collection of x’s is not 
the same in the trading countries. It should perhaps be stressed in this 
connection that the same production function can be written in different 
ways. For example, if humidity is important in certain fields of produc- 
tion, that fact might be taken care of by including humidity among 
the x’s with a.specific and presumably different value for each country. 
In that case the general form of the functions would everywhere be 
identical for the same commodity, but for the same combinations of 
other factors the actual output would of course differ according to the 
presence or absence of humidity. Alternatively, we may choose not to 
include humidity among the w’s. As a consequence, production func- 
tions will no longer be identical. The fact that productive conditions 

vary will now be expressed in different values for the A’s and a’s. 

While this interpretation is quite clear, literary expositions of the 
theory of international trade have tended to lump productive resources 
into a few broad categories. Needless to say, prices of factors in such 
broad categories will not behave in the way described in this paper. On 
the other hand, if factors are defined finely (as they should be) accord- 
"ing to the criterion of substitutability, a reduction in the number of 
commensurable factors is likely to result. 

What if we relax the assumption of identical MER functions? 
_ Can anything then be said, in general, about the relationship between 
international trade and factor prices? The answers to these questions 

% See A. P. Lerner, of. cil. Recently this point has been greatly emphasized by S. F. James 


and I. F. Pearce, “The Factor Price Equalization Myth,” Rev. Econ. Stud., Vol. XTX, 
(1950-51, No. 2), pp. 111~120. i 2% 
18 See on this point Samuelson’s distinction between two senses that may be given to the 
term “factor of production”: (a) a concrete input and (b) a condition which has a bearing 
upon production but which is not an input such that the more we use of it, the less there is 
left, P. A. Samuelson, “International Trade and Equalization of Factor Prices,” Section XI. 
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are quite simple. Equations (7) and the subsequent argument do not 
apply to this new case. For those factors that are found in all the 
trading countries—and it is of course only such factors we are in- 
terested in here—no necessity exists for prices to be equalized. Com- 
modity prices will be the same, but marginal physical productivities 
will vary according to the different forms of the production functions. | 
It follows that marginal value productivities, that is, factor prices, will 
not be equalized. This argument is independent of the various inter- 
pretations we can give to our new assumption of different production 
functions. In terms of our analysis in Section II we can say that the 
number of equations our countries have in common-—the number of 
contacts—is insufficient to guarantee price equalization for commen- 
surable factors. Special cases may be constructed where it is possible to 
be more definite, and where, for instance, it can be said that commen- 
surable factors have a tendency to receive equal returns. In view of the 
limited applicability of such cases, however, it does not seem useful to 
pursue the subject any further here.™ 

In spite of the ambiguity that arises in cases of nonidentical produc- 
tion functions, the theorem is of some significance. The line of thinking 
that goes back to Heckscher and Ohlin, and has recently been developed 
by Samuelson, has contributed to our understanding of the relationships 
between international trade and the relative returns to factors in the 
trading countries. It is important, of course, to keep clearly in mind the 
various simplifying premises on which the analysis is based, but in this 
respect it is not different from any other piece of analytical reasoning. 
To complete the story it would be necessary to examine the empirical 
validity of the assumptions before the theoretical argument can be 
applied to actual country situations. Prior to such an investigation it is, 
however, essential to have a theoretical model which states what data 
are to be secured and also how they can be combined within the frame- 
work of the model. It is with these latter problems that this paper has 
dealt. . 


"M In classical models, say in Ricardo, the starting point is also cost differences, but it is not 
quite clear what conditions give rise to divergent ratios. At least two alternative explanations 
are possible. In the first place, Ricardian ‘labor’? may actually not be commensurable in the 
trading countries and hence not have the same productivity in different fields. A second possi- 
ble explanation is that the Ricardian analysis, even if it is in terms of labor, nonetheless implies 
the existence of other factors. As is well known, Ricardo often makes certain simplifying as- 
sumptions in order to eliminate the influence of land and capital. For our purpose the most 
important ones are (1) that labor and capital are employed in the same proportion in all fields; 
and (2) that the relevant cost ratios are determined on the margin of no-rent land. Leaving 
out the possibility, just discussed, that labor is not commensurable, and accepting Ricardo’s 
simplifying assumptions for the sake of the argument, regional differences in cost ratios can 
only result from regional differences in production functions or from different positions of the 
no-rent margin. Not all of this is, of course, stated explicitly in Ricardo, but the conclusion 
seems inevitable within the framework of his analysis. 


A NOTE ON MULTI-COUNTRY TRADE’ 


By Gary S. BECKER* 


Extensions of the classical international trade models from two coun- 
tries and two commodities to many countries and many commodities 
have recently been attempted. The work of Frank Graham is well 
known.? Stimulated by Graham’s. work, Elliott® has developed a geo- 
metrical model—under the assumption ‘of constant costs—in order to 
discuss the case of two countries trading in many commodities, 

The geometrical models hitherto employed have been restricted to 
two countries. Some opinion appears to exist that a simple geometrical 
model for discussing multi-country trade is not possible.* The purpose 
of this note is to develop a geometrical model for discussing multi- 
country trade with two commodities. This is done via a natural gen- 
eralization of the Marshall-Edgeworth reciprocal demand technique 
(which has been employed for two countries). We shall proceed from 
a model with the simplifying assumption of constant opportunity costs 
to a model with general cost (and utility) assumptions. This involves 
an extension of the opportunity cost analysis to many countries. One 
application of our technique will be a rigorous derivation of the offer 
curve “of the rest of the world.” Free competition, no transportation 
costs and a constant level of resource employment will be assumed 
throughout. In Sections I and II we assume constant opportunity costs 
in each country. 

I 


The discussions of Marshall and Edgeworth consisted, to a large 
extent, in the interpretation of diagrams similar to the one shown in 
Figure 1. Along the horizontal axis we measure units of commodity b, 


* The author is a graduate student at the University of Chicago. 

* This note is taken from a larger essay originally submitted as a senior thesis In the 
department of economics and social institutions of Princeton University, The author has 
benefited from the comments of several members of the economics departments of Princeton 
and the University of Chicago. 

7 His final effort was The Theory of International Values (Princeton, 1948). 

7G. A. Elliott, “The Theory of International Values,” Jour. Pol. Econ., Vol. LVII, No. 
1 (1950), pp. 16-30. 

* For example, Metzler said, “I suspect .. . that the reciprocal demand technique breaks 
down when the number of countries exceeds two.” See L. Metzler, “Graham’s Theory 
of International Values,” Am. Econ. Rev., Vol. 40 (June, 1950), p. 315. 
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and along the vertical axis units of commodity c. A exports b and im- 
ports c. C exports c and imports b. OC is the reciprocal demand curve 
of C and OA is the reciprocal demand curve of A. The slope of OA’ 
measures the number of units of c that must be given up in A to obtain 
one unit of b. The slope of OC’ has a like interpretation for C. The 
barter rate of exchange of units of c for units of b is measured by slopes 
of lines through the origin. OR’ is the equilibrium amount of c con- 
sumed in A in the absence of any possibility of international trade.” 
Therefore, A is willing? to import up to OR’ of c at a barter exchange 
rate equal to its opportunity cost ratio. But it demands better terms 
as an inducement to import larger quantities of c. OD’ is the equilib- 
rium amount of b consumed in C in the absence of international trade. 
Therefore, C is willing to import up to OD’ of b at an exchange rate 
equal to its opportunity cost ratio. But it demands better terms as an 
inducement to import larger quantities of b. Long-run equilibrium is 
at P. At a price ratio measured by the slope of OP, supply of both com- 
modities equals the-demand for these commodities. 

We shall now show that a generalization enables us to deal with trade 
in two commodities conducted by many countries. Let us suppose only 
three countries A, B and C. There are two commodities, b and c. In A, 
assume that c can be transformed into b at the constant rate of 1c = 7b. 
In B, let lc = 5b. In C, let le = 3b. | 

It is apparent that the world equilibrium rate of exchange is re- 
stricted to the interval 3b < 1c < 7b. For if 1c > 7b, then all countries 
can maximize their advantage from trade by completely specializing 
in c. This, therefore, cannot be an equilibrium position. If 1c < 3b, 
then all countries will desire to specialize completely in b. This too is 
impossible. It further follows that in the open interval 3b < Ic < 7b, 
A will completely specialize in b, and C will completely specialize in c. 
Our first problem is to determine which commodity (commodities) B 
will produce: if lc < 5b, B will specialize completely in b. If 1c > 5b, 
B will specialize completely in c. If 1c = 5b, B will, in general, produce 
both commodities. 

We approach the solution to this problem in the following manner: 
Treating the equilibrium exchange rate as a parameter, let us suppose 
that it lies in the open interval 5b < 1c < 7b. Then B and C will special- 
ize in c, and A will specialize in b. A will buy indiscriminately from B 
and C. B does not trade with C since they are exporting the same com- 
modity, c. Both B and C will buy b from A. Since B and C do not trade 
with each other, it is possible to combine the reciprocal demand’ 


See J. Viner, Studies in the Theory of International Trade (Harper, 1937), pp. 546-48. 
* We of course mean that individuals in A are willing. ... 


"In this paper, we use the words “offer curve,” “reciprocal demand curve” and “supply- 
demand curve” interchangeably. 
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Ficure 1 Figure 2 


schedules of B and C into one aggregate reciprocal demand schedule. 
At any given price ratio we add to the maximum amount of c desired 
to be exported from B, the maximum amount of c desired to be exported 
from C. And at this ratio, we add to the amount of b desired to be im- 
ported by B, the amount of b desired to be imported by C. We do this 
for all price ratios. If now we transform these schedules into curves, 
we have an offer curve which represents countries B and C with their 
international transactions combined (see Figure 2).. OC is the offer 
curve of C,.OB is the offer curve of B, and OHEFG is the offer curve 
of countries B+C’ 

We shall now employ our construction to oban some interesting 
results. First, we shall show that whether or not B exports c (ż.e., 5b < 
ic < 7b) is independent of all non-cost factors in B (e.g., tastes, size), 
and is completely determined by the cost and utility conditions of A 
and-C, and the cost conditions of B. | 

In Figure 1, A and C are the only countries in the world, and long- — 
run equilibrium takes place at P. Now we introduce B. Then if OP 
has a slope less than the opportunity cost ratio in B (equal to 1/5), B 
will either specialize completely in c (and therefore export this good) . 
or produce both c and b, and export (if any) c.° Let us consider Figure 
3. OC is the reciprocal demand curve of C, OA is the reciprocal de- 
mand curve of A, and OB’ represents the opportunity cost ratio in B. 

*This geometry is somewhat different from that employed in the usual addition of 
domestic supply or demand curves, since on a Marshall-Edgeworth diagram relative price 


is measured by the slope of straight lines through the origin. However, if we use Viner’s 
“terms of trade” diagram (Viner, op. cit., pp. 538-48), then we have the usual addition. 


” The following assumes we are dealing with offer curves of the usual shape, or we con- 
fine our attention to the section of more general curves where the usual shape exists. 
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FIGURE 4 


ODEFG is the combined offer curve of B and C, under the assumption, 
of course, that they both produce c. Since by assumption OP lies to 
the right of OB’, it follows that ODEFG must intersect OA in some 
point P’. This point P’ must either be on OB’ or on a line to the right 
of OB’. (It will lie on OB’ if the equilibrium amount of b consumed by 
B in isolation, #.e. E’F’, is greater than or equal to E’J’.) It follows 
that P’ measures a possible position of long-run equilibrium for all three 
countries. For our explicit assumption in constructing ODEFG was that 
either B completely specialized in C, or that B produced both com- 
~- modities but exported c. It is apparent from Figure 3 that at the re- 
sulting equilibrium exchange rate, B completely specializes in c. At a 
price measured by the slope of OP’, A will export OQ’ of b, and import 
P’Q’ of c. C will export RR’ of c, and import OR’ of b. B will export 
P’Q of c, and import RQ of b. 

_It remains to show that P’ is the only point of equilibrium, t.e., it is 
_ unique. This is equivalent for our purposes to showing that an equilib- 
- rium cannot be obtained when B specializes completely in b, or when B 
produces both c and b, but exports b. These are precisely the conditions 
for which it would be admissible to “add” the offer curves of B and 
A. The aggregate curve resulting from this addition is given by OHJKL, 
where KK’ is the equilibrium amount of c consumed by B in isolation.” 


* Thus from a knowledge of both E’F’ and KK’ we obtain a crude estimate of the 
utility function of B, and a picture of the productive size of B. 
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It is obvious that OHJKL cannot intersect OC at a point on a line from 
the origin which lies to the left of (or on) OB’, since it already intersects 
OC at P, and if OC has the expected shape, it will not intersect OC 
again. But this™ is a necessary and sufficient condition for B either to 
specialize completely in b or to produce both goods while exporting b. 
We now observe that OB’ is determined by the cost conditions in B, 
and P is determined by the cost and demand conditions in A and C. ` 
Second, if the opportunity costs in A, B and C and the supply-demand 
conditions in A and C are such that P lies on OB’ (see Figure 3), then 
the long-run equilibrium rate of exchange between c and b is equal to 
the slope of OB’. B will not engage in international trade. The equi- 
librium in B is the same in this case as the one that it attained in the 
isolated state: j.e. (from above) it consumes E’F’ of b and KK’ of c. 
Third, given two “extreme” countries A and C, and a third country B 
with a given “set of wants,” then for each of these two countries A and C, 
the greater the disparity between the cost structure in their own country 
and the cost structure in the third (“middle”) country B, the better off 
they will be. This follows from common-sense considerations and from 
the above analysis: for let the reciprocal demand curves of A and C 
intersect in P. Then as far as A is concerned, it would prefer to have B. 
export large quantities of the same commodity as C and thus change 
the terms of trade in a direction favorable to A. But the likelihood that 
B will export large quantities of the same commodity as C is increased 
(as we have seen above) the further apart are the opportunity cost lines 
representing A and B respectively.” Similar considerations exist for C. 
The “middle” country B will, ceterts paribus, prefer to exist with one 
relatively large and one relatively small country, with the large country 
having costs very different from its own. The reader can easily show 
Let us now deal briefly with four countries, A, B, C, and D. Assume 
the general cost pattern of Figure 4. Three possibilities exist: (1) A, 
B and C all export b, while D is the sole exporter of c. In such a case, 
the long-run equilibrium point must lie in the closed region bounded by 
the lines OD’ and OC’. This situation will occur if D is very large rela- 
tive to A, B and C. (2) B, C and D all export c, while A is the sole 
exporter of b. In this case the long-run equilibrium point will lie in the 
closed region bounded by the lines OB’ and OA’. This occurs if A is 
very large relative to B, C and D. (3) C and D both export c, and A 


| u 7e., the intersection ‘of OHJKL with OC on 4 line to the left of (or on) OB’. 

2 We see that A can be made better off by the introduction of a third country B, since 
both the terms of trade can become more favorable, and A’s total amount of trade can 
increase, This is not to be confused with the tariff arguments for bettering one’s terms of 
„trade, since the tariff usually decreases the total volume of trade of the levying country. 
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and B both export b. In this situation the equilibrium point must lie 
in the closed region bounded by OC’ and OB’. Case (3) is shown in 
Figure 4, OD is the offer curve of D, OA is the offer curve of A, 
OJKLM is the combined offer curve of D and C, OEFGH is the com- 
bined offer curve of A and B, P is the equilibrium point indicating the 
total amount imported and exported in the world at the equilibrium 
price ratio given by the slope of OP. As to be expected, we do not know 
from the figure alone, the amount of c A and B import from C and the 
amount they import from D. Likewise for the imports of b by C and 
D. However, the distribution of exports of b between A and B, and of | 
exports of c between C and D is rigorously determined by each of their 





offer curves. Observe further that (1), (2) and (3) are the only pos- 
sibilities in the four-country model. Note finally that one and only one 
of these possibilities will determine an equilibrium position. 

Now assume N countries, A, B,... Y, Z. An infinity of theoretical 
possibilities exist for the distribution of cost conditions among these 
countries. If we assume different cost conditions in these countries, the 
cb plane will be covered by a large number of straight lines (see Figure 
5). If c represents agricultural goods and b represents industrial goods, 
then we may say that A and B are highly industrial countries; Y and Z 
are highly agricultural countries. These countries will continue to 
specialize in a given commodity” for most of the admissible terms of 
trade. 

Given the offer curves of all countries we can proceed by trial and 
error to find the long-run equilibrium position. Easily established exist- < 


“For A and B good b; for Y and Z good c. 
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ence and uniqueness theorems assure us that one and only one such 
position exists. By straightforward generalization from the three- and 
four-country models we know that N-1 possibilities exist (in the sense 
of which countries export which goods). The determination of this 
equilibrium point can be shown by Figure 5. Of represents the aggre- 
gate reciprocal demand curve of all countries exporting c, and.O¢ rep- 
resents the aggregate reciprocal demand curve of all countries exporting 
b. Both of these offer curves are composed of various curvilinear and 
rectilinear sections. Equilibrium takes place at P, at a price ratio meas- 
ured by the slope of OP.” 

Note the following: 

1. In general each country will import from many other countries 
and will export to many other countries. With no ome country need its 
payments and receipts be balanced, Hence we have (in this limited 
sense) multilateral trade. Of course, from our diagram we can only | 
determine the total quantity of exports and imports of any country, and 
not the distribution of exports and imports among other countries. 

2. Again it follows that a given country would prefer to have the cost 
lines of other countries situated far to the left (or right) of its own op- 
portunity cost-line. When this occurs, the terms of trade will be more 
favorable than otherwise. This implies that the relative position of a 
country’s opportunity cost line is as important a determinant of its 
terms of trade as its relative size. | 


H 


As an application of our technique, we now proceed to a rigorous 
derivation of the offer curve “of the rest of the world.” This concept 
has often been employed in the international trade literature, although 
(toa large extent) an explicit derivation has been lacking. Consistent 
with the spirit which motivated the use of reciprocal demand curves, the 
construction which follows will imply the working out of forces in gen- 
eral equilibrium fashion. 

Assume that at all admissible rates of exchange A exports b (4.e., A 


“There is an interesting relation between Elliott’s results (based on two-country trade 
with many commodities) and our results (based on two-commodity trade with many coun- 
tries). Elliott derives an offer curve for a single country which has a symmetry with our 
combined offer curves. A section of infinite elasticity on Elliott’s curve is due to the given 
country being indifferent whether to import or export at least one (of the many) com- 
modity. On our combined curves, a section of infinite elasticity is due to at least one (of 
the many) country being indifferent whether to import or export a given commodity. As 
we change the terms of trade, further sections of infinite elasticity are introduced; on 
Elbott’s curve due to the given country being indifferent between the import and export 
of other commodities, on ours due to other countries being indifferent between export and 
import of the given commodity. 
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is an “extreme” cost country). Suppose that the world equilibrium rate 
of exchange has been obtained. At this equilibrium rate, one can find 
the difference between the total amount of b demanded, and the total 
amount of b supplied by countries other than A. We can also find at this 
rate the difference bétween the amount of c supplied, and the amount 
of c demanded by all countries other than A. We can do this for all 
terms of trade. We must remember, however, that when the terms of 
trade deviate appreciably from the equilibrium rate some countries 
which exported one of the commodities at the equilibrium rate will ex- 
port the other commodity at this new rate, #.e., the commodity which a 


c 





FIGURE 6 


given country exports depends on the terms of trade obtainable. Of 
course, this must be taken into account in our construction. The excess - 
demand-excess supply curve with which we end up is the true offer 
curve of “the rest of the world.” It shows the net amount offered and 
supplied of commodities c and b, respectively, by all other countries. 
The curve is shown in Figure 6. The offer curve of A intersects the 
rest of the world’s offer curve at a price ratio measured by the slope of 
OP. Our method of construction assures us that the price ratio meas- 
ured by the slope of OP is the world equilibrium price ratio. 

Notice the lack of symmetry. The offer curve of the rest of the world 
is necessarily composed of many curvilinear and rectilinear sections," 

™ By “rectilinear section” we mean a segment of a straight line which passes through the 
origin. The length of the rectilinear Section associated with a country is determined by the 
productive size of that country. Indeed, the b coordinate for any such rectilinear section Is 


the maximum amount of b that can be produced by the country in question when specializ- 
ing completely in b. Likewise for c. The proofs are quite easy. 
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while the offer curve of a single country has (under ordinary demand 
conditions) only one rectilinear section.** Further, to get a complete 
picture of the offer curve of the rest of the world, the third quadrant 

must also be introduced. l 

- The rest of the world’s offer curve clearly embodies utility and cost ` 
conditions of all the other countries in the world. Observe also that the 
rest of the world’s offer curve is apt to be very elastic; and, ceteris 
paribus, the greater the number of individual cost lines, the more elastic 
it will be. Loosely, we may say that the more countries there are, the 
more elastic this offer curve will be, This large elasticity is principally 
a consequence of the fact that the commodity produced in and exported 
from a country depends on the terms of trade: as the terms of trade 
‘deviate from the equilibrium terms of trade in favor of countries al- 
ready exporting b, some countries which exported c at the latter terms 
of trade will now export b, etc. In our construction of the excess de- 
mand-excess supply curve, this is accounted for. | 

If A’s offer curve shifts as shown in Figure 6, then, due to the large 
elasticity of ORW, no change or only a small change will occur in the 
terms of trade. There will be no change if OA and OA’ intersect ORW 
on the same rectilinear section, #.e., if one or more countries are initially 
producing both commodities and therefore can alter their production 
without loss to compensate for A’s changed demand. The factor limit- 
ing the magnitude of the change in the terms of trade is that it will often 
happen that a small change in the terms of trade will induce some coun- 
tries to change their export commodity. 

We could construct a rest-of-the-world diagram to discuss any coun- 
try, no matter where it is located i in the cost structure. We shall, how- 
ever, omit this.’ 

Tn the usual discussions of the rest-of-the-world diagrams there is 
no explicit construction of the offer curve of the rest of the world. The 
elasticity and shape of the curve have not been drawn correctly.” 
Further, there seems to be an inconsistency in assuming that on the one 
hand we are a small country imbedded in a large world, and on the 
other hand we can appreciably affect the terms of trade by “normal” 
shifts in our demand. 

Itt 

As a further generalization of our technique we shall now proceed to - 
show that situations of variable opportunity costs can be treated in 
almost exactly the same manner as constant opportunity costs. Hence 

** The number of rectilinear sections in the rest of the world’s offer curve does not neces- 
sarily represent the number of countries in the rest of the world, since countries may have 
the same opportunity costs. But it is a good approximation. 


* Unless we assume (as an idealization) that there is an infinite number of countries. 
See below, p. 568. 
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with minor and obvious changes, al of. the analysis in I and II can be 
applied to situations of variable opportunity costs. Thus we hope to 
synthesize the general opportunity cost analysis with the multi-country 
analysis and simultaneously to answer those critics who justly objected 
to the assumption of constant opportunity costs in (say) Graham’s 
discussions, and to the assumption of two countries in the usual op- 
portunity cost discussions.” 

With increasing opportunity costs, a country will produce both com- 
modities in equilibrium situations. It is quite obvious that there exists 


Q : + 
FIGURE 7 

a rate of exchange at which the international equilibrium for this coun- 
try is equal to the domestic equilibrium, ż.e., at this exchange rate the 
country neither imports nor exports.’® Let us call this the “no trade 
rate.” For all rates of exchange at which the relative price of c is higher 
than at this exchange rate the country will export c—although it pro- 
duces both commodities. For all exchange rates at which the relative 
price of c is lower than at the “‘no trade rate,” it will export b—although 
producing both commodities. Thus the offer curve of this country will 
be in the first and third quadrants., This curve will be tangent at the 
origin to its “no trade line” through the origin. In one price interval, it 
exports c and imports b, and in another price interval, it exports b and 
Imports c. . 

On account of the differences in cost and utility conditions among 
different countries, this “no trade rate” will usually be different for 

As Metzler observed (op. cit., p. 317), “. . . in practical applications , . . the product- 


substitution approach has thus far been limited largely to the case of two commodities and 
two countries... .” 


= See, for example, W. W. Leontief, “The Use of Indifference Curves in the Analysis of 
Foreign Trade,” Quart. Jour. Econ., Vol. XLVI (May, 1933), pp. 493-503. He employs 


community indifference curves to show this. But it is obviously true, even without this 
assumption. 
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different countries, #.e., the “no trade lines” will have different slopes 
for different countries. What is fundamental: these “no trade lines” can 
play almost exactly the same rôle in our theory as the opportunity cost 
lines played. Thus for both types of lines and for all relative price lines 
to the left of these lines, the country in question will export b and 
import c. And for price lines to the right of these lines, the country in 
question will export c and import b. 

To emphasize the similarity we shall now oa dér the three-country 
case when all countries A, B and C produce under conditions of increas- 
ing opportunity cost. We have the diagram in Figure 7 (page 567). OC’ 
is the no trade line of C; similarly for OB’ and OA’. OA is the reciprocal 
demand curve of A; OC is the reciprocal demand curve of C. These 
curves intersect at P which is a point on a line OP that is to the right of 
OB’, As in Section I, this means that B will be an exporter of c. The 
reciprocal demand curve representing both B and C is given by OEF. 
The total amount traded is given by the coordinates of P’; the equilib- 
rium’ price ratio is equal to the slope of the line from the origin passing 
through P’. Thus once more we have the “extreme” countries de- 
termining the export commodity of the “middle”” country. It follows 
that if the reciprocal demand curves of the extreme countries intersect 
at a point on the no trade line of the middle country, the latter country 
will not engage in international trade. 

If we let the number of no trade lines increase indefinitely so that in 
the limit a region in the cb plane is completely covered with these lines, 
and if we construct the offer curve of the rest of the world which is 
relevant to, say, A, then this offer curve will have the smoothness and 
shape of the offer curves drawn by Edgeworth and Marshall. Thus 
we see that a complete justification for the shape of the rest of the 
world offer curve as usually drawn is provided by assuming that there 
is an infinite number of countries and that there is continuous varia- 
tion in the no trade lines (4.e., cost and utility conditions) of these | 
countries; a similar shape of the offer curve of the rest of the world 
is obtained in the constant cost case when the number of opportunity 
cost lines increases indefinitely so as to completely cover a region of 
the cb plane.” . 

Pitas this case, the relative position of a country is determined by cost ond utility con- 

tions. 

7 See F. Y. Edgeworth, Papers Relating to Political Economy (London, 1923), Vol. IY, 
and A. Marshall, Money Credit and Commerce, Appendix j. 

= This section shows that Graham’s general position is not really dependent on the as- 
sumption of constant opportunity costs. However, our discussion seems to imply that some 
of the rigidity in Graham’s arithmetical models is due to assuming too few countries. 


Elliott (op. cit., pp. 22-25) has previously obtained the result that some of the rigidity in 
Graham’s models is also due to assuming too few commodities. 


A COMPARISON OF PRODUCTION DURING THE 
DEPRESSIONS OF 1873 AND 1929 


By Ira O. Scorr, JR.* 


I 


Much of the literature devoted to the subject of growth and economic 
progress seems to assume that depressions during the twentieth century 
have been in some sense more severe than those occurring during the. 
nineteenth century. Despite this assumption, little attention has been 
given to the problem of actually comparing the severity of various busi- 
ness cycles. An exception appears in a note by A. Ross Eckler, “A 
Measure of thé Severity of Depressions, 1873-1932." In the Eckler 
study, the severity of a given depression was assumed to be proportional 
to the percentage decline taking place between the trough and the pre- 
vious peak, Six annual series were made the basis of his comparison: 
railroad operating revenue, value of total merchandise imports, pig iron 
production, cotton consumption, coal production (anthracite and 
bituminous), and clearings for selected cities. Eckler’s ange. for the 
three most severe depressions are given in Table I. 

Though the series included in his study are representative of impor- 
tant sectors of the economy, the results Jack force due simply to the 


TABLE I.—EcKLER DATA ON THE SEVERITY OF DEPRESSIONS 


Average Percentage Rank in 

Declines Severity 
1873-1878 33 2 
1920-1921 32 3 
1929-1932 56 1 


* These percentages are necessarily approximate, since they are taken from the histogram 
appearing op. ctt., p. 77. 


* The author is a teaching fellow in economics at Harvard University. He wishes to 
acknowledge his indebtedness to Professor Duesenberry, who first suggested that this study 
be undertaken, and to both Professors Duesenberry and Fellner, who made many helpful 
suggestions for the improvement of this paper. Any errors are, of course, the author's sole 
responsibility. - 


* Review of Economic Statistics, Vol. XV, No. 2 (May, 1933), pp. 75-81. For a com- 
parison of cyclical movements in seven time series (primarily financial) before and after 
1914, cf. A. F. Burns and W. C. Mitchell, Measuring Business Cycles (New York, NBER, 
1946), pp. 406, et. seq. 


- 
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small number of series sampled. In addition, the duration of a cyclical 
decline should surely be included along with amplitude in any investi- 
gation designed to measure the severity of a depression. Finally, Eckler 
selected his highs and lows with reference to lines of trend, rather than 
basing them on the original data. The arbitrary element involved in 
trend- elimination techniques is well known to students of business 
cycle analysis.* The choice of the method used to eliminate secular trend 
will affect the timing and number of cycles as well as their respective 
duration and amplitude. Moreover, the hypothesis under consideration 
is that twentieth century business cycles are more severe than those of 
the preceding century, the presumption being that any difference in 
severity stems from the influence of secular or long-run factors. It is 
precisely for this reason that no attempt should be made to remove the 
trend factor—that is, the raw data should not be manipulated in any 
way that might obscure the element of growth. 


O 


In order to shed more light upon the above premise, it was decided 
to attempt a comparison of the depressions beginning in 1873 and 
1929.° Since investment and income figures are not available on an an- 
nual basis for the earlier period, a number of secondary sources were 
examined in order to obtain the available physical product series. In 
addition, certain miscellaneous time series which manifest a high degree 
of cyclical sensitivity were included. Reference was made to a wide 
variety of primary sources in order to collect the corresponding data 
for the later period. 

For the purpose of this investigation, two measures of severity were 
computed, namely, duration and amplitude. The duration of a cycle is 
defined herein as the time in years required for production to regain 
its previous peak.* A measure of the amplitude was obtained by com- 
puting the ratio of the difference between the trough and previous peak 


*For a discussion of the problems of trend-cycle separation, cf, Edwin Frickey, Economic 
Fluctuations in the United States (Cambridge, Harvard University Press, 1942), Chap. 1. 


* The choice of the depression of 1873 as the depression in the nineteenth century of com- 
parable severity to the depression of 1929 for the twentieth century perhaps needs no 
justification. However, it is noteworthy that even contemporary analysts saw in this de-. 
pression something novel in its severity. Cf. Samuel Rezneck, “Distress, Relief, and Dis- 
content in the United States During the Depression of 1873-78,” Jour. Pol. Econ., Vol. 
LVIII, No. 6 (Dec., 1950), p. 496. 

For a description of the earlier period as one of progress rather than of depression, cf. 
H. L. Beales, “ “The Great Depression’ in Industry and Trade,” Econ. Hist. Rev., Vol. V, 
No. 1 (Oct, 1934), pp. 65-75. 


i The alternative method of using a peak-to-peak measure was precluded by the impact 
of war and its aftermath in the later period. © 
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to the previous peak. Hence, the greater the ratio, the more severe the 
decline. If more than one trough of approximately the same level 
occurred during the decade of the cycle, that trough nearest the pre- 
vious peak was chosen as representative of the cyclical downswing. 

In order to facilitate making a comparison of fluctuations in the in- 
dividual series, a coeficient of comparison was defined: 


y ditt 
7 = ; 
doro 


where də and fo represent the duration and ratio, respectively, of the 
earlier cycle, dı and rı the later cycle. n is greater than, equal to, or 
less than unity as the later depression is more severe, of equal severity, 
or less severe than the earlier depression.’ If the duration and amplitude 
of the later cycle-are both twice as great as the duration and amplitude 
of the earlier cycle, n = 2; or, by this measure, the later depression is 
twice as severe as the earlier depression. 

All findings are given in Table II below. 

The series are grouped under Agriculture, Fishing, Minerals and 
Power, Manufactures, Transportation, and Miscellaneous, the groups 
containing 34, 1, 16, 8, 12, and 3 series respectively. Although produc- 
tion series? are predominant in the survey, certain import and “con- 
sumption” series have been included because of the presumption of 
income sensitivity or because they reflect activity at a later stage of 
production. Imports are for the most part “net.” The consumption data 
refer to industrial utilization rather than household consumption. In 
the miscellaneous group, the postal series are included because of their 
high degree of cyclical sensitivity.’ 

In general, value figures have been omitted. This rule was adopted 
so that the data would represent, as nearly as possible, movements in 
real income. The only exceptions are the value of merchandise imports 





"The relation of 1 to unity may be gotten by inspection in most cases. Its particular 
usefulness arises in the event one depression is more severe with regard to, say, duration, 
but less severe with regard to the trough. Cf., e.g., item 24 in Table I. 


*The reader. may wonder why some one of the available indices of building construction 
was not included. Cf. the building permit indices of Long and Newman in Historical Statis- 
tics of the United States, 1789-1945, Bureau of the Census, U.S.D.C. (Washington, 1949), 
pp. 172-173. Also cf. J. R. Riggleman, “Building Cycles in the United States, 1875-1932,” 
Jour. Am. Stat. Assoc., Vol. XXVIII, No. 182 (June, 1933), pp. 174-183. A serious difficulty 
with the use of these indices arises from the fact that earlier estimates are based on a small 
number of metropolitan centers and thus do not reflect sufficiently the expansion in the West. 
It was for this reason that indices of construction activity were omitted. For our purposes, 
nail production is probably the best index of building activity; cf. item 55 in Table IL 


"Cf. C. J. Bullock, B. Fox, and A. R. Eckler, “Postal Revenues and the Business Cycle,” 
Rev, Econ. Stat., Vol. XIL, No. 2 (May, 1931), pp. 47-58. 
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TABLE L1.—PRODUCTION IN THE Una STATES DURING THE DEPRESSIONS OF 
1873 AND 19298 


Commodity 


Agriculture 


1. 


Barley for grain ,° 
grains! 


la. Barley for 


. Buckwheat 


. Cottonseed cake and meal 
. Cottonseed oil 
Flaxseed 


. Hay, tame 


15a. a tame! 


16. 
17, 
18. 
19. 


ute imports 

nila hemp imports 
Molasses and sirup 
Oats for grain 


19a. Oats for 1 


20. 


Potatoes, 


20a. Potatoes, Irish! 


21. 


32. 


Potatoes, sweet 


21a. Potatoes, sweet! 
Reis 


. Sugar consumption, raw 
Wheat for grain 


32a. Wheat for grain! 


Sr 


Wool i 
. Wool consumption 


Fishin 
1 kerel, Atlantic coast 





. Lea 
. Lead, antimonial 
. Lead consumption 


i Phosphate rock 
. Power from mineral fuels and 


water 


A Super-phosphate ` 


57. Spirits, distilled 
8. Steel 
20, 


ingots and castings 
Tobacco and snuff 
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TABLE Il.—(continued) 


_ fa) (b) Coefficient 
er N a ee ee Le of 
Commodity 1873 —Trough pues: 1929 —Trough Duration, Comparison 
: - ears. pa 
1873 
Ta ds 
Transportation 
60. Rail consumption 51 8 
61. Rails 27 7 
62. Raiiroad freight cars 47% 3 
63. Raflroad freight tonnage 04° 2 
64. Railroad freight ton-miles gie 2 
65. Railroad mileage, operated 1 0 
66. Railroad mileage, owned 1 0 
ea Railroad passenger cars 52¥ ; 
passen es 

69. Raflroad sed 0 

70, S.S, Marie traffic, ton- 
nage . 26 3 
TL. Tonnage entered and cleared . 19° 3 

Miscellaneous 

72. Imports of merchandise, value 32 7 
73. stamps, Value 3d 0 
74.-P money orders, number qd 0 





phed list of the sources of the individual items may be obtained from the author: Leverett House 
123, Comba ge 38, Mass. 
revious per was not regained by the time of our entry Into World na T (1941). In computing the ceefficent 
of co mperson, th previous peak was assumed to have been regained in 
a 48 ad 30) used as previous peak. 
Years of continuous Increase in production from 1873 (1929), 
e 1875 Siete, ee as f iela peak. 
! No dis 
£ 1871- 1875: Ls 52 tri on b. ee 'a. 
b 1876-1880: 1, ,857 trillion b.t.u.’s. 
Indeterminate. 
1 T871 P02 wood a jk 
used as previous 
$ 1871 ion used as previous peak, 
1 1870 used as previous peak, 
™ 1923 used as previous peak, 
% 1925 used as previous peak. 


and postage stamps sold. For certain commodities—namely, barley, 
corn, cotton, hay, oats, Irish potatoes, sweet potatoes, and wheat— 
acreage, as well as physical output, data are presented. 

Some duplication is apparent. For example, raw sugar consumption 
represents the production of cane sugar plus net imports from foreign 
countries and insular possessions. Under manufactures, tobacco-and- 
snuff includes cigars and cigarettes. 

Column (a) of Table II shows the ratio and duration for the earlier 
period, column (b) the later period. To illustrate the procedure fol- 
lowed, reference may be made to copper consumption.® The relevant 
data are given in Table III. For column (a), the ratio of the difference 
between the trough and consumption in 1873 to consumption in 1873 is 


42.8 — 26.7 
E Oe ae or .38. The duration is 1880 minus 1873, or 
os 1,778.6 — 519.2 
7 years. Similarly for column (b), the ratio is E or .71; 


* Series 39 of Table I. 
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while the duration is 1940 minus 1929, or 11 years. The coefficient of 


comparison, q, is /dit:/doro. Substituting, n= (i1) Fi (7)(.38), 
or 1.7. 

Of the seventy-four® coefficients computed for the series in Table II, 
six—-for series 4, 26, 46, 59, 65, and 66——are indeterminate. Of the re- 
maining sixty-eight coefficients, sixty, or eighty-eight per cent? show 
the depression of 1929 to be more severe than that of 1873. Eight coeff- 
cients—for series 3, 6, 9, 11, 28, 29, 32, and 34—-show. the opposite. 
All of these series, revealing less severe declines in the 1930’s, are in 
the Agriculture group. All of the series in the Fishing, Minerals and 
Power, Manufactures, Transportation, and Miscellaneous groups, as 
well as seventy-five per cent of the Agriculture series,” show 9 > 1. 


TABLE I.—-COPPER CONSUMPTION* 


1873 428b 
1876 26.7 
1880 . 65.3 : 
1929 1,778.6 
1932 519.2 
1940 2,017.6 


* For sources, see mimeographed list of sources cited in footnote a, Table IL 
b In millions of pounds. 


Consider in greater detail the sixty series which show the 1929 de- 
pression to be more severe. In each of nineteen cases, there is no de- 
cline at all in the earlier period. Rather, with one exception,*® these 
series reveal continuous growth in production during the 1873 depres- 
sion. Furthermore, in all but five of the sixty cases, both the duration 
and amplitude are greater during the later period. In one instance, series 
5, the amplitudes are the same, with the 1929 duration greater than 
that of 1873. In two cases, series 21 and 57, the 1929 duration is less 
than the 1873 duration, but the 1929 amplitude is greater than the 1873 
amplitude. In the case of two other series, 24 and 31, the later duration 
exceeds the earlier, while the later amplitude is less than the earlier 
amplitude. | | 


° The acreage serles—la, 8a, 9a, 15a, 19a, 20a, 21a, and 32a—are considered later. 

= The inclusion in this group of series 26, 59, 65, and 66, where eta is indeterminate 
because no distinct upturn is apparent in the ’thirties, would raise this percentage slightly. 

2 Excluding the acreage series and those for which the coefficlent of comparison is in- 
determinate. 

™ Series 12, 13, 14, 15, 22, 23, 27, 30, 33, 38, 40, 41, 45, 50, 53, 58, 69, 73, and 74. 

** Serles 14, where output remains at the same level for a two-year period. 
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HI 


Turning to the difficult task of evaluating the results of the investiga- 
tion, two questions of a fundamental nature arise. The first question 
pertains to the faithfulness with which the series depict relative changes 
in real income during the two periods. The second bears upon the rôle of 
exogenous factors and the conclusion which may be drawn regarding 
the relative severity of nineteenth and twentieth century depressions 
generally. | l 

With regard to the first question, it was evident even before the study 
was undertaken that unavoidable difficulties would arise. In the first 
place, the study was restricted to series provided by the crude statistical 
services of the earlier period. Secondly, the composition of real income, 
of course, changed markedly during the time elapsing between the two 
depressions. In view of this fact, and in view of the preponderance of 
agricultural series in Table II, the data undoubtedly provide a more 
accurate picture of changes in real income in the earlier than in the 
later period. On the other hand, some of the series play a more im- 
portant rôle in the later than the earlier period, viz., petroleum and 
steel. Moreover, improvement of the 1929 sample would primarily in- 
volve the addition of manufactured commodities. On a priori grounds, 
one would expect the output of these goods to fluctuate more, not less, 
than the output of the agricultural commodities which strongly influence 
the results of the study. | 

Assuming the data reflect accurately the relative changes in real in- 
come which took place during the two periods, can the relative severity 
of the 1929 depression be explained by appeal to exogenous factors? 
Consider the agricultural series again. The anomalous rôle played by 
agriculture in cycle analysis is well known.** Some precaution is neces- 
sary, especially due to the alleged insensitivity of the agricultural en- 
trepreneur to price changes and due to the fortuitous influence of the 
exogenous factor, weather. In view of these considerations, perhaps the 
agricultural series should be discarded. But note that such a decision 
would improve—indeed, make perfect**—the uniformity of the results. 

In regard to the price sensitivity questions, it must be pointed out 
that declines took place in all of the agricultural series during the later 
depression except one.*® But can these declines not be traced to the 
weather factor; and, therefore, should not acreage data be substituted 

“CH. eg, Gottfried Haberler, Prosperity and Depression (Geneva: League of Nations, 
1939), Ch. 73.J. M. Clark, Strategic Factors in Business Cycles (New York: N.B.E.LR., 


1934), pp. 61-65; and Geoffrey H. Moore, Harvest Cycles (Cambridge: Ph.D. thesis, 
Widener Library, Harvard University, 1947). 


** Te., all etas less than unity fell in the agriculture group. 
* Series 4 in Table II. 
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for physical output data? On the other hand, will not such a procedure 
obscure the fact that land may be cultivated more or less intensively? 
At any rate, acreage data for barley, corn, cotton, hay, oats, Irish 
potatoes, sweet potatoes, and wheat,” have been included. 

How does the substitution of these acreage series for the correspond- 
ing physical output series affect the findings? Throwing out the latter, 
the frequency of 4 > 1 decreases by six, and the frequency of 47< 1 
decreases by two. Introducing the acreage data, the frequency of n > 1 
increases by six, and the number of cases where eża is indeterminate 
increases by two. The effect appears uncertain. But note that of the two 
series which become indeterminate, one series, 19a, shows a longer 
duration of continuous increase in the earlier period. The other series, 
21a, shows the same duration of increase in both periods. Furthermore, 
in the case of series la, 8a, and 20a, the magnitude of eta increases. In 
the case of series 15a, eta remains the same. In not a single instance 
does the size of eta decrease. Hence, the use of acreage data 1 improves 
the uniformity of the findings. 

It is evident, however, that even a cursory inspection of the remain- 
ing series would raise many questions of significance. Various non- 
cyclical factors, we may be certain, have influenced every series in our 
sample. What inference, then, can be drawn with respect to the relative 
severity of twentieth century depressions? Unfortunately, a compari- 
son of only two depressions can hardly be conclusive as to a change in 
general conditions. The causes of economic fluctuations arè so diverse 
as to render each depression a unique event. The most that can be said 
is that we have found strong evidence to the effect that the most severe 
depression of the twentieth century (thus far) was worse than one of . 
the most severe depressions during the nineteenth century. This is use- 
ful evidence as far as it goes, even if it is not conclusive. The original 
hypothesis is given a more solid foundation than that provided by any 
previous study. 3 


" Series 1a, 8a, 9a, 15a, 20a, 21a, and 32a of Table II. 


A DISCONTINUOUS COST FUNCTION 
By Hans Brems* 


The present paper is an attempt to develop, under highly simplifying 
assumptions, the plant cost curve from the production functions of all 
. the various stages of which the plant is composed. Indivisibility of dur- 
able equipment is emphasized in accordance with some very early 
Scandinavian ideas in the theory of cost, dating back to 1924.* One 
conclusion is that the case examined, which may well be typical of 
modern mass production, constitutes another item on the’ long list of 
exceptions to the rule that profit maximization implies the equality of 
marginal cost and marginal revenue. 

Let us define the plant as the unit that turns out one single product. 
_A plant will normally need a large number of qualitatively different 
durable factors of production. Let us define a stage as the aggregate 
of. all units of a single durable factor employed. by the plant (with or 
without non-durable factors cooperating with it), The various units of 
a single durable factor are installed parallel to one another in that the 
materials do not have to pass through more than one single unit. The 
various stages of the plant, on the other hand, are installed successively 
to one another, because the materials will have to pass through all the 
stages in order to be turned into the finished product. 


Stage Unit Cost 


The individual stage is a convenient starting point in the study of 
plant cost. The output of the individual stage is measured in stage units 
produced per unit of time, and stage units of different stages are, of 


* The author is lecturer in economics at the University of California, Berkeley. He has 
. profited from helpful criticism by his former colleagues in Copenhagen, Professor F. Zeuthen 

and Dr. Ivar Jahtzen, and by his a colleagues in Berkeley, Professors William Fellner 
and Raymond G. Bressler. 


t Ivar Jantzen, “Voxende Udbytte f ‘Industrien,” Nationalökonomisk Tidsskrift, Vol. 62 
(1924). A forerunner was a small book, Lidt Teori om Drifisregnskaber og Produktionspriser 
for Industrien, published privately by Jantzen in 1917. An English translation of the 1924 
article appeared in the volume, Basic Principles of Business Economics and National Calcu- 
lation (Copenhagen, 1939). A brief summary of his laws was given by Jantzen in “Laws 
of Production Cost,” Report of the Washington Meeting, September 6-18, 1947, Econ- 
ometrica, Vol. 16 (Jan., 1948), pp. 44-48. An abbreviated German translation of Jantzen’s 
1924 article was presented by Erich Schneider as an appendix, “Das Harmoniegesetz,” to 
his book, Theorie der Produktion (Vienna and Berlin, 1934), pp. 83-92. 
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course, qualitatively different. If we want to study the. cost-output 
relationship of the individual stage we shall have to go back to the 
stage production function. Production functions have been studied in 
terms of isoquant maps, and we shall follow that procedure. In the con- 
ventional isoquant map, we find factors to be (1) substitutional and 
(2) fully divisible. 

As a first approximation to a Penicie isoquant map for our danda 
stage let us assume that factors are mttational, but let us for the time . 
being accept the assumption of fully divisible factors. Geometrically 
limitational factors are illustrated by the L-shaped isoquants in Figure 
1. The right-angled corners of the L’s are located along a straight line 
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through zero, OPQR. ee point outside that line indicates a wasteful 
combination of factors. 
. As a further approximation to a realistic map let us relax the assump- 
tion of full divisibility of factors. That a factor is fully divisible means 
. that the input of that factor can be varied continuously. Lack of dit- 
vistbiliiy could be short-run or long-run. Short-run indivisibility is a 
consequence of either long contracts or the durability of equipment. 
Long-run indivisibility is not a necessary consequence of durability of 
equipment but very often goes with it. As a matter of fact, under 
modern technology the capacity of one unit of a durable factor very fre- 
quently. is high compared to what the market can absorb. Thus, even if 
“the long run is considered, the input of that factor cannot be fully 
adjusted to factor need but will have to be varied in jumps that may be 
very large indeed. (We are speaking here of variations of the input of a - 
. given factor, not of switching to a different factor; the latter sort of 
_variation will be considered in the section on “Varying Technique.” ) 
In the present paper we are interested in long-run indivisibility rather 
than short-run 
Figure 2 shows an isoquant map of limitational factors of which one 
is durable, the other non-durable, The horizontal parts of the isoquants 


ka 
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are solid lines, since by assumption the input of the non-durable factor 
can be varied çontinuously. The vertical parts, however, have now 
been broken into rows of points, because the employmeńt of the dur- 
able factor can assume the values of integers only. On a survey map, 
numbers are usually added at various points to indicate elevation above 
sea level. Likewise, in Figure 2 we have added a few numbers to indicate 
_ output corresponding to various factor input combinations. Starting 
from zero input of the non-durable factor let us increase the input of 
that factor without varying the input of the durable factor. Thus we 
move eastward along a horizontal line. By assumption output rises in 
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direct proportion to the input of the non-durable factor until we reach 
the straight line OPQR. From then on, output does not increase at all, 
and we remain on an isoquant. Obviously, in the present case we have 
the staircase-like path of expansion PSQTRU. 

Let us now follow the path of expansion PSQTRU and let cost be 
recorded as a function of stage output. To derive a cost function from a 
production function we must know factor prices. Let durable-factor 
cost, called “equipment cost,” be $1.00 per unit of durable factor per 
unit of time. Let non-durable-factor cost per unit of stage output, called 
“operating unit cost,” be $1.00 per stage unit. (It will be remembered 
that as we move along the path of expansion, by assumption output rises 
in direct proportion to the input of the non-durable factor.) Figure 3 
records equipment + operating unit cost as a function of stage output. 
In mass-producing manufacturing industries Figure 3 is probably a 
good first approximation to real-life stage unit cost.” 


Plant Unit Cost under Constant Technique 


Now is the time to look at the plant as an entity. The output of the . 
plant is measured in plant units produced per unit of time. Since we have 


*Tvar Jantzen called this unit-cost function “the Law of Capacity.” 


~ 


F 
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defined the plant as turning out one single product there is only one 
single kind of plant unit. The plant unit is qualitatively different from 
the stage units of all individual stages except the last. (From the assump- 
tion that the various stages of the plant are installed successively to 


one another it follows that the plant unit is qualitatively the same as 


the stage unit of the last stage.) 

The individual stage consists of a number of units of a single durable 
factor ‘(with or without non-durable factors cooperating with it). The 
capacity of the individual durable factor is the maximum number of 
stage units that can be produced per unit of time by employing one unit 


\ 


of that factor. We have said that the stage units of different stages are » 


qualitatively different. We might, however, define a stage coeficient as 
the number of stage units that goes into one plant unit. For example, 


if our stage produces wheels for passenger cars, and the plant unit is 
. one passenger car, the stage coefficient is 5, because five wheels are ~ 


needed per car. Once the stage coefficients have been laid down, stage 
units can always be translated into plant units. Thus capacity of the 
individual durable factor can be expressed in terms of plant units as well 


- as stage units. When that is done we can formulate the so-called Law of 
Harmony which says: To minimize the employment of all durable fac- ` 


tors per plant unit, plant output must equal a common denominator of 
the capacities of all the durable factors employed by the plant. The ca- 


- pacities should be expressed in ‘terms of plant units per unit of time. For 


example, imagine a simple plant consisting of merely three stages. Let 


_ the capacities of the three durable factors employed by those stages, re- 


spectively, be 3, 4, and 6 plant units per unit of time. With these capaci- 


ties given, the outputs at which employment of durable factors per plant 
unit is minimized are 12, 24, 36... , and other multiples of 12. At these 


outputs only, employment of durable factors per plant unit is at the 
minimum of one-third of a unit of the first durable factor, one-quarter 


of a unit of the second durable factor, and one-sixth of a unit of the 


third durable factor per plant unit. 

The Law of Harmony is the basis for the plant unit cost curve. Plant 
cost is the sum of all the stage costs. If to our simple three-stage plant 
we add the assumptions that durable factor cost is $1.00 per unit of 
durable factor per unit of time for all three factors, and that plant 
operating unit cost is $1.00, we can record plant unit cost as a function 
of plant output. This is done in Figure 4.° In Figure 4, outputs 12, 24, 


36... etc., might be called “harmonious” outputs. At all other outputs E 


there ‘are idling losses. It is, perhaps, worth while noticing that the 
_chances that the output of a large plant will be a harmonious one are 


? The Law of Hanoy was first developed by Ivar Jantzen, of. cit. 
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FIGURE 4 


Equipment cost: „0 per unit of durable factor per unit of time for all three factors. 
Capacities: 4, and 6. 


Operating unit cost: $1.00. 


no greater than the chances that the output of small plant will be. So the 
Law of Harmony does not say that large plants are more harmonious 
than small ones. But it is also seen that the per unit idling losses at a 
nonharmonious output in a large plant are usually much smaller than 
the per unit idling losses at a nonharmonious output in a small plant. - 


Plant Unit Cost under Varying Technique 


Up to now we have been speaking of variations of the inputs of given 
factors of production. This sort of variation might conveniently be ex- 
pressed as variation under. constant technique. But there is, of course, 
always the possibility of switching to different factors; and this we shall 
call varying technique. Modern technology frequently offers a wide 
choice of plant layouts or processe§ for a given product. For each of 
these possible layouts the plant unit cost curve can be constructed. Unit 
equipment.costs are superimposed upon unit operating costs (the latter 
is constant for a given plant under our assumptions), and we get equip- 
ment + operating unit costs. Figure 5 illustrates a comparison between 
three different processes or plant layouts. Layout II is the plant we have 
studied in the treatment of the Law of Harmony above. Layouts I and 
III have a different number of stages and the durable factors employed 
are qualitatively different from those employed in Layout I. Also, the 
capacities of these factors are different, the factor prices are different, 
and the useful lives of the durable factors are probably different, too. 

Layout I is what Jantzen‘ calls a “low” technique. A low technique 
` is characterized by low-capacity, low-cost durable factors and extensive 


‘Ivar Jantzen, op. cit. The plant unit cost curves drawn by Jantzen in 1924 carried him 

to his own version of what in the Anglo-Saxon world much later became known as the 
` envelope curve. See Jacob Viner, “Cost Curves dnd Supply Curves,” Zeitschrift fir Na-. 
Honalékonomie, Vol. III (1932), particularly pp. 34-38, and Edward H. Chamberlin, “Pro- 


portionality, Divisibllity and Economies of cae als Jour. Econ., Vol. LXII (Feb., 
iá pp. 229-62. , 
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inputs of non-durable factors. Unit equipment cost, therefore, is com- 
paratively low even at low levels of output whereas unit operating cost 
is high. Layout ITI is a “high” technique. A high technique is character- 
ized by high-capacity, high-cost durable factors and limited inputs of 
non-durable factors. Unit equipment cost, therefore, is high except at 
extremely high levels of output whereas unit operating cost is always 
very low. Layout I is in an intermediate position. | 

Whether the low, the medium, or the high technique is the optimum 
one depends upon demand considerations. If demand is such that output 
must be kept below 2.8, Layout I on Figure.-5 produces at lower unit 
total cost than any other layout. If demand is such that output is be- 
tween 2.8 and 6.0, Layout II mostly has lowest unit total cost. But if 
demand is such that outputs larger than 6.0 can be sold, Tayoul I 
mostly produces at lowest unit total cost. 

_ The superiority of high techniques at high levels of stipat is another 
aspect of indivisibility of factors. Frequently, the size of one unit of | 
the most efficient factor is extremely large. The unit simply cannot be 
smaller without sacrificing efficiency. Whenever this is the case, we have 
increasing returns to scale ovef a wide range of output. For example, the 
level at which economies of scale cease to accrue in the automobile in- 
dustry has been variously set at 50,000, at 100,000 (by the British man- 
ufacturers’ advisory council), and at a quarter of a million or more per 
year (by American production engineers).*® In addition to the Law of 
. Harmony, we have in the Law of Technique another reason why factor 
indivisibility does more harm to small plants than to large ones. 


5 “Austin and Nuffield,” The Economust (December 1, 1951), p. 1348. : 
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Unit versus Total and Marginal Cost 


The preceding analysis ran in terms of unit cost, but if we want to 
relate it to the familiar profit-maximization model it.might be desirable 
to translate it into total and marginal terms. In Figure 6 the equipment 
-+ operating unit cost curve of Figure 4 has been translated into an 
equipment + operating total cost curve. Each time another unit of one 
of the durable factors is installed, total costs jump vertically. The first 
time we must install another unit of a durable: factor in Figures 4 and - 





FIGURE 6 FIGURE 7 


6 is when plant output passes through 3. Another unit will have to be 
installed when plant output passes through 4, and two additional units 
will have to be installed when it passes through 6. 

In Figure 7 the corresponding marginal cost curve is shown. It should 
be noted that total costs jump by a fintte amount as soon as plant output 
is increased by an infinitely small amount beyond 3. Now marginal cost 
is the derivative of total cost with respect to plant output. Therefore, 
marginal cost at plant output 3 can be represented as a point infinitely 
high. In other words, when output passes through 3, marginal cost sud- 
denly jumps infinitely high and then immediately drops down again to 
its old height. The same, of course, is true at outputs 4, 6, 8,9, ... etc. 
In Figure 7 this has been crudely illustrated by a series of inverted T’s. 
But it should be emphasized that the stem of the T’s does not really 
exist, for the stem would suggest that marginal cost would trace through 
a whole series of values from 1.0 to infinity. This it will not do—mar- 
ginal cost is either 1.0 or infinity—there are no intermediate values. 
Therefore, the marginal cost function would rather look-like a hori- 
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zontal line with a series of dots infinitely high above it. Dots infinitely 
high are invisible, however, hence the inverted T’s in Figure 7- 


Profit Maximization 


To maximize profits, the firm must know the demand side as well as 
the cost side. In Figure 7 is shown the demand curve faced by the frm 
and the corresponding marginal revenue curve JKL. There are three 
points where the marginal cost and revenue functions intersect, 1.e., J, 
_K, and L. The former two points are on the stem of the T’s, however. 
And since the stem does not really exist, marginal cost and marginal 
revenue are not equal at these two points. Obviously, equilibrium at J 
or K would involve stopping just before the durable-factor addition is 
made. But points may be relative maxima only, and profits must be 
calculated numerically for all three of them to find the maximum 
maximorum. The latter is not readily apparent from Figure 7, and the 
marginal approach is therefore an awkward one. 

The total approach is much more successful in this respect. In Figure 
6 we have drawn the total revenue curve corresponding to the demand 
curve in Figure 7..Outputs at points J, K, and L in Figure 6 are the 
. same as outputs at points J, K, and L-in Figure 7, respectively. It is — 
readily apparent from Figure 6, but not from Figure 7, that the firm 
should stop just before the durable-factor addition at point J which 
` corresponds to output 3. At this point, the vertical distance between 
the revenue curve and the cost curve is at its maximum maximorum. 
It is interesting that, at this point of maximum maximorum profits, 
marginal cost is not equal to marginal revenue, nor would this be the 
case at point K. The only point where marginal cost is equal to marginal 
revenue is the point L. This point, however, indicates a relative maxi- 
mum profits point only, All this, of course, is a consequence of the dis- 
continuity of our cost function. 

In a quite similar way, the unit cost curve in Figure 5 could be trans- 
lated into a total cost curve, and the latter could be confronted with the 
total revenue curve faced by the firm. The maximum vertical distance 
between those two curves would indicate the output and the technique 
to be chosen by the firm. | 


Qualifications l 
The plant cost curve developed in the present paper. goes back to Ivar 
- Jantzen’s writings in the middle ’twenties. The merits of the Jantzenian - 
approach (particularly in view of its early date) are, first, its emphasis 
upon the absence of substitution between a durable and a non-durable 
factor within a given plant layout. Second, observations in his own . 


i 
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plant® led Jantzen toward his operating unit cost curve which was hori- 
zontal up to capacity. Equipment unit cost being equilateral hyperbolas, 
total unit cost thus also would be represented by equilateral hyperbolas. 
Third, Jantzen emphasized the presence of substitution (in the long 
run) between one set of durable factors cooperating with non-durable 
ones, on the one hand, and a qualitatively different set on the other. 
Thus the principle of substitution is by no means ignored but is given 
a very realistic meaning. 

One point of possible criticism is the following. As we have seen it, 
stage as well as plant operating unit cost is a constant up to capacity. 
But it must be admitted that operating unit cost may rise before 
capacity is reached. At this point it is useful to distinguish between at 
least three different dimensions of the time rate of output. Airline opera- 
tions might exemplify this distinction. The annual rate of output of an 
airline could be measured in passenger miles per year, but obviously — 
this equals passengers per mile żimes miles per hour times hours per 
year. As long as output is expanded by expanding the latter dimension: 
hours per year, the real input of non-durable factors per unit of output 
may not change at all.’ Money input might well change, though, because 
‘ factor prices might change (higher pay for night. shifts and overtime). 
But output might also be expanded by expanding speed: miles per hour, 
or by expanding load: passengers per mile. In both cases real input of 
non-durable factors per unit of output may rise as capacity is ap- - 
proached. Still, of course, the range of constant operating unit cost may 
well be rather wide and may well extend pretty close to capacity. 

The most valid criticism that can be raised against the model we have 
applied is that problems of durable factors are not well handled by a 
single-period model. Durable factors are installed with their use in more 
- than one period of time in mind, and an analysis in terms of one single 
period cannot adequately deal with this problem. If the single-period _ 
model must be retained, the following two alternatives open up. First, 
the. period selected could be so long that it equals the life of the 
durable equipment.: This alternative, of course, runs into the difficulty 
that different types of durable equipment have lives of different length 
of time. It also runs into the difficulty, perhaps even more serious, that 
factor prices, demand, etc., will change within the single period an- 
alyzed if the latter is very long. The second alternative is an answer to` 
that difficulty, As a second alternative, one might select a fairly short 
period, considerably shorter than the life of the most durable type of ` 


‘Jantzen owned a large printing plant in Copenhagen. 


* This was the dimension Jantzen had in mind in his earlier writings, and in the present 
paper we have followed his tradition. 
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durable equipment, but the period is assumed to be a typical period with 
respect to factor prices, demand, etc. However, this alternative only 
. seemingly evades the difficulties inherent in single-period models. That 
the period is a “typical” one must mean that factor prices, demand, 
etc., in that period are averages of all the periods within the life of the 
durable equipment. The average cannot, however, be known unless one 
knows the values of which. the average is an average. In other words, 
factor prices and demand for all the periods within the life of the dur- 
able equipment will have to be known anyway. But if this is so, one 
might as well as directly apply a multiperiod model.’ 

? This has been done by; for example, P. A. Samuelson, “Some Aspects of ite Pure Theory 
of Capital,” Quart. Jour. Econ., Vol. LI (May, 1937), Erich Schneider, Investering og 
‘Rente (Investment and laters: Copenhagen, 1944), and the recent Friederich and Vera 
Lutz, Theory of Investment of the Firm (Princeton, 1951), to mention a few of the best 


treatments. Schneider’s analysis is briefly restated in his new Pricing and Equilibrium (New 
York and London, 1952), Section VI, pp. 158-81. 


COMMUNICATIONS 


Autonomous and Induced Investment 


The distinction between autonomous and induced’ investment appears to be 
solidly incorporated in modern business cycle theory. A question is raised here, 
however, as to whether this condition represents progress or retrogression. For 
. the distinction as employed hitherto suggests a dichotomy with no counter- 
part in experience—and hence with no scientific value—though its pedagogical 
worth may in some part be granted. 

The most common interpretation given these terms may be briefly stated: 
induced investment is that part of capital formation which develops in re- 
sponse to prior changes i in income (or certain other economic variables), while 
all other investment is autonomous. Upon. further examination this simple 
distinction disintegrates. All investment (with the exception of involuntary 
inventory changes) depends upon expectations, virtually by definition. Hence 
hone can depend simply upon prior income changes. A given alteration in the 
volume of income may elicit a huge capital expenditure or none at all, in the 
presence of high or low anticipations. From this point of view it might appear 
that the totality of investment is autonomous. 

On the other hand, expectations are themselves grounded at least in large 
part upon objective experience. A prior change in prices, in costs, in incomes, 
in interest rates, in the stock of capital or in other relevant variables would in 
every case influence anticipations and may determine them. In this view it 
might appear that all capital formation is induced. 

Nevertheless, it is clear that Aftalion and J. M. Clark, on the one hand, and 
Marx, Tugan-Baranowsky, Schumpeter, Spiethoff and Keynes (among others), 
on the other hand, profitably illuminated two aspects of investment which in, 
an important sense are different. How then are these contributions to be uti- 
lized without granting the distinctions withdrawn above? Confidence in answer-. 
ing this question is fortified by the knowledge that the acceleration prin- 
ciple as originally promulgated did not rest upon this distinction, nor is this 
situation altered by its relatively recent and fruitful marriage with the mul- 
tiplier, 

The acceleration principle presumes only recognition of a “most profitable” 
relationship. There would exist at certain times, for example, a relationship 
between stocks and sales which would be most profitable for retailers. A 
smaller stock than this would result in a greater loss of sales than a reduction 
-in costs; a larger stock would increase expenses more than sales. Now suppose 
sales increase. A certain amount of inventory accumulation would then be re- 
quired to restore the “most profitable” relationship. We may call this the 
“warranted” investment. That the warranted investment may not be the actual 
amount induced by the change in sales, however, is obvious from experience. 
Because of expectations of still further increases in sales and/ or rising prices, 


N 
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-the induced investment may far exceed the warranted amount—as in the 
winter and spring of 1950-51—or it may for contrary reasons fall below it. 
Furthermore, the investment “warranted” by any given alteration in sales 
may itself vary, for the fluctuation may occur when inventories are above or 
below the equilibrium or most profitable level. 

. Similar considerations may be brought to bear-on the problem of fixed in- 
`. vestment. Here too one may acknowledge a most profitable relationship be- 
tween output and the volume of existing plant and equipment. This relation- 
ship would appear to be fairly steady in the short run, though in time it 
would be altered by revisions in technology, industrial organization, perhaps 
factor prices and other conditions. Start with an equilibrium condition and 
posit an increase in demand. The latter increase may be reflected wholly— 
and probably would be mirrored in part—in higher prices, a fact which also 
renders ambiguous in this context the frequent references to a prior change in 
“output.” In any event, given the change in demand a certain amount of 
investment would be required to restore the most profitable relationship be- 
tween fixed capital and product. Whether as much or more than this “war- 
ranted” amount would actually be induced would, as in the previous case, 
depend upon expectations and on associated factors, some of which are men- 
“tioned above.* ar 

It-is suggested here that warranted investment, when defined as the amount, 
needed to restore the most profitable capital-product relationship, has a pre- 
cise meaning not possessed in this context by the term “induced” and should 
be less misleading. It is suggested further that all other capital formation be 
called “contingent.” For whether they be in connection with innovations or 
with mere extensions of existing property, such investments have in common 
the fact that they are not warranted by prior changes in demand but depend. 
for their justification upon anticipated changes. Yet, it is worth emphasizing, 
the timing of such capital expenditures'is in every case virtually certain to be 
dictated by the economic environment—+.e., by events already in progress. 
Their cyclical concentrations are indicative of this, rather than of the capri- 
-ciousness or of the steadfast regularity which have been associated with the 
word autonomous and often incorporated in mathematical models. 

It may be argued in support of presently accepted terminology that in any 
given economic environment great innovations (such as the railroads) or very 
small ones (such as midget golf courses) may be in the offing and that the 
volume of investment will, of course, be significantly affected thereby. This is 
undoubtedly true. But as noted above, it is also well known that the timing of 


* Of course, it follows from this as well as from preceding discussion that no simple, 
systematic relationship may be expected between investment and prior income changes over 
the course of a business cycle—particularly if reference is made to plant and equipment ex- 
penditures. Here, as already described, many other variables (besides income change) to- 
gether with their impact upon anticipations must be studied. In addition, it may be ob- 
served that technical considerations alone would ordinarily preclude a downward adjust- 
ment in fixed capita] in full accord with a decline in demand in the short run, Furthermore; 
the particular industrial composition of an alteration in aggregate demand would influence 
the magnitude of an investment reaction. Cf. Arthur F. Burns, “Hicks and the Real Cycle,” 
Jour. Pol. Econ., Vol. LX (Feb., 1952). ~~ - 
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‘such investments is cyclically determined. Furthermore, it is perhaps not so 
familiar that the particular magnitude of the expenditure made (as well as its 
timing) will be conditioned by the economic environment, and that even 
after their inception such investments proceed cyclically, being slowed or 
accelerated in conformity with general business conditions and, to be sure, 
participating in their determination. It would be of interest to speculate con- 
cerning the economic history of the United States in 1870-1913 on the assump- 
tion that the great flood of capital formation in the railroads, electric light 
and power and the telephone was strictly “autonomous,” proceeding in stately 
, disregard of current business conditions. 
In conclusion it may be of interest to note the reference of S. S. Alexander 
in a recent article? to the existence of a cyclical movement in business cyċle 
theory. Attention was directed in particular to the current shift from the 
linear models of Tinbergen, Frisch, Samuelson and Metzler- to the non-linear 
models of Hicks and Goodwin. It is ventured. here that this shift represents 
only a minor cycle (or Kitchin), which tends to obscure the presence of an 
underlying major cycle (or Juglar), which perhaps borders on the nature of 
a secondary trend.* This more fundamental change is the shift from the ~ 
literary approach to the mathematical. The latter almost always spells a gain 
in clarity, and is of course the necessary precursor to econometric research. 
But at the same time mathematical models typically imply a sacrifice. It is 
in part the manifestation of their excessive simplicity that we have been bur- 
dened with an untenable distinction between autonomous and induced invest- 
ment. The confusing assumption of cyclically constant multipliers and ac- 
celerators——-which are of only tenuous applicability even when subject to the 
minor modifications of Hicks or Goodwin—are related offspring of the same 
progenitors. 


f 


\ 


MELVILLE J. ULmEr* 


A “Tasues of Business Cycle Theory Raised by Mr. Hicks,” Amer. Econ. Rev., VoL XLI, 
No. 5 (Dec., 1951). 

* The difficulty of discerning the amplitude and duration of ideas is comparable with that 
encountered in statistical time series. 

“The term “autonomous” investment has indeed proved of most value when employed. 
in simplified mathematical models to designate that portion of investment “unexplained” 
' by those variables which have been permitted to enter the analysis. The precise identity - 

of autonomous investment in such studies would obviously vary with the degree of 

simplification. That this was a dangerous and misleading procedure has been demonstrated 
by subsequent events. For a classification born of convenience and arbitrary simplification 
has since been invested with unjustified economic content. 
* The author is professor of economics at the American University, Washington, D.C. and 
- research associate at the National Bureau of Economic Research. 
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Activities of the British Monopolies Commission 


I 


Four years have now elapsed since the British Monopolies and Restrictive 
Practices Act became effective. Since it is frequently asserted that ‘“restric- 
tionism” in British industry has aggravated Britain’s economic problems, and 
since considerable theoretical attention is being given to the welfare aspects of | 
different types of market structures, a brief summary of the British Monopolies 
Commission’s activities may be of interest.. 

1. The Act provided “for inquiry into the existence and effects of, and for 
dealing with mischiefs resulting from or arising in connection with, any con- 
ditions of monopoly or restriction or other analogous conditions prevailing 
as respects the supply of, or the application of any process to, goods, build- 
_ings, or structures, or as respects exports.”? A Commission of ten members, 
appointed by the Board of Trade, acquired the task of investigating cases 
referred to it by the Board of Trade. The Board of Trade may limit the in- 
vestigation solely to the facts, that is, to whether the conditions to which the 
Act applies in fact prevail for the goods in question. Or, it may require in- 
vestigation and a report on both the facts and on whether the situation 
reported operates, or may be expected to operate, against the public interest. 
Where it is found that activities are against the public interest, Ministers of 
government departments have the power to make orders applying remedies, 
subject to affirmative resolutions in both Houses of Parliament. The reference 
to the “public interest” is the Act’s unique contribution to anti-trust legisla- 
tion; the present note therefore concentrates on the Commission’s aca cha 
tion of this concept. 

2. The Board of Trade has presented to the Commission ten ET for 
investigation.? To date, reports have, however, been issued on only three of 
these—the supply of dental goods, the supply of cast iron rainwater goods, 
and the supply of electric lamps.* 

For each of these industries, the terms of reference given to the Commis- 
sion were as follows: — 


111 & 12 Geo. 6, c 66 (1948). For a more detailed account of the Act’s provisions, see 
Ruth Cohen, “New British Law on Monopoly,” Am. Econ. Rev., Vol. XXXIX (March, 
1949), pp. 485-90. Also see G. M. Meier, “A Critique of the New. British Monopoly Act,” 
Michigan Law Rev., Vol. 48 (Jan., 1950), pp. 329-36; “The British Monopolies Act of 
1948: A Contrast with American Policy and Practice,” Yale Law Jour., Vol. 59 (April, 
1950), pp. 899-927. 


"These are: supply of electrical filament lamps, discharge lamps, and fluorescent lamps; 
‘supply of insulated electric wires and cables; supply of cast iron rainwater goods; supply 
of dental goods; supply of machinery for the manufacture of matches; supply of matches 
and exports of matches; supply and exports of certain copper and copper-based alloys; supply 
of insulin; the application of the process of printing to woven fabrics; and the supply of 
certain types of imported timber. 


* Report of the Monopolies and Restrictive Practices Commission on the Supply of 
Dental Goods (London, HMSO, 1948); Report of the Monopolies and Restrictive Practices 
Commission on the Supply of Cast Iron Rainwater Goods (London, HMSO, 1951); 
Report of the Monopolies and Restrictive Practices Commission on the Supply of Electric 
Lamps (London, HMSO, 1951). 
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The Commission shall as respects such supply investigate and report on— 

(1) whether conditions to which the Act applies in fact prevail, and 
if so in what manner and to what extent, ` 

(2) the things which are done by the parties concerned as a result of, 
or for the purpose of preserving, those conditions, and 

(3) whether the conditions.in question or all or any of the things done 
as aforesaid operate or may be expected to operate against the public 
interest. 


The reports of the Commission are more extensive, however, than these 
issues would indicate. In addition to analyzing restrictive practices in the in- 
dustries, relating these practices to the public interest, and recommending © 
remedies, the reports also include historical surveys of the industries, analyses 
of their structures, and information on prices, costs, margins, and profits. As 
such, they are extremely illuminating for the student of industrial organiza- 
‘tion and control.* | 

3. Regarding each industry, the Commission concluded that the conditions 
to which the Act applies do in fact prevail in relation to the supply of goods 
of the description contained in the reference given to the Commission. For 
dental goods, the Commission found that the Association of Dental Manu- 
facturers and Traders in the United Kingdom (a trade association of manu- 
facturers, dealers, and agents) supplied approximately 89 per cent of the 
retail trade in the home market during the years 1948-50. In the supply of 
cast iron rainwater goods, the Commission stated that the members of the 
British Ironfounders’ Association supplied 93.3 percent by weight of all the 
_ rainwater goods which were supplied in 1949-50 by manufacturers in the 
United Kingdom, and that related merchant associations supplied about 60 per 
cent of the total supplies in- the United Kingdom. And, regarding electric 
lamps, the Commission was satisfied that members of the Electric Lamp 
Manufacturers’ Association supplied at least 60 per cent of the total supplies 
of filament lamps in the United Kingdom market in 1950 and 1951 and that 
the members supplied more than 60 per cent of the total supplies of discharge 
lamps in the United Kingdom in 1950, 

All of these percentages are well above the Act’s stipulation that it will 
apply to a case in which the condition appears to prevail that one-third or 
more of the goods concerned is supplied, bought, processed, or exported by 
either one firm or a group that arranges to limit competition. 

4. Clearly, however, the Act was never intended to outlaw merely the fact 
of monopoly; the “one-third” stipulation is a necessary but not sufficient 
condition for remedial action. Instead, the emphasis is quite properly on the 
consequences of monopoly. But, in this connection, the Act has provided 
little guidance for the. Commission. True, there is an attempt to define the © 
“public interest” in terms of which monopolistic and restrictive practices 
might be evaluated, but the definition is at best ambiguous. 

Section 14 defines the “public interest” as being consistent with 


*Two of the ten members of the Commission are academic economists—J oan Robinson 
and G. C. Allen. 
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the general economic position of the United Kingdom, to achieve— 

(a) the production, treatment and distribution by the most efficient 
and economical means of goods of such types and qualities, in such vol- 
ume and at such prices as will best meet the requirements of home and 
overseas markets; 

(b) the organization of industry and trade in such a way that their 
efficiency is progressively increased and new enterprise is encouraged; 

‘(c) the fullest use and best distribution of men, materials, and industrial 
capacity in the United Kingdom: and 

(d) the development of technical improvements and the expansion of 


; existing markets and the opening up óf new markets. 


These are, of course, more the words of the politician than the lawyer -or 
economist. To the latter, they are generalities, scarcely capable of being inter- 
preted as guiding principles i in concrete cases, From the Parliamentary debates 
prior to the Act’s passage, however, there is evidence that the framers be- ~ 
lieved it ‘better to allow a more specific definition to emerge from “test cases 
on which the Commission can build up a useful case law.’® In view of this 
intention, the manner in which the Commission has proceeded: to interpret the 
“public interest? ’ is of significance. 


` 5, In-all the industries examined, the Commission’s criteria of the “public 


interest” have in essence been that of reasonable levels of prices and profits 
and effective freedom of entry. Under the first criterion, the Commission has 
condemned common manufacturers’ prices and resale price Maintenance as 
unduly restricting the degree of both price and:quality competition.® Under 
the second criterion, exclusive dealing and collective boycott arrangements are 
condemned as preventing “flexibility and economy in methods of distribution” 
and as minimizing “the introduction of new and possibly more economical 


: methods of manufacture or production.” 


Thus, for the dental goods industry, the Commission ais the group of 
companies headed by the Amalgamated Dental Company as having “used with 
moderation the great power which it has derived from its substantial hold on 
the market,” but believes that its prices.and net profits have been unneces- 
sarily high. A reduction of prices is accordingly recommended.’ With less hesi- 
tancy, the Commission interprets the use of exclusive dealing and. collective 


boycott arrangements by the Association of Dental Manufacturers and 7 


Traders as having had undesirable results in restricting entry of dealers into 
the industry, bolstering resale price maintenance, and, protecting manufac- 
turers’ prices, dealers’ gross margins, and net profits. The Commission states 
that- since “almost every practice which in our view operates or may be ex- 
pected to operate against the public interest rests fundamentally for its en- 


“See also the more recent Debate on Monopoly Practices, June 15, 1951, Parliamentary 
Debates, Official Report, Commons, Vol, 488, c. 2689-2783. - 

*The Lloyd Jacob Committee’ on Resale Price Maintenance, established: before the 
Monopoly Act, has also recommended that the collective enforcement of the practice of 
resale price maintenance should be made illegal. Cf. Report of the Committee on Resale 
Price Maintenance, Cmd. 7696 (London, HMSO, 1949). 

1 Report on the Supply.of Dental Goods, op. cit., pars. 214, 216, 217-18. 
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forcement on exclusive dealing and collective boycott, (we) recommend that 
these practices of exclusive dealing and collective boycott should be pro- 
hibited.”® 

Similarly, the Commission recommends that trading arrangements in the 
cast iron rainwater goods industry should be amended to remove exclusive 
dealing arrangements and to eliminate minimum price agreements, These pro- 
visions are held to operate contrary to the public interest in certain important 
respects, namely: 


$ 


(1) Manufacturers and merchants who do not subscribe to the [trade 
associations’] Agreements are excluded from a share in the great bulk of 
the trade, while those who have subscribed cannot withdraw their sup- 
port without seriously jeopardising their business. 
(2) Owing to the operation of the minimum price agreements, the intro- 
duction of low cost methods of production is retarded. . 

(3) No adequate incentive is given to buyers so to bulk and standardise 
their demands as to encourage foundries to specialise their production; 
nor is there any means by which any consequential saving, either in pro- 
duction or in distribution costs, can be passed on to the consumer.’ 


Although the Commission views prices in the electric lamp industry as being 
moderate and recognizes the gains which have been achieved in productivity 
and the advances in technology, it recommends that price discrimination in the 
sale of lamp components should cease, the sales quota system should be abol- _ 
ished, quality limitations on certain types of lamps should be removed, ar- — 
rangments for exclusive dealing and aggregation of quantity rebates should 
end, and the enforcement of resale price maintenance by means of the collec- 
tive sanctions of fines and the “stop list” should be terminated.?° There is no 
recommendation, however, that the common fixing of minimum manufacturers’ 
prices should be prohibited. But. the Commission does state that such’ price 
fixing should only be allowed subject to two provisions-—first, that members . 
of the Electric Lamp Manufacturers’ Association take steps to ensure that 
the system of exchange of technical knowledge extends to all manufacturers 
who are within the system of common prices, and second, that the level of the 
prices fixed should be reasonable as so deemed by periodic ` government 
reviews.” ’ 

6. -From the foregoing summary it is apparent that the number of indus- 
tries so far investigated by the Commission has been small and that the indus- 
tries which have been examined are relatively insignificant in the British 
economy. Moreover, under section 10 of the Act, only one Ministerial Order 
has been issued and approved by Parliament—that by the Minister of Health 
and the Secretary of State for Scotland. (as the “competent authorities” for 
the dental goods industry) making exclusive dealing and collective boycott 
arrangements unlawful in the dental goods RUNIY in so far as they are 


* Ibid., par; 233. 

° Report on the Supply of Cast Iron Rainwater Goods, op. cit., par. 220. 
° Report on the Supply of Electric Lamps, op. ct., par. 264. 

4 Ibid., par. 263. 
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intended or likely to have the effect of restricting entry into the trade or are 
used to enforce resale prices. !? 

Some of the Commission’s other criticisms have been met by the trade 
associations themselves. The Association of Dental Manufacturers and Traders 
have undertaken to revise their rules and regulations in conformity with the 
Commission’s recommendations, and dental manufacturers have reduced some 
prices for goods which the Commission considered to be yielding an undue 
rate of profit. Producers and distributors in the cast iron rainwater goods 
industry have also agreed to modify their trading agreements to meet the 
Commission’s objections. Similarly, the Electric Lamp Manufacturers’ Associ- 
tion has assured the Minister of Supply that its members are taking action 
to bring their arrangements into conformity with the Commission’s recom- 
mendations. 

It is still too early to assess in any detail the efficacy of monopoly control in 
Britain. Nonetheless, considering the alleged pervasiveness of the problem and 
the enthusiasm with which the Monopoly Act was first introduced, the results 
of the Monopolies Commission have not so far been impressive. It may be sug- 
gested that the Commission’s activities have been circumscribed by four © 
factors: (1) an inadequate staff and limited finances, (2) doubts as to 
whether the Act’s gradualist approach which in effect provides only for ad hoc 
industry-by-industry investigations is preferable to the alternative of general 
legislation relating to practices common throughout industry, (3) confusion as 
to the Commission’s position with respect to other governmental controls 
(price controls, allocation of materials, etc.), and (4) a lingering prewar belief 
that in the event of a future slump price stabilization and control of output 
may be better than-an unsheltered exposure to too much unrestricted competi- 
tion. 

G. M. Mrrer* 

“ Dental Goods Order, S. I, 1951, No. 1200, July 2, 1951. a 

3 At the beginning of this year the total staff was only 55, and the total expenditure of 
the Commission for 1950-51 was £46,115. 

' * The author is instructor in economics at Wiliams College. 


A Geometric Analysis of Recent Growth Models 


One of the by-products of the intellectual ferment touched off by the General 
Theory has been the revival of interest in economic growth. As befits its im- 
portance, the problem of growth has been attacked from a number of vantage 
points, theoretical as well as empirical. A number of macroeconomic models, 
of varying degrees of abstraction and complexity, have been suggested. Some 
are concerned with alternative paths along which income may grow, the specific 
path taken being determined by the particular set of assumptions regarding the 
behavior of consumption and investment.* Others are concerned with economic 
growth as a sine qua non of continuing economic stability. According to the 
theorists of the latter group investment and income must grow if depression 
` is to be avoided in the capitalist economy. 


*See, for example, Professor Paul Samuelson’s “Interactions between the Multiplier 
Analysis and the Principle of Acceleration,” Rev. Econ. Stat., Vol. 21 (May, 1939). 


~ 
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Two theoretical approaches of the second type will be considered here. Both 
take the Keynesian short-run saving-investment analysis as their point of 
departure, and are concerned with the problem of maintaining the equality 
of saving and investment as the economy grows. Both employ the Keynesian 
concept of propensity to save. However, an important distinction between the 
two is found in the treatment of investment. One approach, here designated 
Type I, uses the acceleration coefficient (or accelerator), which is the ratio 
between investment and the change in income which induces the investment.” 
The other approach, Type II, employs the capital coefficient (or its recipro- 
cal), which is the ratio between capital stock and output or capacity (the capi- 
tal coefficient is used in both the average and marginal sense).* The accelerator 
is a behavior coefficient, and the models which employ it emphasize the re- 
sponse of entrepreneurs to changes in income. The capital coefficient is a tech- 
nological one; models which use it stress the effect of investment on capacity. In 
order to simplify the mathematics, the models presented thus far in the litera- 
ture have assumed that these coefficients are constant. 

The purpose of this paper is twofold: (1) to suggest a diagrammatic method 
of representing these mathematical formulations of the growth problem for 
those who prefer to employ geometrical tools; (2) to provide a simple geo- 
metrical method of dealing with acceleration coefficients, capital coefficients, 
and propensities to save which are not necessarily constant. 

Type I. The fundamental assumptions are that saving is a constant per- 
centage of income and that investment depends on the rate at which income 
increases.‘ If we assume some level of income in the current period, there re- 
sults some quantity of saving, the magnitude of which depends on the com- 
munity’s propensity to save. In order for entrepreneurs not to be disappointed, 
there must be forthcoming in this period investment equal to this amount of 
. saving. Since investment is geared to the change in income between two periods, 

_ it Is essential that income grow if this equality is to obtain. Moreover, as will be 
presently shown, it is necessary that income grow by greater and greater 
amounts if equilibrium (in the sense of equality, period after period, of invest- 
ment and saving) is to continue. The rate at which income must grow de- 
pends on the values assumed for the acceleration. coefficient and the propensity 
to save. 

Figures 1 and 2 are geometrical treatments of growth models which involve 
the acceleration principle. In both diagrams saving S is a function of income. 
In Figure 1, S is assumed to be a constant percentage s of income of the pre- 
ceding period, so that, for example, saving of S,Y, available in period 1 results 
from the income 0Y, of period 0. In Figure 1, J is a constant fraction v of 
AY; v, the ratio of J to AY, is the acceleration coefficient. 


`The reader is referred to R. F. Harrod, “An Essay in Dynamic Theory,” Econ, Jour., 
Vol. XLIX (March, 1939); also cf. Mr. Harrod’s Towards a Dynamic Economics (London, 
Macmillan and Co. Ltd., 1948). The treatment of Type I is based chiefly on Harrod’s model. 

* See the following papers of Professor Evsey Domar, upon whose work Type H is based. 
“Expansion and Employment,” Am. Econ. Rev., Vol. XXXVI, No. 1 (March, 1947); 
“Capital Expansion, Rate of Growth, and Employment,” Econometrica, Vol. 14, No. 2 
(April, 1946). i l 

“Investment, saving, and income are in all cases net of depreciation. Although a constant 
price level is assumed, the analysis could be carried out with a variable one. 
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FIGURE 1 


Let income initially be OY>. If entrepreneurs are not to be disappointed, 
S:¥,, the saving available for period 1, must be matched by equivalent invest- 
ment (resulting from the income change between period 0 and period 1) in 
period 1. Hence, in order for this amount of investment J, Y; to be forthcoming, 
income must rise between periods 0 and 1 by Y,¥;. This income increase is de- 
termined by drawing the investment function from the point Fo at a slope 
equal to v, the value of the acceleration coefficient. The point at which the 
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FicURE 2 


investment function YJ’ crosses the dashed line drawn from S$, parallel to the 
income axis gives the requisite investment 7,Y,, and hence the amount of 
income increase necessary to induce this investment must be Y>Y,, or Slr 
With income at the higher level OY, saving available in period 2 will be 
Ss¥,, which is greater than that available in the preceding period. Hence in- 
vestment in period 2 will have to be equal to /,¥s, and hence income must 
rise by Y,Y,. This latter income growth requirement is ascertained by con- 
structing as before the investment function Y,J” from the point F,. It will be 
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observed that the second income increase must be greater than‘ the first. Thus 
both investment and income are required to grow by greater and greater 
absolute amounts, If income grows at less than the required rate, a piling up 
of inventories occurs, with consequent entrepreneurial disappointment." 

It is clear from Figure 1 tbat the income change necessary to induce any 
given amount òf investment is smaller the greater is v, and conversely. To the 
extent that it is more difficult to obtain a large increase in income than a small 
one, the likelihood of maintaining equilibrium will be greater with a high than 
a low v. Turning to the saving schedule, a steep slope s to the S function means 
' that as income grows, S grows rapidly, requiring a high J and, with a given v, 
a high rate of growth of income. Thus with a low s and a high v relatively little 
` growth is required. The situation requiring the most expansive kind of econ- 
omy is one marked by a high s (implying a large S at any given Y, calling fora 
high 7), and a low v (implying that the required investment can only be called 
forth by a large change in income) viz., by a high growth rate.® 

The method can be readily generalized to include $ and I functions which 
possess autonomous components and non-constant slopes (#.¢., neither pass 
through the origin nor are linear). An example is given in Figure 2, where 
saving is again a function of income of the preceding period. Here the accelera- 
tion coefficient is not constant, as in Figure 1. In the model shown, income 
must grow ultimately by constant absolute amounts to preserve equilibrium. 

Type I. This approach to the problem of growth emphasizes the dual char- 
acter of the investment process: investment not only generates income, but it 
also increases productive capacity. This means that although investment and 
consumption expenditures together may bring about a level of income at which 
all resources are fully employed this year, the same income level will be inade- 
quate to provide full employment next year. It will be inadequate because of 
the new capacity created by this year’s investment. Inasmuch as the full em- 
ployment income level is higher at the end of this year, it is essential that 
income (and—assuming stability of consumption habits—investment) grow 
next year, if full employment is to be maintained. 


‘If income grows at a rate in excess of the required rate, a running down of inventories 
results. 

‘The required growth condition represented in Figure 1 can be derived from the agian 
For equilibrium it is required that 

(1) l =<: Sa. From the S function we have 

(2) S: == SY- and from the I function 

(3) Ie =z v(¥s — F ~). Thus it is required that 

(4) SY i = v(Ye _ Yes). Hence 


u 
(5) Li ) Yaa — Fe. Thus 
growth, and l 
$ 
(6) 7 == —. 
Y 








is r+ 1, where r is the required rate of 
tr 


Although a lagged saving fincan is assumed in Figure 1, thé analysis might equally | 
well have been carried out on the assumption that saving is a constant percentage of the 
income of the same period. The required rate of growth in this case has the form 
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Figure 3 represents diagrammatically this type of approach to the growth 
problem. Equilibrium income is assumed to coincide initially with full employ- 
ment income at OY,. The saving function S and the investment function J’ 
are the usual Keynesian income determinants. The functional relationship be- 
tween additions to productive capacity (potential net value added—after de- 
preciation) and investment (additions to the capital stock) is given by the P’ 
` function. . 
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The income OY, is the initial equilibrium income under the conditions of the 
given J’ and S functions. At the end of period 1 the economy’s capital stock 
has been increased by S,Y,. The corresponding additional productive capacity 
which results is therefore, from the P” function, $,P;, or Y,Y,. The ratio a of 
S,P, to S,Y,; meaures the increase in productive capacity associated with the 
corresponding investment.’ The P” function of Figure 3 assumes that a is 
constant. The full employment income level is now OY;. It is clear from Figure 
3 that OY, will continue in period 2 if the consumption and investment func- 
tions are stable; however, in order to achieve the new and higher full employ- 
ment income OY, there must occur (if we assume a stable consumption func- 
tion) a rise of the investment function to /”, bringing about the saving-invest- 
ment equality at OY,. Thus, investment and income must grow, But this will 
result in yet another addition to capital stock, S¥,, which is greater than the 
first, S,Y,, by the amount of the investment increase, S,P;. In order to ascer- 
tain the increase in capacity resulting from period 2 investment we construct 
a new function P” from F,. It is drawn with slope a, since the ratio of the 
increment in capacity to investment is assumed unchanged. The capacity in- 
crease is, therefore, SP., or Y,Y 3. Thus, not only does the capital stock in- 
crease by increasing absolute amounts, but the full employment income level 
does also: FY: > Vier 

Various alternatives in the above interrelations can be indicated. Thus 0Y, 


"Note that J is the independent variable, while the capacity increment AP is the de- 
pendent variable; thus a is the tangent of angle P,Y.S., and is the average productivity of 
investment. 
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could as well be secured, with virtually no addition to investment, by a fall of 
_ the saving function. Also apparent is the effect on the growth requirement of a 
‘higher marginal and/or average propensity to save. A generally higher average 
propensity to save involves a saving schedule at a higher level; this will neces- 

sitate higher annual investment to achieve a given full-employment income 
level; this will impose a large annual increment in capacity, causing the full- 
employment income level to shift out at a rate determined by the P func- 
tions. If, in addition, the marginal propensity to save is high, the annual incre- 
ment in investment will have to be correspondingly high as well. 

The significance of a variable a as the stock of capital grows can be made 
clear by considering the effect of a curvilinear P’ function, where a declines as 
I increases in value.’ In this case capacity increases less rapidly than with a 
constant a, and by increasing, constant, or decreasing absolute annual amounts 
(depending on the nature of the successive P functions). This will necessitate 
increments in investment which are less than would be required with a con- 


stant. 
HAROLD PILVIN* 


*In this instance we may also derive the expressions for the required growth conditions 
from the diagram. The problem of growth according to this view is that of obtaining an 
increase in income equal to the increase in productive capacity. Now, the latter is, from 
the P functions in Figure 3, : 

(1) AP =: al, and, from the multiplier analysis, 

(2) AF = Al 1/a, where a is the marginal propensity to save; we require that AY = AP, 
-so that from (1) and (2), we have 

(3) al =: AI 1/0, Multiplying through by a gives 

(4) gal == AI. Thus the required absolute increase in 7 is aal, and for the rate of in- 
crease required, (4) divided by J gives 

(5) aa =: AL/I, 

*The model may be further generalized by assuming that the saving function is neither 
linear nor passes through the origin. 

* The author is at The Johns Hopkins University. He expresses his appreciation to Pro- 


fessor Evsey Domar and Dr. Edith Penrose, both of the Johns Hopkins University; this 
paper has gained materially in clarity of exposition from their numerous suggestions. 


Wicksell on Fiscal Reform: Comment 


tt is highly appropriate that a centennial evaluation of the work of Knut 
Wicksell has appeared.’ It is also fitting that in such an evaluation primary 
emphasis is placed on Wicksell’s work in monetary and business cycle theory. 
His work on fiscal theory and policy is little known, especially to English and 
American students, and has surely not enjoyed the acclaim of his efforts in 
other fields. Unfortunately, Mr. Uhr, has, in his necessarily brief treatment of 
this phase of Wicksell’s work,? failed to convey some essential elements of the 
fiscal reform program proposed by Wicksell. 

Mr. Uhr’s discussion leaves the impression that, except for the rejection of 


Carl G. Uhr, “Knut Wicksell—A Centennial Evaluation,” Amer. Econ. Rev., Vol. XLI 
(Dec., 1951), pp. 831-60. 


* Ibid., pp. 835-38. 
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simple majority approval of tax bills, and the requirement that each item of 
expenditure be matched by an item of taxation, Wicksell’s thought on fiscal 
Matters was somewhat orthodox. The proposition that expenditures providing 
special benefits be covered by benefit taxation, and expenditures yielding gen- 
eral benefits be covered by ability-to-pay taxation, which is attributed to Wick- 
sell, must certainly be classified among the orthodox neo-classical ideas of 
finance policy. This proposition, in its normally accepted sense, was, however, 
not supported by Wicksell, and indeed his proposals were made i in direct op- 
position to it. 

In Wicksell’s view the fundamental sdp of taxation was that of equiv- 
alence between the contribution made to government and benefits received 
from government (Leistung und Gegenleistung). The developments which had 
caused the benefit principle to be placed in the background and the correspond- 
ing ascendency of the ability-to-pay principle represented to him a step back- 
ward in fiscal thinking, and had resulted in the establishment of a rather 
devious body of doctrine.’ The benefit principle was superior in that it allowed 


some connection to be made between the total amount of government expendi- ' 


ture and the amount of taxes, whereas the ability-to-pay principle could be 
useful in determining only the distribution, not the total amount of taxes. 
Wicksell agreed with the soundness of Wagner’s proposal to apply the benefit 
principle when individual or group benefits were measurable and the ability-to- 
pay principle when benefits were immeasurable. But he departed from Wagner, 
and from later orthodox thinkers, in the extent to which benefits were measur- 
able and hence the benefit principle applicable. Admitting the difficulty of 
isolating specific benefits from government services, Wicksell still held that 
benefits from all expenditures made in the interest of present citizens were 
at least conceptually measurable.* These expenditures included all the normal 
general expenditures of the state, and Wagner’s claim that the comparison of 
the utility of general governmental services with the sacrifice imposed through 
taxation could only be made by, the collectivity was sharply disputed. Accord- 
ing to Wicksell, if the utility of such services for the individual members of 
the community was zero, then certainly the utility of such services for the col- 
lectivity was also zero.° The expenditures which should be financed by taxes 
levied onthe ability-to-pay principle were severely limited, and included only 
those incurred as a result of prior obligations on the part of the state, such as 
interest on the public debt.’ 

Another point of significance is closely related to the one discussed above. 
Wicksell also rejected the corollary purpose of financing general expenditures 

*Knut Wicksell, Finanztheoretische Untersuchungen (Jena, Gustav Fischer, 1896), p. 78. 
It should be mentioned here that my comments are based exclusively upon Wicksell’s work 


which is available in English and German; language difficulties prevent iny becoming 
familiar with his work in Swedish. 


* Ibid., p. 84. 
5 Ibid., p. 82. 


Ibid., pp. 77, 84, 118. There is some. indication that Wicksell would have included cer- 
tain welfare expenditures also in this category (p. 77). This point is not made clear. A 
contrary view seems also to be expressed (p..114). Im any case, the expenditures so 
financed would be relatively small, and should be specified in the constitution (p. 119). 
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by taxation based on the ability-to-pay principle, namely, the redistributing 
of incomes via the fiscal mechanism. This is important because Wicksell was 
strongly opposed ‘to any acceptance of the prevailing income distribution, as 
Mr: Uhr has pointed out. He did not oppose redistribution, and in fact he 
proposed measures designed to modify existing institutions of inheritance 
and property.’ But he did oppose achieving redistribution directly by fiscal 
means. This was based on his fear that the ruling political groups, whoever 
they were, could always justify redistribution in their favor under the guise 
of the “general welfare” unless the fiscal controls implied in the consensus or 
unanimity principle were retained. The requirement of relative consensus or 
unanimity prior to approval of taxes plus the combined consideration of ex- 
penditures and taxes was proposed to insure that the state take no steps to 
benefit special groups primarily at the expense of other groups. -This require- 
ment would likewise insure that the additional expenditures which were under- 
taken would be genuinely beneficial to general welfare.® 

The: principle of voluntarism or willing approval in the payment of taxes 
for all normal expenditures of the state was central to Wicksell’s whole scheme 
of thought. In my opinion, Mr. Uhr has not sufficiently emphasized this point. 
Wicksell realized, of course, that complete unanimity among all individuals 
and groups represented only a goal which might be sought, not something 
which might be achieved.® His idea of a qualified majority represented a proxi- 
mate goal which could be attained. This qualified majority was to be as large a 
portion of the total representative body as the institutional and social setting 
permitted, and Wicksell indicated that this would amount to anywhere from 
two-thirds to nine-tenths.’° It is interesting that, even with this apparently re- 
strictive requirement, Wicksell expected that the state would begin to play an 
increasing rôle and take over many areas which had previously been left in 
private hands. This was because his proposals would insure that no group ever 
þe coerced to submit to taxation for the financing of a project which was not . 
approved by the group. Given this guarantee, individuals and groups would 
willingly give their approval to many forms of state activity which they would 


"Rather than supporting inheritance taxation as such, Wicksell proposed severe limita- 
tions upon the rights of the legatee. Although he is not specific on many details, he ap- 
parently would have required, first, that legatees be close relatives, and, second, that a 
maximum be placed on the amounts each was legally entitled to receive. Ibid., pp. 143-49. 

He supported Wagner in the proposal that the state should tax away unearned increments 
in capita] asset values (capital gains). This was held to be especially important for real 
property since on ordinary goods gains tend to balance losses. Taxation might be extended 
to such gains, however, if the situation warranted. Ibid., pp. 150-53. 

*As I hive pointed out elsewhere, this requirement of relative unanimity of approval 
for taxes can be considered as guaranteeing the satisfaction of the Paretian conditions for 
increasing welfare. If there is unanimous approval of some allocation of the tax bill neces- 
sary to finance a proposed additional undertaking of the state, then the carrying out of the 
proposal will clearly make no one worse off, and some better off, at least in terms of 
preferences, “Knut Wicksell on Marginal Cost Pricing,” So. Econ. Jour., Vol XVII ROS 
1951), pp. 173-78. 

° Finanstheoretische ca p. 116. 

» Ibid., p. 117. 
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stoutly oppose under the institution of simple majority rule.“ The “welfare 
state” of the Wicksellian construction was therefore considerably different 
from the situation achieved by the mere expansion in the public sector of the 
` economy. 

Two changes in the institutional setting which have taken place since the 
time Wicksell wrote seem'to make his proposals for fiscal reform deserving of 
even more careful consideration now than when they were first proposed. The 
first is the abandonment of the “myth” of the annually balanced budget as a 
result of the Keynesian impact on fiscal policy. This has removed even the 
loose relation which formerly existed between the approval of expenditures 
and the approval of taxes with which the expenditures are to be financed. The © 
second is the increasing political cohesion of functional economic groups and 
the consequent sharpening of inter-group conflicts. Despite its relative dor- 
mancy since it was first proposed and its heterodoxy then and now, Wicksell’s 
program for fiscal reform in its broader aspects seems still to be correctly 
characterized by the “well-known Swedish economist” cited by Professor 
Ohlin: “Wicksell is almost never entirely right, in fact, he is not seldom 
entirely wrong; but you will find that he has dug a little deeper than anybody 
else i in almost every problem at which he has been working.”” 

James M. BUCHANAN* 

™ Ibid., p. 115. | 

™ Bertil Ohlin, “Obituary: Knut Wicksell—1851-1926,” Econ. Jour., Vol. XXXVI Cai 
p. 510. , 

* The author is professor of economics at Florida State University. 


Graduate Students in Economics 


This is the third in a sequence of studies made of the lists of “Doctoral 
Dissertations in Political Economy in Progress in American Universities and 
Colleges” published annually in the American Economic Review, September 
issue. The first study appeared in 1930 (Vol. XX, No. 2, June 1930, American 
Economic Review), and covered all lists which were published from the very 
first year—1904 to 1928. The second study covered the period 1929 to 1940 
(published in the December 1942, Vol. XXXII, No. 4 issue of the American 
Economic Review). The present study covers the ten-year period 1941 to 
1950. In some cases, we shall reproduce summary information from the previ- 
ous studies in order to compare it with the results of the last ten years. The 
present study, therefore, covers more than just the 1941-1950 period, although 
the new information is limited to this period. 

The same techniques have been employed for all studies. It is important to 
point out that this is not a summary of students who have received their 
Ph.D.’s in economics; it is a study of students who have been reported by the 
various institutions as working toward their Doctor’s degrees. In going over the 
annual listings of ‘Doctoral Dissertations in Political Economy in Progress 
in American Universities and Colleges,” an attempt is made to eliminate dupli- 
cates from year to year by summarizing the most recent year first and then 
working backward by omitting all names from earlier lists which have been in- 
- cluded in a later year. The last year studied under these circumstances is 

- always by far the largest, since all names are used in this list. Interestingly 
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enough, the total number of candidates studied in each of the three periods is 
about the same—2809 for the 1904-1928 period; 2811 for the 1929-1940 
period, and 2773 for the 1941-1950 period. The number of years in each of the 
three periods, of course, is not the same, so that the expected growth is in 
evidence in the number of candidates, with an understandable interruption dur- 
ing the World War II years. The most recent year analyzed (1950) shows 
approximately 750 names, which is considerably larger than that of any previ- 
ous year, and compares with less than 500 names on the 1940 list (these two 
years may be compared since each was a “last” year for one of the periods 
studied). 

The tabulated information is offered in approximately the same order that 
it has been given in the two previous studies. Table I lists the total number of 
candidates at the 41 institutions which had the largest number of candidates 


TABLE J.—Canpmates PREPARING DOCTORAL THESES, 1941-1950 ann 1904-1950 





1941-1950 
Number 
Institution of Per Cent Per Cent 
Candidates 
1 Columbia 656 23.7 1 22.0 
2 Harvard 309 11.1 2 12.8 
3 icago 306 11.0 3 9.6 
4 Wisconsin 217 7.8 4 8.9 
5 Pennsylvania 103 3.7 5 - §.5 
6 Minnesota 85 3.1 6 3.3 
7 Ohio State 79 2.9 7 3.3 
8 New York University 76 2.7 8 2.6 
9 Michigan 72 2.6 2.6 
10 California 2.3 2.4 
11 Virginia 59 2.í 2.2 
12 Northwestern 56 2.0 2.1 
13 Princeton 49 1.8 pn Hopkins 2.0 
14 North Carolina 45 1.6 orthwestern 1.9 
15 State Univ. Iowa 44 1.6 Princeton 1.8 
16 Ilinois 44 1.6 State Univ. Iowa 1.7 
17 Catholic 43 1.6 New York University 1.6 
i8 ‘Toronto 37 1.3 Stanford 1.3 
19 Cornell 35 1.3 Catholic 1.2 
20 Duke 30 1.1 Virginia 1.2 
21 Yale 30 1.1 Robert Brookings 1.0 
22 Pittsburgh 28 1.0 Àmeri 1.0 
23 erican 27 1.0 i 0.9 
24 MLT. 26 0.9 0.9 
25 Texas 25 0.9 0.7 
26 Stanford 23 0.8 0.7 
27 Johns Hopkins 22 0.8 0.5 
28 For 18 0.7 0.5 
29 New Sch. Social Res. 17 0.6 0.5 
30 Tufts 15 0.5 0.3 
31 Indiana 15 0.5 0.3 
32 Kentucky 11 0.4 0.3 
33 St. Louis 11 -0.4 0.3 
34 Nebraska 11 0.4 0.3 
35 Clark 9 0.3 0.3 
36 Washington Univ 0.3 0.3 
37 Brown 8 0.3 0.3 
38 Bryn Mawr 7 0.3 0,2 
3 alpa California í ee 
41 McGill 5 0.2 0.2 
42 Others 35 1.2 1.3 
Total 2,773 100.0 100.0 
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during ie period under review (1941- 1950). These institutions account for 
approximately 99`per cent of the total candidates for the period. At no time 
has the No. 1 position occupied by Columbia University been challenged. 

The “big four” has also remained the same during the entire period from 
1904 to 1950, and includes Chicago, Wisconsin, and Harvard, in addition to 
Columbia. ‘The institutions holding second, third and fourth places have 
changed from period to period. Another significant change which has taken 
place in the order of listings has been the drop of Cornell, Yale, and Johns 
Hopkins, and the rise of North Carolina, Virginia, and New York University. ; 

The total number of candidates pursuing graduate work in economics for 
each year of the decade 1941-1950 is given in the summary right-hand column 
of Table II. First of all, as might be expected, the World War II years showed 
drastic declines in the total number of candidates doing graduate work. It 
would be necessary to go back as early as 1920 to find a year which was as low 
as 1945, when only 114 candidates were reported. Prior to the war years the 
figure had been in the 200’s and Table I indicates that by 1948 it again ex- 
ceeded 300. (The extraordinarily large number for 1950 has previously been - 
explained by the fact that all years except the last one in the series have dupli- 
cates eliminated.) In general, the growth of the number of students doing 
graduate work in economics has in no sense been phenomenal, not even as great 
as the increase in total registration of the colleges and universities throughout 
the country. 

Table II also shows the number of candidates at the 18 institutions which 
had the largest number. These 18 institutions, during this most recent period, 
account for approximately 84 per cent of the total number of candidates re- 
ported. This is somewhat lower than the percentage accounted for by the 
eighteen leading institutions for earlier years; 89 per cent were accounted 
‘for by the 18 leading institutions for the earlier years. Among the institutions 
which were among the “leading 18” for earlier periods but which are no longer 
included in such a list are: Cornell, Yale, Johns Hopkins, Stanford, and Ameri- 
can, Institutions which are new to the list include: Toronto, Catholic, North 
Carolina, Virginia, and New York University. (Percentages for each institu- 
tion by five-year periods and for the total for the period are given at the 
bottom of Table II. These five-year period percentages may be added to those 
- given at the bottom of Table I in the December 1942 study, if one wishes to 
make a comparison for the entire 1904-1950 period by five-year intervals.) 

Table IN lists the subject matter fields of the dissertations of the candidates ` 
for the Ph.D. degree in economics. Beginning with 1942 (the second year of 
the present study), some changes were made in the subject matter classifica- 
tions. This prevents us from making an exact comparison with the distribution 
of subjects for earlier years. For several principal classifications, however, such 
as Theory, Agriculture, Labor, and Economic History, the classifications have 
remained approximately the same. 

For the period 1941-1950, one subject stands out over all others—Labor. 
Approximately one thesis in seven was being prepared in this field. Next in 
importance was the general field of Agriculture which had been the most im- 
portant field between 1924 and 1940. After Labor and Agriculture, a number 
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TABLE IV.—ĪNSTITUTIONS GRANTING BACHELORS’ DEGREES TO 
DOCTORAL CANDIDATES, 1941-1950 





Institution 
C.C.N.Y. Amherst 22 
Columbia Alabama ; 21 
Chicago Kansas St. Teachers 21 
Harvard Virginia 21 
California Cornell 20 
Wisconsin Utah St. Agricultural 18 
New York Miami 17 
Pennsylvania Nebraska 17 
State Univ. Iowa ees 
Michigan Total 1,242 
Texas 
Dlinois Others 1,095 
Minnesota 
Ohio Foresgn Countries 
Washington Canada © > 145 
Brooklyn China , _ 38 
Princeton India 10 
Yale Egypt 9 
Dartmouth Others 43 
Oberlin -— 
Swarthmore 245 
Northwestern ` i l 
Stanford Grand Total 2 , 582a 





* The listings failed to report the bachelor’s degree for 191 persons. 


of subjects are of about equal importance. These include Economic Theory, 
Economic History, Public Finance and International Economics. 

One of the interesting aspects of a study of the. graduate students in eco- 
nomics is to learn of the institutions which have “sent” the greatest number 
into graduate work. Table IV shows the 31 institutions in this country which 
granted bachelor degrees to the largest number of students who later became _ 
candidates for the Ph.D. degree in economics. For the period 1941-1950, the 
City College of New York leads. As an institution where students work for 
the doctor’s degree in economics, the City College reports no candidates. Fol- 
lowing the City College are Columbia, Chicago, Harvard, and in general, the 
other schools which are also important in graduate work in economics. 

The changes that have been experienced over the period of the three studies 
(1904-1950) have been very noticeable, For the first period (1904-1928) Wis- 
consin was the institution which had granted the bachelor’s degree to the 
largest number who later worked for the Ph.D. degree, and Pennsylvania was 
second, For the period 1929-1940, Illinois was the leader, and Pennsylvania 
was again in second place in this respect. When summarizing the entire 47-year 
period, the schools which were most important as grantors of bachelor’s 
degrees to candidates who later worked toward the Ph.D. degree in economics 
were Wisconsin, Columbia, and Pennsylvania, in the order named. 

For the entire ten-year period approximately 9 per cent of the total candi- 
dates reported were women. This compares with approximately 8 per cent for 
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the period 1929-1940. In other words, there has been an insignificant increase . 
in the proportion of women working toward their Ph.D.’s in economics during 
recent years. This may be at variance with what might have been expected in 


view of the large number of men who were called into military service during ~ 


the war period. In 1944, 21 of the 142 candidates were women. During this 
-war year, the precentage of women was approximately 16 per cent or nearly 
double the percentage for the entire period. The number of women working 
in the field, however, did not show any increase during the war period. Thus, 
graduate study in economics continues to be undertaken by more than ten 
- times as many men as women. 

. | Lewis A. FroMAN* 


* The author is president of Russell Sage College. 
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Economic Theory; General Economics 


Welfare and Competition—The Economics of a Fully Employed Economy. 
By Tor Scitovsxy. (Chicago: Richard D. Irwin, 1951. Pp. xvi, 457. 
$5.50.) 

Professor Scitovsky’s E A to modern welfare theory have been so 
outstanding that a book on that ‘subject from his pen would be an event. This 
is not that book. It is a very important book, but in spite of the two words in 
its title, it is a book about Competition, not a book about Welfare. It is not a 
book of the Pigou type, which builds up a theory of Welfare Economics, and 
then applies that theory (among other applications) to the study of Monopoly 
and Competition. It is a book of the Chamberlin-Robinson type, which is 
primarily concerned with Monopoly and Competition; though it wisely goes 
back to Pigou in its use of the technique of Welfare Economics as a source of ` 
principles by which the various market-forms which it studies can be judged. 
_ The judgment which emerges is, on the whole, a very balanced judgment;- 
Professor Scitovsky has helped us a great deal to get this difficult and con- 
troversial problem into proper focus. 

Instead of beginning, as I myself would rather wish he had begun; with an 
outline of the Welfare principles which are going to be applied, Scitovsky 
starts with a classification of market forms. Leaving on one side the case of the 
undeveloped market (characterised by isolated or only partly competitive bar- 
_ gaining) and the case of the controlled market (characterised by trade at pre- 
scribed prices) we are left with three main types, to the study of which almost 
the whole of the book is devoted. These are (1) perfect competition, in which 
both buyer and seller are “price-takers” (to use the elegant term which Scitov- 
sky borrows from Lerner, to mean the same thing as the “quantity-adjusters” 
of Frisch); (2) free competition, as Scitovsky calls it, being the imperfect 
competition with free entry of Mrs. Robinson; (3) restricted competition, or 
imperfect competition without free entry. It is of course admitted that actual 
markets do not always fit very exactly into these types, and that markets which 
approximate to one type co-exist with markets which approximate to another. 
Nevertheless, Scitovsky chooses to concentrate on his types, and to get out 
his main results i in the form of comparisons between model economies, in which 
the one type of market or the other is established more or less throughout. 

_ The case of perfect competition is studied at considerable length, but (ex- 

cept towards the end) nothing that is very new seems to emerge. The main 

purpose of the discussion is to show that the perfect competition model satisfies © 
the static efficiency tests of welfare economies, which are introduced at this 
point, so that there is not much room to give them the general justification 
which they surely still require. It is fully admitted that the perfectly competi- 
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tive economy is a theoretical construction, which has never, even approxi- 
mately, existed. Its theoretical function is to serve as a standard of reference, 
by which the other forms that are nearer to the actual can be judged. 

This is the attitude to perfect competition theory which Scitovsky usually 
takes; but he does not always hold to it. Theré is another strand in his 
thought, which is related to an alternative conception of perfect competition. 
“At the beginning of the nineteenth century,” he tells us, “these markets 
[the perfectly competitive markets for materials and staple foodstuffs] were 
the only exceptions to the then almost universal rule of competitive bargain- 
ing; this fact led many economists of the time to expect competition to become 
more perfect and the number of perfectly competitive markets to increase with 
the passage of time” (p. 19). In fact, this has not happened; but supposing it 
had happened, would it have meant that the welfare optimum would have 
been attained, so that the wants of consumers would have been satisfied as well 
as they could have been from available resources? It hardly seems probable. 
The doubts thus raised lead Professor Scitovsky to append to his static 
analysis of perfect competition, in which perfect competition is a standard of 
-~ reference, a dynamic analysis (Chaps. LX and X), in which perfect competi- 
tion has ceased to be a standard of reference, but is itself found wanting by 
some further (unspecified) criterion. 

The chief deficiencies which are discussed in these chapters are two. One is | 
imperfect foresight (“cobwebs” and such like) which are shown to be more 
damaging in perfectly competitive markets than in markets where producers 
take more direct account of the behaviour of their competitors. This, it may be 
accepted, is a genuine deficiency of perfect competition, as usually defined; 
Scitovsky has done well to emphasize its importance and to bring it into some 
relation with his static theory. The other is concerned with the supply of 
capital to the individual firm. In effect, what is here contended is that, though 
- other markets may conceivably be perfect, the capital market, by its very 
nature, cannot be perfect; so that the only “perfect competition model” which 
could conceivably come near to being realised in practice is one in which the 
firm’s supply of capital is strictly limited—this limitation providing the ex- 
planation why the firm cannot grow to an immoderate size. The substance of 
these contentions may be granted, yet it remains inconvenient to admit an 
imperfectly competitive capital market into a model which is still called per- 
fectly competitive. It proves inconvenient as a matter of exposition; for since 
the imperfect capital market has to be studied before any general technique for 
the study of imperfect markets has been developed, Scitovsky finds himself 
obliged to concentrate attention on the special case in which the supply of 
_ capital to the individual firm is fied. This is an interesting special case, but 
surely it is a special case, with rather peculiar properties. It is a pity that 
these peculiar properties are given, as a result of the classification adopted, . 
more attention than they deserve. My own feeling is that the imperfect capital 
market belongs to the theory of free competition, not to that of perfect com- 
petition; there would have been less trouble if Scitovsky could have brought 
himself to deal with it in that place. 

One would indeed be glad to think of ways of transferring iiei ftom 
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Part II (Perfect Competition) to Part III (Free Competition) ; for if Part IT is 
rather long, and not (at this time of day) very original, Part IH is novel and 
exciting. This is partly because no less than four of its six chapters are devoted 
to a special study of the firm under imperfect competition—“the Price-Maker’s 
_ behaviour’”—which succeeds in making a remarkably fresh approach to a well- 
worn subject. One suspects that these chapters form the part of the book about 
which, for-a while at least, most will be heard. 

The essence of these chapters may perhaps be summarised in the following 
way. Anyone who has thought at all about the matter will agree that the choices 
which confront an actual entrepreneur are exceedingly complex; though itis - 
not difficult to write down (at least in symbolic language) a general description 
of them, the resulting maximisation problem is so difficult as to be quite un- 
manageable. It is unmanageable by the economist; and it is also unmanage- 
able, in these terms, by the entrepreneur himself. Some simplification is there- 
fore necessary. The economist, confronted with this problem. of simplification, 
naturally proceeds by the method which he has found useful in other cases; 
he simply leaves out those aspects which he cannot conveniently handle, and 
reduces the problem to manageable terms by a process of exclusion. But this 
procedure is not open to the business man himself, who cannot abdicate his 
responsibility -in this way. He has to seek an alternative means of simplifica- 
tion. If, therefore, economists and business men are to become mutually in- 
telligible, as they must do if economists are to be able to use business data and 
to have worthwhile views on business problems, a bridge between the business 
man’s simplifications and the language of economic analysis has got to be 
built. To the building of this bridge Scitovsky has made a notable contribu- 
tion. 

He begins from the economist’s end, with the familiar equation of marginal 
revenue and marginal cost. But, since he intends to go on at once to consider 
variations in the non-price ingredients in the seller’s offer (quality, advertising 
and so on), he proceeds at once to re-formulate the equation in a new way. He 
uses the term price-variation cost to mean the difference between price and- 
marginal revenue; that is to say, price-variation cost is the cost of selling a 
marginal unit of output by the route of diminishing price. The classic equation 
can then-be written in the form 

Price Variation Cost = Price — Marginal Production Cost 
or Price Variation Cost = Profit Margin. 

The advantage of this reformulation is that it can so ENT be extended to 
deal with the non-price ingredients. It can readily be shown that quality im- 
provement, selling expenditure and the rest will each of them be carried to the 
point where their variation costs (similarly defined) will be made equa! to the 
profit margin. The simplest way of envisaging the whole problem of selling 
policy is to think of each type of variation being carried up to the point where 
its (marginal) variation cost equals the profit margin. The central importance 
of the profit margin for the entrepreneur’s own conception of his problem is, 
by this simple device, made abundantly clear. 

It is further suggested that in most cases we shall expect the entrepreneur 
to begin by setting a profit margin, which will mainly depend on his estima- 
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tion of the comipetitiveness of the market’ confronting him, and to proceed sub- 
sequently by adjusting all the other variables to it.. Logically, he ought to 
= reconsider his profit margin everytime he makes an adjustment in another 
variable; but there will generally be insufficient information available to him 
to make such reconsideration worthwhile. Indeed, since the problem is one of 
simplification, it is practically less dangerous to simplify by assuming variables 
to be independent, and demand functions to be linear (or iso-elastic), than to 
- simplify (as economists are tempted to do) by leaving variables out of 
account. 

‘To this brilliant analysis of the rôle of the profit margin (the full range of 
which cannot be more than suggested here), Scitovsky adds-—what has hitherto 
. been very badly needed—a complementary study of time-factors in selling 

policy. What period of time should the business man take into consideration 

‘when fixing prices or when determining the other variables? Brushing aside 
such trivialities as customers’ annoyance at frequently changing prices, which 
have received too much attention in the literature, Scitovsky deals at length 
with three specifically economic factors, which can be used as the basis for 
a remarkably coherent theory. These are: (1) the costs of making a change, 
sometimes (but not always) small in the case of price-changes, nearly always 
considerable in the other cases; (2) certain indivisibilities; (3) the reaction- 
. time of consumers, called by Scitovsky (not I think very happily) the “turn- 
over period.” About the last of these, in particular, quite a number of impor- 
tant things can be said. All three factors usually work against frequent changes 
in selling policy, though they have other more special effects in addition. Thus, 
for instance, slow reaction-times work in favour of stability, but they are also 
inclined to set greater obstacles in the way of price-reductions than of price- 
increases. Even in a competitive market (so long as it is not perfectly competi- 
` tive) prices must usually be ee to coame down more slowly than they go 
up 

We are now three-quarter way through the book, but the most important 
things which Professor Scitovsky has to say still lie ahead. These are chiefly 
to be found in the remaining chapters (XV-XVI) of Part HI, which deal 
with the Conditions of Free Competition, and the Efficiency of Free Competi- 
tion, respectively, In these chapters the corresponding problems of Restricted 
Competition are already covered by implication; little therefore remains to 
be done in Part IV except to make some of the consequences of Chapters XV- 
XVI more explicit. — - 

Many of the Conditions of Free Competition are familiar enough. There 
‘must be a “competitive spirit”; the technical economies of large scale must — 
not be. too overwhelming; and so on. To these familiar considerations Scitov- 
sky adds another, which is much more interesting though it may prove more 
controversial. Free Competition is most easily maintained in an informed 
market. An informed market is one in which buyers either are, or think them- 
selves to be, good judges of the quality of the goods offered. Uninformed 
markets, in which the consumer is a prey to the advertiser, most easily fall 
into a state of Restricted Competition. 

For this distinction two main reasons are offered. In the first place, it is 
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relatively easy for a new firm to enter an informed market. There will usually 
be little difficulty in devising a variety of product which will satisfy the spe- 
cial tastes of some consumers; in an informed market these consumers can 
readily and quickly be drawn to the new product when it is offered, so that 
the new firm has no great difficulty in making a start. The heavy advertising 
expenses, needed before a foothold can be established in an uninformed mar- 
ket, are a formidable barrier to the entry of new firms. The second reason is 
more subtle. In an uninformed market, a sufficient volume of advertising ex- 
penditure will usually enable a firm to hold its existing customers; this means - 


that one of the limits to size which has been most stressed by economists—the~ - 


limitation of entrepreneurial capacity—is relatively inoperative. Limited en- 
trepreneurial capacity may limit the rate of growth of a firm in an uninformed 
market, but does not limit its absolute size. But in an informed market, much 
entrepreneurial capacity is taken up with the mere holding of existing cus- 
tomers; this both limits the size to which the individual firm can expand, and 
it also limits the life of many firms. Thus the population of firms tends to be 
a floating population, for which “free entry to the industry” is not merely 
. potential but actual. Though the other, more technological, factors must not 
be forgotten, there is, in Scitovsky’s view, a distinct correlation between the 
degree of informedness of a market and the freedom of competition in it. 

The reader who accepts this argument (for my own part I think I would 
accept it, though I am not quite sure how far it should be carried) has al- 
ready, even before reaching the crucial stage of the debate, been got into a 
“State of divided sympathies. Which do we like better—the world of Free Com- 
petition, with its intelligent consumers, each of them a little entrepreneur in 
his own affairs, or the world of Restricted Competition, in which all save an . 
élite of entrepreneurs are progressively stultified, but which can use the Law 
of Increasing Returns to attain material wealth quite outside the other’s 
reach? This is indeed the dilemma with which Scitovsky confronts us. The 
use of welfare criteria to discuss the “Efficiency of Free Competition” simply 
_drives it home. 

Free Competition is not Perfect Competition; it gets worse marks than 
Perfect Competition from the standpoint of the static welfare tests. The dis- 
crepancy between price and marginal cost, made explicit by the existence of 
the profit margin, has (in Scitovsky’s view) received exaggerated attention as 
a direct cause of departure from the welfare optimum. In a genuinely free 
market, profit margins (properly measured) cannot be very. wide, and cannot 
‘prevent the attainment of an approximately correct relation of marginal costs — 
between competing firms. There are two indirect consequences of the discrep- 
ancy which are more important. One is the tendency to an excessive number 
of firms (the Chamberlin-Robinson “excess capacity” which Scitovsky- fully 
admits); the other is a bias against roundabout methods. which involve pur- 
chase of materials from other firms, the cost of which is exaggerated by 
“pyramiding” of profit margins. In both of these ways the Freely Competi- 
tive Market takes less than full advantage of the economies of ae which | 
are technologically open to it. 

In these particular respects Restricted Competition i is likely. to do better. 


` 
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But Scitovsky owes it to his approach that he is in no danger of exaggerating 
these -virtues—of falling into the adulation of Restricted (or rather of 
Controlled and Restricted) Competition which has been implicit in the 
work of too many of his predecessors. Though Free Competition has the 
defects which have been stated, it does at least ensure that a given output is 
produced by each firm as efficiently as possible (apart from the “pyramiding” 
point). Restricted Competition -does not even give us that assurance. It is 
always unlikely that in an uninformed market consumers’ wants will be satisfied 
particularly well. Economies of large scale and capital-using technology are 
bought at a great price. 

This, more or less, is where Scitovsky’s argument takes us. But, having 
got there, is there not another thing, which Scitovsky does not say, which 
needs to be said? If anything of this sort is true—-and it seems to me that in 
general, though not perhaps in every particular, the case is proved—is it not 
time that economists abandoned the discussion of these problems in terms of 
general. models, Perfect Competition, Free Competition, Restricted Competi- 
tion and the like? The conclusion which has emerged from the study of these 
models is negative. In a world of large-scale production and scientific tech- 
nology (whatever may have been the case in a’simpler world, but the same 
conclusion probably holds there“ too), there is no practicable market form 
which could be made to exist at all generally, and which does not have great 
disadvantages to match its advantages. The search for the ideal is therefore a 
will-of-the-wisp. It is time that we ceased to conduct these discussions on so 
general a basis. What is now needed is not a general theory of market forms 
but a technique by which we can most accurately and usefully assess the 
advantages and disadvantages of change—of practicable change—in particu- 
lar cases. What we need is a theory—it must, I think, be a continuation of 
our theory of welfare economics—-which will enable us to treat each particu- 
lar problem, each particular proposal, on its merits. 

This reflection is in no way a criticism of the great service which Scitovsky 
has performed. It is no criticism of the guide who has helped us over the 
brow of a hill that he has not yet also led us into the more fertile country which ' 
now lies in front. 

J. R. Hicks 

All Souls College, Oxford 


The Theory of Inter-Sectoral Money Flows and Income Formation. By JoHN 
SOMERSET CHIPMAN. (Baltimore: Johns Hopkins University Press. 1951. 
Pp. 154. $2.00.) 

To the reader not already acquainted and impressed with Protessor Chip- 
man’s work, brief perusal of this volume. will be convincing of the author’s 
‘very great technical competence. The book is entirely devoted to an examina- 
tion of the formal properties of the multiplier relation and the attendant 
‘mechanics of income formation when the economy is disaggregated into a 
number of séctors. In this case the problem becomes one of tracing the effects 
through time of an autonomous injection of expenditure into one or more 


~ 
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sectors on the income of those and the other sectors of the economy. 

Professor Chipman’s basic relation states that the effect of such aù injection 
on any one sector’s income is the portion of the injection going to that sector 
plus the sum of the amounts each other sector will be induced to spend in this 
one (the change in the income of each other sector multiplied by its marginal 
propensity to spend in this one). By assuming constant marginal propensities 
to spend and a time lag (not necessarily of the same length throughout the 
economy—longer time lags are produced by fictitious sectors through which 
an expenditure is passed to delay it) these relationships become simultaneous 
first order difference equations, whose formal properties are carefully ex- 
amined. Here the author derives theorems and presents in convenient form 
others previously known, which describe the formal properties of the time 
path and the equilibrium values of income, etc., as generated by the system. 

The nature of these theorems is worth some consideration. There are those 
whose economic meaning is fairly clear. For example (1) if all sectors’ marginal 
propensities to extraspend (to spend in some other sector) are non-negative 
(a negative propensity would imply that the buying sector gets mostly in- 
ferior goods from the other), the total multiplier for the whole economy must 
exceed 14; (2) for the system to be stable the average of all sectors’ pro- 
` pensities to intraspend must be less than unity; (3) if the marginal propen- 
sities are all non-negative, a single autonomous injection cannot result in 
oscillatory (“cyclical”) behavior in the time path of income. There are sev- 
eral other results of this nature. In addition there are the results on stability 
which are couched entirely in terms of the signs of determinants whose eco- 
nomic significance is by no means apparent, as the author himself points out. 

Now it is the impression of the reviewer that none of these theorems, even 
those of the first category, is of any direct “practical” relevance. Indeed, in 
this respect the spirit of the whole performance is as far from that of the 
classics or Marshall or Keynes as can be imagined. The works of those authors 
were conceived with reference to their relevance to issues of the day, and 
their commissions and omissions may perhaps largely be explained thus. Pro- 
fessor Chipman’s work, like much of contemporary theory (the reviewer’s. 
writing not excepted) seems concerned mostly with manipulative technique. 
One of its obvious virtues is its aesthetic appeal. As such the book is a most 
excellent performance. And indeed there is nothing in any sense undesirable in 
works of this character, so long as we are perfectly clear as to what they are. 

There is one general result which may be more directly “applicable.” This’ 
is a plausible observation which emerges again and again. Aggregation may 
tend to conceal more than it reveals unless the subgroup of which the ag- 
gregate is composed is not very heterogeneous. Moreover, it would appear 
that, at least in the model considered, “the greater is the degree of hetero- 
geneity within the economy, the more abnormal is the behavior of the econ- 
omy as a whole,” #.e., the more likely are instability, oscillatory behavior in 
the time path of payments and even, perhaps, negative multipliers. 

| W. J. BAUMOL 
_ Princeton University 
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Man, Money and Goods. By Jonn S. Gamess. (New York: Columbia Uni- 
versity Press. 1952. Pp. xii, 339. $3.75.) 


Gambs’ objectives may be summed up as follows: to write an introductory 
book about economic theories (comparative economics) rather than about 
one type of economic theory; arid to present his ideas in a way which is (a) 
non-partisan, (b) clear, (c) lively and stimulating in its method of presenta- - 
tion. The book is specifically for “mature earnest intelligent people who have 
a sincere interest in economic theory, but never quite made contact with: 

it. 3 

The- types of theory which receive attention.are: (1) “Standard” (neo- 
classical) economics, with particular reference to Marshall; (2) the “new 
economics” of the post-Depression era—Keynes and the “imperfect com- 
peters” are stressed; (3) dissident economics, which includes such names as 
Werner Sombart, John Hobson, R. H. Tawney, the Fabian socialists,. Marx 
` and his followers, and last (but by no means least) the institutionalists, with 
special emphasis on the work of Veblen and Mitchell. 

As an institutionalist, Gambs (Decline of the 1.W.W., 1932; Beyond Supply 
and Demand, 1946) might reasonably be expected to fall somewhat short of. 
complete objectivity, and he does not disappoint us, His bias shows in the 
disproportionate attention paid Veblen and his highly sympathetic treatment 
of Mitchell (who was his early teacher). That he is more than a little allergic 
to pre-1930 economics is demonstrated by the small space given to its merits 
and the large space given to its faults. Post-1930 economics he finds more 
acceptable, but he manages to keep his enthusiasm for it well under control: 
“Thus we find that even the more recent developments of standard economic 
theory do not- escape criticism. The best thing about the newer trends is that 
` they have issued a strong challenge to the theory that came before. Out of 
this may come a genuine revolution in economic thought—not too late, let 
us hope, to save us from some of the disasters that threaten Christendom” 
(p. 120). : 

But it must be admitted that before he moves on to more pleasurable €x- 
ercises, he pays his respects to the contribution of orthodox economics. It is. 
not a long eulogy, for Gambs has more important matters at hand; but it 
is pithy. Should an orthodox economist happen to read it, ne would savor it 
slowly and with considerable relish: 


Standard theory has—to say the least—taken on many of the preliminary 
jobs. It has made useful categories, defined terms, pointed out vulgar 
errors. It has, with the man in the street, seen that supply and demand 
determine price, but it has also seen that supply and demand are them- 
‘selves complexes. These it has sought to break down. If it has perhaps 
stressed too much its theory of value, it has perhaps also held that con- 
cept to be viewed in many lights. It has, apart from its strictly theoretical 
work, accumulated a vast amount of descriptive material about the eco- 
nomic universe and has, in many cases, suggested sound public policies. 
Several of its practitioners have. helped to perfect the scierice of statistics, 
which has become an indispensable tool of the social sciences. Many severe 
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critics and dissenters themselves concede that the hard core of all economic ` 
thinking has been developed by standard theory and that others have 
only added, extended, embellished—in any event, have only built on foun- 
dations already laid (p. 104), 


Pag 


And Gambs does concede that the dissidents (of whom spac the in- 
stitutionalists form the most important group) “like standard theorists, are 
neither custodians of the whole truth, nor free from bias and error” (p. 174), 
Orthodox economists will perhaps be relieved to learn this. 

Gambs’ technique is to present, in turn, a list of salient features of each of 
the types of theory under consideration, and to follow this with an evaluation, 
also submitted in the form of a list, pro and con. This procedure is of course 
rather common; and, so far as it goes, is satisfactory. However, from the ` 
point of view of the neophyte, even the intelligent neophyte, integrated syste- 
matic summaries would greatly assist in the clarification of the issues in- 
volved. Gambs’ summaries, such as they are, cannot, by any stretch of the 
imagination, be termed masterly; thus the clarity of his presentation is ad- 
versely affected. It is. possible that he feels that a further development of his. 
summaries might tempt him away from the “strait and narrow” path of ob- 
jectivity. 

Gambs’ use of words is usually such as to leave little doubt as to his mean-~ 
ing. Occasionally, however, he uses terms and phrases in such a way that (at. 
the very least) further elucidation i is indicated. A few instances will ‘suffice. 
The questionable words are italicized: 


The usual supply curve is like the semi-flat and up-going part of the aver- 
age total unit cost curve (p. 68). 

One way to preserve stability in the value of money is to hold approxi- 
mately constant the amount of money in existence (p.. 222). 

The Germans held that a study of past economic phenomena would pile 
up a mountain of facts; that, through scientific induction, the mountain 
would yield important ‘generalizations, principles and laws, Instead, it 
yielded a mouse (p. 13.) 


The author’s style is frequently lively and, for the most part, stimulating. 
His approach to the problem of graphical presentation (pp. 49-53) is novel 
and should be a definite help to the beginner. The illustrative material in the 
chapter on banking seems likely to make its appeal to many readers. In short, 
the special virtues of the book are its fluent, vivid style and its clever presen- 
tation of concepts which elsewhere frequently make dull reading for even 
professional readers. 

It is easy for the critic to say that this book cold have been done better, 
but probably much more just to say that as an initial essay in the direction 
of popularizing comparative economic theory it is a valiant if not wholly con- _ 
vincing effort.. 

PETER F; PALMER ` 

W hittier College 
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Wealth and Income—An Analysts of the Economic and Financtal Systems of 
Australia and Great Britain. By Brian Tew. (New York: Cambridge 
Univ. Press. 1951. Pp. ix, 307. $3.75.) 

This book represents an interesting attempt to use the Keynesian type of 
analysis as the basis of an elementary textbook. Just how elementary the 
author believes his treatment to be is difficult to assess, though he explicitly 
assumes that his readers need have “no prior knowledge of economics.” Never- 
theless, the argument proceeds rapidly from very simple matters to those 
which require for their understanding at least some degree of sophistication. . 
A teacher may therefore baulk at placing this text before the completely un- 
initiated, and the average student might be expected to read it with ad- 
vantage towards the end of his first academic year, but not before. Professor 
Tew’s other claim—+viz., that his book is “to a considerable extent unorthodox 
in its arrangement and exposition, and to some extent original in matters of 
detail”’—1is well-founded, though at times he has perhaps been more conven- 
tional than he realises. The author has a lively mind and an obvious enthusiasm 
for the new approach, Nevertheless, there are occasions when this very en- 
thusiasm leads him to make statements or adopt approaches the truth or 
wisdom of which may be open to doubt. 

The over-all plan-is a simple one. Part I concentrates on the structure of 
assets and liabilities for firms and financial institutions and prepares the 
ground for the macro-economic treatments of Parts II and III. In this first 
section, Professor Tew (when considering the Monetary Authorities) has 
chosen to combine the balance sheets of the commercial and central banks. 
This may be instructive, but is it (as he maintains) “legitimate”? Even in 
the United Kingdom and Australia, the commercial and trading banks still 
have some freedom of action and their activities therefore represent a still 
incompletely predetermined part of “total action.” This discussion leads into 
an analysis of what determines short-term interest rates, the bond rate of 
interest, and share prices and yields. The last chapters become somewhat 
technical and may frighten the less well-equipped student. There are also 
occasions when the author may mislead: E.g., is it a fair reading of history to 
state that “rates of interest on money and virtually all short-term obligations, 
except trade credit, are in effect determined at the discretion of the country’s 
monetary authorities”? Unless the authorities are prepared, if necessary, to 
create more and more bank deposits, the state of public opinion may well 
place limits on the extent of this “discretion.” Persuasion may be employed, . 
but sometimes the public will sof be persuaded. Also, when presenting in- 
. terest theory, there is still much to be said for a simple supply and demand 
approach (applied in a series of related markets), with government action 
introduced afterwards as modifying supply or demand conditions, as the case 
may be. Part II steps from the individual balance sheet to that for the econ- 
omy as a whole and analyses the way in which the community’s income is 
generated by various categories of expenditure. This is followed by a discus- 
sion of consumption and investment habits (with a simplified version of the 
multiplier, though insufficiently related to the fundamental assumption of 
available resources). ‘The succeeding chapter on Material Investment is a 
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good one, but that on The Trade Cycle confirms one’s suspicion that it is 
virtually impossible to deal with this subject briefly and adequately. (But, 
even in a brief analysis, more emphasis should be placed on the tltimate 
rôle played by “ceilings’’-—i.¢., the development of inelastic factor and mone- 
tary supplies during the boom.) Part ITI is in the same tradition as the pre- 
vious section but takes us beyond the individual economy to the world at 
large. The mechanism of overseas payments and rates of exchange is outlined, 
followed by a discussion of the interdependence between national income and 
the balance of payments (through the medium of the foreign trade multiplier). 
The unity of world economy is illustrated, on the one hand, by the inter- 
national character of the trade cycle and, on the other, by the need for an 
international monetary standard. No more than a final word is reserved for 
Bretton Woods and Havana. This is a-useful book, full of good ideas (if, at 
times, a little wayward) and is a welcome addition to the textbook literature. 
J. S. G. Witson 
London School of Economics and Political Science 


Introduction to Economics. By HENRY W. SPIEGEL. (Philadelphia: Blakiston 
Co. 1951. Pp. 605. $5.00.) 


This new introductory text is designed as a companion volume to the 
author’s Current Economic Problems. As with most beginning texts, a clear, 
concise statement of purpose is included in the Preface which raises the hopes 
of one considering its adoption, but these expectations, as happens all too 
often, are not fully realized in the completed work. This text aims “at the de- 
velopment of a system—that is, of a comprehensivé and consistent scheme 
in which each element gains perspective by being linked with the others” and 
in which micro- and macro-economics are integrated through the help of 
input-output analysis. 

Although the author is more successful than most in attaining his objec- 
tive, one becomes increasingly aware, in reading the text, that too much is 
attempted and too many elements introduced, so that. perspective is lost 
_ rather than gained. This is perhaps the major criticism of the text. The 
author has paid little heed to the admonition of the American Economic Asso- 
ciation Committee report on the Teaching of Undergraduate Economics 

(p. 56): “Make up your mind” what you want to accomplish i in the beginning 
course. ' 

The major element of “product differentiation” in this book lies in the 
arrangement of chapters rather than in their substance. After presenting 
various definitions of economics, Professor Spiegel gives a five-page summary - 
of the history of economic thought, the value of which for beginning students 
many teachers will question. The money, credit and banking material is pre- 
sented in Chapters 3 and 4, substantially earlier than in the usual text, which 
_ has advantages but makes some of the explanations tortuous since the stu- 
dents know little or nothing about corporations or balance sheets. Nor, in- — 
deed, can the malfunctioning of money or the adequacy of the money supply 
have much meaning to the student so early in his studies. 

The remaining and major sections of the book, Economic Goods i in Isola- 
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tion and Aggregation, Private Accounts I: The Economics of Enterprise, Pri- 
vate Accounts II: The Consumers’ Earning and Spending, Foreign and Gov- 
ernment Accounts, seem to this reviewer to be better planned and executed. 
The national income material is clearly explained, though its relationship to 
the subsequent a is less clear than the author hoped it would . 
be. 

The value chapters conform to good contemporary theory and are written 
for the interested student and those planning to major in economics. A 
lengthy treatment is given to price elasticity (pp. 113-27) including differen- 
. tial calculus and geometric proof. Perhaps it would have been more meaning- 
' ful to have shortened this and included at least some discussion of income 
elasticity of demand. 

In the exposition of the laws of production (Chap. 12), the student is al- 
most certain to become confused as to the meaning of diminishing returns. 
Although a repetitious description is given of a physical-productivity schedule 
(pp. 284-93), nowhere is it clearly pointed out why the total, average and 
marginal product schedules behave as they do. And the explanation of the 
efficient range of input could well have been expanded to include a simple 
proof of the negative marginal product of the constant input under condi- 
tions of increasing returns, almost always a stumbling block to the beginner. 

The presentation of the cost curves is traditional and lucid. Considerable 
space is devoted to less than purely competitive situations and the student 
is given a good insight into cost, output and sales policies under conditions 
resembling those of the business world. | 
` The study of consumer behavior, the earning and spending of income, is 
notably well integrated with what has preceded it, and in turn is followed by 
foreign trade and the government accounts. It would perhaps have been better 
peddgogically to have discussed in some detail the economics of the govern- 
ment debt in the chapter on business cycles (Chap. 8), following the section 
on fiscal policy, rather than reserving this for the last chapter. Almost all 
teachers will be forced to discuss this issue before the students read about it 
in the text. 

This is a thorough and demanding text. Beginning students who absorb it 
will know a good deal of economics; there are many who will fall by the way- 
side, ! 

JoHN CHALMERS 
Kenyon College 


Economic History; National Economies 


The-Decline of Laissez-Faire 1897-1917. By Harotp U. FAULKNER. Economic 
History of the United States, Vol. VII. (New York: Rinehart. 1951. Pp. 

xiv, 433. $4.50.) 
Maintaining the standards of his distinguished contributions to American 
economic history in general and of his previous work on the particular era 
in question (roughly the quarter-century ending in 1920), Professor Faulk- 
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ner’s new book is a model of systematic organization and lucid exposition. — 
The author has no axe to grind, at least of the doctrinaire historico-sccio- 
economic theory variety. He does not argue for or against abstract “philoso- 
phies of history.” He expounds the facts. To be sure, his selection of facts 
reflects a certain viewpoint, reveals the relative significance he attaches to 
various forces in historical development. But his “bias,” in this sense, is not 
obtrusive, Nor, in the reviewer’s judgment, is it naive, idiosyncratic, or, 
much less, quixotic. It is the viewpoint of a scholar aware that on the quest 
of truth in a world of relativity realism without rationalism leads only to a 
retreat, not an advance. 

The Foreword (p. vii) states that the book has “two central themes. One 
is the growing size of the business unit... the second . . . the interventionist 
role of government in the economy.” A reading of the book confirms the ac- 
curacy of this statement. However, the reviewer ventures to suggest that if 
the author had been disposed to include a “third force” shaping the pattern 
of development, he might have contributed even more to clear understanding 
of the era. Had the changing position and prospects of labor during these 
decades been treated as one of the major themes, instead of as an incidental 
phase of the transformation of the industrial structure, on the one hand, and 
of governmental intervention, on the other, the study might ‘well have ‘Deen 
even more penetrating and illuminating than it is. Quite possibly from this 
somewhat broader perspective the reader might have gained a greater Insight 
into the decade of disillusionment and drift which followed, and its denoue- ~ 
ment in the devastating debacle of the ’thirties. 

One misses, for example, any probing of the psychological implications for 
the wage-earner of his progressive disfranchisement, of the replacement of 
skills by repetitive routine, of the subordination of self-expression in work 
to the discipline of factory organization on the one hand and of union organi- 
zation on the other, with incessant conflict and persistent frustrations as the 
result. One finds little suggestion of the significance of the steady dwindling 
of opportunities for ascent from artisanship to entrepreneurship, or of the 
relegation of independent business to “auxiliary” or “fringe” operations on 
the host-body of big business. Yet these were surely discernible tendencies in 
the two decades prior to World War I, and can it be doubted they were preg- 
nant with meaning for the two decades following? 

Of course, Faulkner might reply that he was writing an economic history 
of the era, and that for practical purposes economic history, nowadays, is ' 
business history primarily. Even so, the question of perspective remains un- 
resolved. The reviewer, for one, finds it hard to discover a good reason for 
omission of any reference to the creative work and pervasive influence of a 
Jane Addams, for example, when room is found for the Belmonts, the Hunting- 
tons, and scores of lesser lights. And why should the “realism” of William 
Dean Howells earn a salute, yet the trenchant commentaries of Thorstein 
Veblen be entirely overlooked? 

But let us not cavil. Within the limits of the task he set himself and the 


viewpoint he adopted, Faulkner has given us a remarkably vivid, consistent, _ 


and revealing picture of the era that began with McKinley’s dollar diplomacy 
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and ended with Wilson’s League, started with railroad high finance at its peak 
and closed with the Transportation Act of 1920, was ushered in with a 
triumphant trust movement and ushered out with: the greatest strike wave in 
United States history. The author labels it the era of reform. It might equally 
- well be called the era.of transition. The author’s survey of the changes—suc- 
cessively in finance, foreign trade and investment, population. pattern, tech- 
nology, industrial location, business organization, transportation media, em- 
ployment relations, and agriculture—provides a well-balanced panorama of 
the American economy in those fateful years, An introductory chapter gives 


a bird’s eye view of the epoch; and the concluding chapter, an interesting. 


interpretation of laissez faire and its demise, | 

The organization of the material, interweaving actual developments with 
changes in public policy, has many advantages and is skillfully executed. The 
outward course of events provides. the main thread of the narrative. While 


changes in outlook and the climate of opinion are not ignored, they are neither - 


the warp nor the woof of the discourse. They are introduced as occasional 
“asides,” but are illuminating for all that.. 


Among minor features of the text, the forty illustrations add interest to the 


volume, In the reviewer’s judgment, however, this is much truer of the action 
pictures than of the twelve portraits of “mighty men” of the period. The style 
is simple and straightforward. To an economist, the historian’s turns of phrase 
are now and then amusing, and sometimes appear incongruous or exaggerated. 
To illustrate: “(National City Bank formed National City Company by de- 
claring a 40 per cent dividend to provide $10,000,000 of stock for the new 
company” (p. 42). (For a similar unconventional form of expression, in dis- 
cussing the finances of C. & A. Railroad, see page 199.) “At... his death in 
1913, Morgan was the acknowledged financial dictator of the century”. (p. 
44), Speaking of inventions, “At least half of these improvements were pro- 
duced in the United States” (p. 120). (Meaning they originated here?) On 
mechanization of agriculture, “Chiefly responsible for the adoption of me- 
“chanical power was the fact that it cost less than manual labor” (p. 333, italics 
supplied). Despite these blemishes, this book can be heartily recommended 
as collateral reading in undergraduate courses in current economic problems 
or in social science onentanon courses. 
MYRON W. WATKINS 
New York City 


The Transportation Revolution, 1815-60. By Grorgrce Rocers TAYLOR. (New 
York: Rinehart. 1951. Pp. xvii, 490. $4.50.) 

This excellent work containing, in addition to text, a comprehensive an- 

notated bibliography, and a statistical appendix of thirteen tables is Volume 


4 of the projected nine-volume series on the Economic History of the United 


States edited by David, Faulkner, Hacker, Nettels, and Shannon. Like the 
others in this series, this work is‘intended to be more than a textbook, al- 
though it will serve excellently as such. It is a remarkably complete and pleas- 
ing synthesis of the several strands of American economic history between 
1815 and 1860 excluding only the subjects of agriculture and land settlement, 
which are treated in another work in the series, Hence this book will be es- 
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pecially useful for those concentrating on manufacturing, transportation, trade, 
labor, finance, and government. 

The author -has followed the pattern developed by Sir John Gish: in his 
Economic History of Modern Britain and elsewhere in which economic his- 
tory is divided into the pre-railway age and the post-railway years. Thus, the 
driving element in economic change is seen to be the technological develop- 
ment in transportation. This thesis makes a great deal of sense if not pushed 
to extremes, especially in the light of modern theories of industrial localiza- 
tion. The title, although really too narrow for the book, is felicitous considered 
in this connection. After a very brief description of the marketing and pro- 
duction system under “merchant capitalism” prior to the transportation rév- 
olution, the writer treats in considerable detail and with excellent balance the 
important technical changes and entrepreneurial developments in all branches 
of transportation, including the merchant marine. This task occupies 150 
pages, or about 38 per cent of the text. He then proceeds to discuss in turn 
the effects of greatly reduced costs and increased speed on domestic and for- 
eign trade, manufacturing, wage earners, financial institutions, and govern- 
ment. The crucial chapter is the one on “Changing Costs and Speed of Trans- 
portation and Communication,” which sets forth the marked cost reductions 
and increased transport capabilities of the period in a most effective manner. 
The following two chapters on the reorganization of the domestic and foreign 
traffic patterns are very interesting. The treatment might possibly have bene- 
fited by some reference to recent theoretical works on the location of industry, . 
but -this is a minor point. On the whole, the further ramifications of the 
changes in transportation are implicitly indicated rather than explicitly 
stated. 

The author has also paid more attention than fag been a to the recent 
studies in business history, and consequently the book contains a substantial 
amount of material on the evolution of the business firm. The economic ma- 
chine, therefore, is seen in a somewhat more realistic light than is commonly 
found in works which pay attention only to the so-called “great forces” in 
economic history. In no sense is this work a thorough history of business or- 
_ ganization and management, but its pattern of approach is most welcome. 

In a few places one might question the interpretation. For example, the 
decline of the American re-export trade after 1830 is attributed to the relative 
decline of the American Merchant Marine, whose difficulties were in turn 
caused by changing cost relationships. Undoubtedly this is true in part, but 
there were also under way basic changes in the structure of marketing. In 
particular there was developing a specialization between shipping and trading 
of such a nature as to eliminate the maritime merchant engaged 1 in the owner- 
ship of vessels and.in the assembly of diverse cargoes in favor of specializa- 
tion in either trade or transport, and favorable to direct shipment by the cheap- 
est common carrier. 

This reviewer has found very few statements of fact or of interpretation 
with which to quarrel. The book is well written and pleasingly set up. It is 
a valuable contribution to the synthesis of our economic history. 

Joan G. B. HUTCHINS 

Cornel University 
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Men in Business: Essays in the Bitoy oj Entrepreneurship. Edited by Wi- 
LIAM MELER. (Cambridge: Harvard University Press. 1952. Pp. ix, 350. 
$5.00.) 


“Qur world ... can no ee afford to leave to anecdote the problem of why 
men in business behave so differently all over the globe.” This is the text for 
twelve authors of the eleven essays in Men in Business. The menare mostly 
American, though Frenchmen are studied in two papers and a Canadian is the 
subject of another. The book appears under the sponsorship of the Harvard 
Research Center in Entrepreneurial History. 

_A collection of independent essays, the work exhibits the unevenness of güal- 
ity, interest, and, probably, importance which joint authorship makes it diff- 
cult to avoid. In the leading paper, “The Entrepreneur and the Social Order,” 
Sawyer explores the social determinants of the lag——judged by American stand- 
ards—in French entrepreneurship. Substantial evidence is presented for the _ 
conclusion that “with exceptions, the French businessman has Aimself been 
unable to slough off the anticapitalist sentiment in his social inheritance.” 
. Landes’ “Bankers and Pashas” deals. with high finance during the Egyptian 
cotton boom of the 1860’s. Of banker Dervieu, the author says: “An honest 
man at heart, he had reconciled within himself the contradiction between 
selfish and guileful motives of profit and a sincere desire to see Egypt prosper.” 
Reading the fifty pages leading up to this pronouncement left me with a much 
less charitable impression of this master of capital. “A New Way to Pay Old 
Debts” (Aitken) delves unexcitingly into a case of Canadian entrepreneurship 
at the level of the country. store. 

On the American side, Lamb’s essay, “The Entrepreneur and the Com- 
munity,” traces some influences of families and “extended-kinship” groups 
on the development of New England towns. To carry forward this type of 
research the author wants “students of entrepreneurship, working with politi- 
cal, social, and economic historians,” to practice model-building—not a very 
promising suggestion, it seems to me. -Miss Gregg draws upon unpublished 
records to study John Stevens, New Jersey’s first transportation tycoon. I'm 
sure I had never heard of horse-boats; fortunately, this is not the most sig- 
nificant point in this story of monopoly and competition in the age of Fulton. 
Wohls businessman, Henry Noble Day, was a Yale-trained divine who jumped 
from a professorship into numerous railroad and real estate ventures in Ohio. 
Day tried to show in practice that, “The characteristics which Christianity 

. . seems to require are chiefly vigor of invention, skill in execution and sub-. 
scribing to the true end of industrial arts—utility.” After spectacular but 
short-lived successes, he returned to the classroom. 

' Passer’s article on Frank Julian Sprague, the father of electric traction, 
deals competently with the financial problems of ‘a successful “engineer- 
entrepreneur.” Chandler’s “philosopher of management” is Henry Varnum 
Poor, the editor of the American Railroad Journal and a sort of entrepreneur 
by proxy. It was Poor who, a century before Berle and Means, castigated cor- 
porations because “their managers did not own and their owners did not 
manage.” An essay by North, analyzing the changes in life insurance which 
made this business so important in capital accumulation, contrasts conserva- 
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tive life insurance executives with the presidents of the “big three,” who were 
“oriented to acquisitive accumulation in the interests of size and dominance of 
the industry.” Miller’s essay and an article by Misses Gregory and Neu re- 
turn to the dissection of the business élite. Considered together, the two con- 
tributions multiply our doubts that self-made men—the heroes of Horatio 
Alger—were more common in the 1870’s than in the present century. 

A biographer, more or less, the entrepreneurial historian has an advantage 
over the business historian who chronicles the bloodless life of the corpora- 
tion or an industry. Something more, however, than the inherent interest of the ~ 
subject should be required to establish ‘his place among social scientists. If, as 


‘the present batch of essays suggests, entrepreneurial functions in their his- 


torical settings are complex and often distressingly indeterminate, neverthe- 
less it would -be foolish to deny their relevancy to the study of economic de- 
velopment. It is safe to say that as long as business records survive and clean 
paper is made available to publishers, M en in Business will have many sequels. 
Rospert S. SMITH 
Duke University 


British Trade and the Opening of China, 1800-42. By MICHAEL GREENBERG. 
(London and New York: Cambridge University Press. ee es xii, 238. 
$4.00.) 

' This is a study of an important transitional period of British trade with 

China. From the late seventeenth until early in the nineteenth century this 

trade was based on the English demand for Chinese tea, was handled by a 

British monopoly—the East India Company—which dealt with a Chinese 

monopoly, the Cohong, and was confined by the Chinese government to the 


port of Canton. Because the Chinese were little interested in foreign products 


during the earlier period, the Company had difficulty importing into China - 
enough goods to pay for the tea demanded by the English market. But toward 
the end of the eighteenth century it was found that the Chinese would buy 
Indian cotton and, even more readily, Indian opium, This discovery led to’ 
the important changes i in the trade which Mr. Greenberg analyzes. 

The East India Company did not itself participate in the China opium 
trade, partly because the Chinese government had forbidden the importation 
of opium (in 1800), and partly because the Company: customarily licensed 
private traders to carry on trade between India and China—the so-called 


“Country Trade.” The opium trade grew so rapidly after 1800, thanks to the ~ 


connivance of private British and Chinese traders and corruptible Chinese 
officials, that even tea took second place. At the same time the British Agency 
houses which brought in most of the opium became increasingly independent 
of Company, Cohong, and even the Chinese government. In the end both 
Company and Cohong were destroyed and Anglo-Chinese relations 1 were . 
placed on an entirely new basis. 

After a brief historical survey and analysis of the Canton: commercial sys- 
tem, Mr. Greenberg devotes chapters to: the Canton trade generally from 
1800 to 1834, the opium trade, the business and financial organization of the 
Agency houses, the victory of the Agency houses over the East India Com- 
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pany, and the ways in which the Agency houses profited from the Opium 
War (1839-1842). His principal source consists of the hitherto unused papers 
of Jardine Matheson & Co., the léading Agency house and still the leading 
British frm doing business in China, whose records go back to 1799. The work. 
is well organized, carefully documented and interestingly written. Although 
it treats the Chinese side of the trade only superficially, it contributes sub- 
stantially to our knowledge and understanding of the British side. 

. KNIGHT BIGGERSTAFF 

Cornel University 


Food and Money in Ancient China, Han Shu 24. By NANCY LEE SWANN. 
(Princeton: Princeton Univ. Press. 1950. Pp. 482, English text; 79, 
Chinese. $10.00.) 

The Argumentation of the “Shih-huo-chik’ Chapters of the Han, Wei, and ` 
Sui Dynastic Histories. By Rara C. BLOE. Harvard Journal of Asiatic 
Studies, Vol. 11. (Harvard: Harvard Univ. Press. pune 1948, Pp. 118. 
$2.00.) : 

The economic history of early China has in recent years been made’ more 
fully accessible to western readers. There were some early fragments, but the 
record really begins with the publication, 1895 to 1905, by Edouard Chavan- 
nes, of the French translation of the Skik Chi, an important history originally 
published about 90 B.C. Though the Sih Chi has no chapter specifically de- 
voted to economic matters, there are relevant passages. Esson M. Gale has 
made several contributions: “Historical Evidences Relating to Early Chinese 
Public Finance” (1929), and, even more substantial, Discourses on Salt and 
Iron, a debate on state control of commerce and industry in ancient China 
(1931). And there have been other contributors. 

Now Miss Blue and Mrs. Swann present from the Han Shu (a second gen- 
eral history, published about 100 A.D.) chapters relating specifically to eco- 
nomic matters. Once this example had been set, of including an economic 
chapter in a dynastic history, it was followed in succeeding dynastic histories 
—as the- very title of Miss Blue’s article indicates. The chapter title has been 
‘rendered as “Food and Money” by Mrs, Swann. But each of the two charac- 
ters had a broader meaning than this. The word “food” extends to grain, 
agriculture, and the entire economy marked by payment in kind. The word 
“money” has a meaning almost the same as Aristotle’s “chrematistics”: that 
sector of the economy into which money had penetrated. It covers commerce, 
usury, and the amassing of pecuniary fortunes. Each deals with aspects. of 
public finance. 

Though the Han Shu doés not essay to describe the schools of “economic 
thought, items in that field are to be found. There was a conflict between the 
laissez-faire school of Confucians and the ministers of the Han state, who 
~ were more or less “legalists” and opportunists. As is reported here—and more 
fully by Gale in the work mentioned above—there was a famous debate in 
81 B.C. The imperialist monarch Wu had bankrupted China, and then had 
plunged the nation into salt and iron monopolies, and into other commercial 
ventures; he had expropriated the wealthy merchants in 115 B.C. The monopo- 
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lies were continued under his successor. In the debate, the ministers apparently 
defeated the Confucians; but in 44 B.C. the Confucians entered and domi- 
nated the ministries. There followed.a laissez-faire period in which, inci- 
dentally, there were phenomena resembling business cycles. 

Wang Mang usurped the throne in the lifetime of Christ, and reversed the 
laissez-faire policies. He introduced control of prices through the storing and 
transport of goods (particularly grain). He attempted to nationalize the land, 
and to nationalize or free the slaves. 

Although the title of her book mentions only one chapter of the Han Shu, 
Mrs. Swann also includes most of Chapter 91, biographies of wealthy men— 
and many passages from the earlier history, the Shih Chi. The reader will find 
interest not only in the direct translation, but also in the helpful notes and 
summaries. Many interesting items are discussed: the value of horses, grain, 
and other goods, the amount of salaries, agricultural technique. 

The Han Shu and the other works cited deal primarily with the Han 
Dynasty. But there are passages dealing with earlier history—how the early 
monarchs endeavored to get the people to settle down to an orderly agricul- 
tural life, how they fought floods and famines, regulated the allotment of 
pasture lands and fields, taxed farmers and merchants, established markets, 
sometimes favored and sometimes opposed the merchants, attempted to en- 
rich the people and to equalize wealth. 

On weights and measures, the reviewer again takes slight issue with Mrs. 
Swann. In general, her report is very illuminating. But the very words “light” 
and “heavy” had developed a particular meaning which she fails to note. She. 
is a student of coins, and when a coin is made “heavier,” that word seems to 
have but one meaning to her. Actually, “light” and “heavy” were used to in- 
dicate cheap and dear, plentiful and scarce, even suggesting supply and de- 
mand. So when a coin was made heavy, it may merely have been declared 
more valuable, by fiat. But her history of coins is technical and informative. 

Mrs. Swann’s book is a beautiful example of the printer’s art. But, unfor- 
tunately for economists not well acquainted with the ancient Chinese, she 
makes it difficult to read. She uses terms from the jargon of sinologists, and 
abbreviated references to other publications that are so skeletonized as to be 
hard to follow. Yet this is the most significant work on ancient Chinese eco- 
nomic history in any western language. | . 
Lewis A. MAVERICK 
Southern Illinois University ~ 


Economic Survey of Asia and the Far East, 1950. Prepared by the Secretariat 
of the Economic Commission for Asia and the Far East. U.N. Pub. No. 
1951. H. F.4. (New York: oe Univ. Press. 1951. Pp. xxiv, 541. 
$3.75.) ~ 

This volume is the fourth annual survey of economic conditions in eastern 
and southern Asia, prepared by the United Nations’ Economic Commission 
for Asia and the Far East (ECAFE), with the cooperation of-the member 
governments and with the collaboration of various divisions and specialized 
agencies of the United Nations. These annual surveys, kept more closely up 
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to date by ECAFE’s quarterly Economic Bulletin for Asta and the’ Far East, 


perform an invaluable service in assembling and organizing the scattered and 
imperfect data available on the urgent problems of this region. : 

Like previous issues of this survey, the 1950 volume is divided into two 
main parts. The first, dealing with long-range matters, covers natural re- 
sources, labor supply, national income, and the activities and problems of 
economic development. In this part, the effort to give a comprehensive ac- 
count of various basic features results, perhaps unavoidably, in a good deal 
of duplication with earlier issues in this series. Future volumes might well re- 
strict this part to new or improved information such as the 1950 volume pre- 
sents on water resources, migrations of population, and national income. At 


-. the same time, the discussion of developmental planning, in comparison with 


actual achievements and available resources, deserves greater elaboration. 


The second part of the survey is concerned with the trends during 1950 in 


production, trade, finance and inflation. The 1950 volume gives more detail 
than its predecessors on transport, trade policies, currency and credit: The 


‘authors of the various sections are generally careful to indicate the deficiencies ` 


of the data, and to restrict inferences accordingly; but in some discussions 


_ (notably in the chapter on prices), there is a tendency to rush into causal at- 


tributions just where the data is thinnest. 

The two parts of.this volume come to bear together on the dramatic turn 
of events in 1950: namely, the impact of the Korean war and subsequent re- 
armament upon underdeveloped countries just emerging from the rehabilita- 


> tion of their war-damaged economies. It is evident that in Southeast Asia the 


immediate impact was agreeable. The rapid expansion of foreign demand 
was followed by rising prices for export products, improved terms of trade, 


_ shift of the balance of payments from a deficit to a surplus position, soaring | 
profits and some stimulus to increased production. But the accompanying 


dangers of this export boom, in poor and immobile economies, also became 
evident before the end of 1950. The Asian countries began to struggle with 
inflationary pressures, the lag of domestic and foreign supply behind current 
income, the difficulties of sterilizing unusable increments of money incomes 
in general and of profits in particular, the restrictions on developmental! assist- 
ance forthcoming from Western nations preoccupied with defense efforts, and 
finally the uncertainties of a boom proceeding from special and rather arbi- 
trary causes. Events since 1950 have in fact brought'a recession from the ini- 
tial boom, as raw material prices dropped, as import prices rose, as produc- 
tion slumped when marginal producers ceased operations, and as current defi- 
cits of foreign exchange reappeared. 

It may be hoped that the 1951 ECAFE Survey will provide an account of 
these trends -in more detailed and functional terms than have been employed in 
the present volume. .Additional information is needed on the distributive 
shares of the increments in export earnings; on the allocation of profits among 
expanded production, commodity speculation, and luxurious consumption; on 
the expansion of credit from sources outside the commercial banks; on. the 
disposition of increments in mass incomes; on the elasticity of domestic sup- 
ply of consumer goods and services; and on the course of prices outside the 
chief cities. Such information is essential for explaining why an autonomous 
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increase in exports provides so little stimulus-to’ pee and real capital 
formation in most underdeveloped countries. 

EpwIin P. REUBENS 
Cornell ones) | 


The Economy of Turkey, An Analysis and rene ee for a Develop- 

` ment Program. Report of a Mission sponsored by the International Bank 

for Reconstruction and Development in collaboration with the Govèrn- 

' ment of Turkey. (Washington: International Bank for Reconstruction 
and Development. 1951. Pp. xxv, 276. $5.00.) 


This book contains the report of one of the technical assistance missions 
which, since 1945, the International Bank for Reconstruction and Develop- 
ment has been sending to various member nations at the request of their gov- 
ernments: This Mission consisted of James M. Barker as chief, B. U. Ratch- 
ford, deputy chief, and eleven other specialists. The report was prepared by 
Professor Ratchford with the assistance of four other economists of the Mis- 
sion, W. H. Nicholls, Murray Ross, R. A. Rennie, and R. W. Kerwin. Ac- 
cording to its terms of reference, the Mission’s purpose was to make a broad 
survey: of the Turkish economy designed to enable the Bank to make recom- “ 
mendations to the Turkish government primarily on long-term policies con- 
cerning investment priorities among various sectors of the economy, methods 
and measures for raising agricultural and industrial production levels and im- 
proving efficiency in distribution, and public financial policies and administra- 
tive mechanisms appropriate to development policies. The Mission spent three 
months from June to September 1950 in Turkey. 

Its report is undoubtedly one of the most outstanding examples of economic 
analysis and policy recommendation by the technical advisory missions of . 
the International Bank. It is of great interest not only because of the country 
with which it deals but also because of the straightforward way in which the 
complex subject is treated. Turkey has undergone extraordinary change within 
a single generation. Through the radical reforms of Kemal Atatürk the country . 
was modernized: from almost medieval conditions. Since the early 1930's it 
- has turned more and more to a system of state enterprise and a policy of 
“étatism,” but the present government is pledged to encourage private enter- 
prise. Hence the Mission came at a most appropriate time. 

After an introductory survey of Turkey’ s economic problems, the book 
analyzes the coordination of economic policies and activities and presents 
concise facts with critical evaluation. It recognizes the progress achieved in 
building various industries, expanding coal and electric power production, 
and building a sizable merchant fleet. But it does not mince words. when it criti- 
- cizes, and this it does. unmercifully and constructively on the great issues so 
prominent in most of the underdeveloped countries. “The standard of living of 
the peasants, who constitute a large majority of the population, has not only 
failed to improve substantially, but.in some respects has been adversely _ 
affected.” “... there appears to have been no appreciable increase in the per 
capita real income between 1936 and 1948.” The economic imbalance of the 
country is marked.” Waste and inefficiency in government and state enterprises 
are noted and their causes explained. The Mission found that: industrial devel- 
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opment has been phased at fhe expense of agriculture—a typical feature in 
many countries; Turkey has no adequate mechanism for guiding investment 
into the fields that should have priority; and fiscal policies have obstructed 
the growth of purchasing power. The Mission then proceeds to state its own 
program of development for a five-year period, and deals with the major parts 
of the economy and the chief issues of economic and public policy. The report 
is replete with major and specific recommendations on agriculture, industry 
and mining, transportation, education, public health, public administration, 
and domestic and foreign policy. It concludes with a concrete financial plan 
for development policies, and is adequately interspersed with statistical data 
as well as maps. 

If this reviewer had to choose an example of the international technical 
assistance studies that demonstrates up-to-date method of economic policy 
analysis, and makes clear what modern economic advisory services have to 
offer nations seeking advice, he would unhesitatingly select this Mission’s 
report on Turkey. It illustrates economic statesmanship at its best, and is 
evidence that the venture of inviting and sending this Mission was a prudent 
and profitable investment on the side of Turkey as well as the International 
Bank. The report’s successful suppression of all nonessential data and details, 
and its excellent organization and presentation, are noteworthy. In its economic 
philosophy and practical approach, the report represents the essence of what, 
the West has to offer in international cooperation toward economic develop- 
ment and expansion. 

Kart BRANDT 

Food Research Institute 

Stanford University i 


Public Finance in a Developing Country: El Saluador—A Case Study. By 
Henry C. WaLLicH and Joan H. ApLER with the collaboration of E. R. 
SCHLESINGER, FLORENCE Nrxon, and P. J. W. GLAESSNER. (Cambridge: 

_ Harvard University Press. 1951. Pp. xviii, 346. $6.00.) 

Another in the growing series of “mission reports” on the economic prob- 
lems of Latin American countries has now become available in English through 
the publication of a survey of the fiscal system of El Salvador, prepared by 
Messrs. Wallich and Adler and other members of the staff of the Federal 
Reserve Bank of New York.? Despite a somewhat misleading title, this study 
is a comprehensive and well documented examination of public finance in El 
Salvador and its impact upon the national economy; it may in certain re- 
spects serve as a model for similar analyses of public finance in other under- 
developed countries. 

The report is divided into three main sections: (1) a concise summary of 
findings, (2) the body of the study, containing both descriptive and analytical 
chapters, and (3) eight appendices which support the tables and computations 
presented in the body of the report. The authors examine government receipts 
and expenditures in some detail and then-proceed to an appraisal of the 


1 Since the completion of this study, Mr. Wallich has been appointed professor of eco- 
nomics at Yale University and Mr. Adler has joined the staff of the IBRD. 
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impact of the fiscal system upon the consumer, the business community, the 
financial position of the government, the size, composition, and distribution of 
national income, and the currency and money supply. The appendices, which 
_ discuss national income, fiscal legislation and administration, consumer budg- 
ets, and the distribution of the tax burden, include hitherto unpublished 
data on the Salvadorean economy and various estimates prepared especially 
- for this study. 
Although the book provides a complete review of the Salvadorean fiscal 


system and is for this reason useful to the Latin American specialist, the gen- ~ 


eral reader interested primarily in the problem of economic development will 
find few generalizations and propositions applicable to the financing of eco- 
nomic development in other countries. In part this is due to the somewhat’ 
unrepresentative character of the country on which the mission reported. The 
fiscal and monetary experience of El Salvador, as the authors concede, is by 
no means typical of that of most Latin American economies. El Salvador has 
for many years enjoyed internal financial stability, stable exchange rates and 
freedom from exchange control (“a distinction almost unique in Latin Amer- 
ica,” the report observes), the central bank has pursued. a policy of monetary 
neutrality, the Treasury has financed public works chiefly from tax revenues, 
and the government has not established development corporations or em- 
barked upon large-scale development programs comparable to those of other 
Latin American countries. 

The chief weakness of the book lies, however, not in its yo country 
subject-matter, which must be accepted as given, but in its failure to fulfill 
the promise of the title and preface by dealing with the key problem of the 
role of public finance in national economic development. The few propositions 
and policy recommendations advanced are concerned almost entirely with 
short-run anticyclical problems and policies, and for the most part they re- 
affirm the analysis presented in Mr. Wallich’s other writings.* The study does 
not come to grips with the task of formulating a fiscal policy that will promote . 
long-run economic development, nor does it undertake to evaluate the Salva- 
dorean fiscal system in the light of its implications for economic development 
or suggest changes in tax and expenditure policy that would increase the 
‘rate and enhance the character of El Salvador’s economic development. The 
brief discussion of government policy that is offered at various points in the 
book is often rather inconclusive (see pp. 219-20, for example). 

The objectives and scope of the report are thus better indicated by ‘the 
title under which the Spanish edition was published in 1949: “Economic 
Impact of Public Finance—an Experimental Study in El Salvador.’*® Within 
these terms of reference the study presents a competent and at times ingenious 
analysis of the Salvadorean neal system. 

Morris BORNSTEIN 

Washington, D.C. 


3 See, for example, Monetary Problems of an Export Economy—the Cuban Experience 
1914-1947 (Cambridge, Harvard University Press, 1950). 

* Proyecciones Económicas de las Finansas Públicas—un estudio experimental en EI 
Salvador (Mexico, Fondo de Cultura Económica, 1949). ; 
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Economic Consequences of Divided India, By C.N, Vari, (Bombay: Tor i 


& Co. 1950. Pp. xvi, 555. Rs. 21.) ° 


Iti is too early to assess fully the economic consequences of the partition of 
India. The scene is changing rapidly, new factors are emerging, and it is not 
easy to separate the effects of partition from other causes bearing upon the 
economy of the Indian sub-continent. It is understandable therefore that this 
study is more documentary than analytical. Professor Vakil’s research as- 
sociates deal in thirteen chapters with various parts of the economy of India 


and Pakistan ranging from area and population to currency and banking. The - 


findings of these chapters are very well summarized in an introduction which 
gives the reader substantial information on this complex problem. The follow- 
ing are the principal findings: 
_ The partition of the Indian sub-continent has led to an uneven distribution 
of area and population, India being burdened with a larger population in 
relation to its share in the total area. Partition could not solve the communal 
problem despite the large-scale migration of minorities from both countries 
involving 13 to 15 million people. There are still large numbers of Muslem 
‘in India and Hindu in Pakistan (mainly in East Pakistan). This migration 


has resulted in a refugee problem unparalleled in history both in its origin - 


and magnitude. Surprisingly, much less is known in the Western countries 


about this refugee problem, settled without international help, than, for in- ` 


stance, about the Arab refugee problem. - 

With the best irrigational facilities in the world going to Pakistan, Indian 
agriculture has become poorer and the food problem has been aggravated. 
Increased . dependence on monsoons in India has intensified the element of 
uncertainty in agricultural production from year to year. 

‘At the time of partition more than 75 per cent of the raw jute produced in 
undivided India ‘was grown in Pakistan while India proper had about 57 per 
cent of the jute looms of the world. Of the 394 cotton textile mills in undivided 


India only 14 were in Pakistan but more than 40 per cent of the long and . 


. medium staple cotton was produced in Pakistan. 
India has substantial mineral resources while Pakistan depends on imports 
. for most of its mineral requirements. As regards waterpower resources, un- 


divided India ranked second only to the Soviet Union. Now the development . 


of the water resources of Pakistan depends on Kashmir. . 

The various specialized chapters of the book give recent factual and statisti- 
` cal information on every aspect of the economic life of the sub-continent, thus 
providing a first comprehensive survey of India and to some extent also of 
Pakistan. The complementary character of the two economies in undivided 
India emerges clearly from this material. Pakistan used to supply India with 
raw jute, raw cotton, hides and skins, grains, and other food products, whereas 
India furnished to Pakistan coal and various manufactured goods, especially 
cotton textiles. In addition Pakistan obtained from India some vegetable oil 
and sugar. On the whole India had reached a higher degree of economic de- 
velopment than Pakistan. . 

What have been and will be the effects of partition on the exchange of 
` _ goods and: services between the two countries? It seems that hardly any con- 
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' sideration was given. to economic matters when the partition of India was 
decided and no provisions were made to solve the many short- and long-term 
economic problems arising from it, including trade between the two nations. 
For a short while it looked as if trade might continue along the old established 
pattern. However, as indicated in this study, some important problems re-' 
mained unsettled between the two countries and it could hardly be expected 
that trade relations would not be affected by them. Added to the Kashmir 
problem, the evacuee property question, which still remains to be solved,.and 
other items, was the dispute about the Pakistan exchange rate when that 
. country decided not to devalue its rupee in September 1949. A nearly com- 
plete trade deadlock developed between Pakistan and India which lasted till 
the end of February 1951 when India officially recognized the exchange rate 
of the Pakistani rupee, During these seventeen months Pakistan intensified its 
policy of becoming economically less dependent on India, It has made great 
efforts to find markets for raw jute and cotton outside India and to purchase 
goods from various other sources. Thus while India imported cotton from the 
United States, Pakistan shipped cotton to Japan, and while Indian coal was 
sent to, Australia and Japan, Pakistan purchased coal at higher cost from 
South Africa and Poland. 

Pakistan is implementing a substantial program ‘of industrial development 
encompassing many categories from cotton textiles and paper to caustic soda __ 
and a telephone factory. At the same time India pushes ahead with increasing 
its agricultural production, particularly raw jute, grain, and raw cotton. Its 
need of Pakistani raw jute is steadily declining, as is Pakistan’s need of Indian 
textiles. If this trend continues, Pakistan will have to look more and more for 
other markets for its jute and perhaps reduce its production, while India is 
penetrating various markets with its cotton textiles, thus increasing the al- 
ready heavy competition to British textiles. 

Vakil’s book sketches some of these problems and concludes that the 
new situation has increased the responsibilities of the Indian export in- 
dustries. Exports of manufactured goods in place of raw materials must be 
expanded and the trend toward the development of capital. goods industries, 
emphasized. On the other side, Pakistan will have to begin developing con- 
_ sumer goods and processing industries, 

It is not possible to examine the economic consequences of partition without 
considering other important factors such as the determination of both coun- 
tries to develop their economies and to reach higher standards of living. The 
new economic development is closely connected with the recently gained in- 
dependence of these countries and will have far-reaching results which can- 
not be classified merely as consequences of partition. With Pakistan placing 
emphasis on a rapid development of industries and India endeavoring to 
achieve a substantial increase of agricultural production, the old trade pattern 
will never be restored. Moreover, the Pakistan market for manufactured goods 
is now a foreign market for Indian industries where they must compete on 
equal terms with products of other countries. Yet eventually a new pattern of 
substantial trade between the two nations should emerge. 

ANTONIN BASCH 
_ Washington, D.C. 
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Economic Systems; Planning and Reform; Cooperation 


The Principles of Economic Planning. By W. ArtTHUR Lewis. (Washington:. 
Public Affairs Press. 1951. Pp. 128. $2.50; paper ed., $2.00.) 


Mr. Lewis has written a very interesting and apartan monograph on 
economic planning. 

The title may seem somewhat too inclusive relative to the contents of this 
study. He does not, for example, deal systematically or. formally with the 
alternative schemes- discussed in socialist literature by which economic 
choices are to be made and resources allocated; nor with the practical diffi- 
culties connected with the administration of any “model” type of comprehen- 
‘sive planning; nor with the “optimal conditions” of production and exchange 
and other problems comprised in “welfare” economics (though he freely dis- 
cusses measures that would involve income redistribution and interference 
with consumer sovereignty); nor formally with the problems incident to the 
planning programs for maintaining a “balanced economy” in the private 
enterprise framework; nor systematically with the issues’ in the debate con- 
cerning the enhancement of economic satisfactions without undue sacrifice of 
personal freedoms. 

Rather, Mr, Lewis apparently accepts essentially the implicit Lerner prop- 
osition that public and private enterprise may co-exist in indefinite and con- 
tinuously variable proportions, that there are basically no limits of tolerance 
as to how far public enterprise may be substituted for private enterprise with- 
out the total displacement of the latter, and that the choice between the two 
is to be dictated by what is expedient to the “public interest.” Mr. Lewis 
states that the issue between planning and Jaésses-faire is whether state action 
would be able to improve on the controls exercised by the market, and con- 
cedes that there is no a priori case for substituting state action in place of ~ 
other institutions serving the same purpose. After listing the defects in the - 
controls exercised by the market, he asserts that the crucial issue in current 
planning discussions is “whether the state shall operate through the price 
mechanism or in supercession of it.” He argues that “planning by inducement” 
(the manipulation of the market by the state to secure its objectives) is much 
superior to “planning by direction.” Planning by direction may be needed at. 
times to overcome immobilities and bottlenecks and to offset disequilibrium 
between demand and supply, but the real test of success in planning, according 
to Mr. Lewis, is the degree to which planning by direction becomes unneces-. 
sary. For him, the basic point is that “planning parts company with laissez- 
faire not in rejecting the market economy controlled by demand, but in argu- 
ing that demand itself is not sacred, but something that should be manipulated 
by the state” (p. 21). >, 

Mr. Lewis classifies the problems of planning aoig to seven categories, 
in each case`stating the problem, the objective and methods of state planning 
for dealing with the problem: (1) income distribution, (2) monetary control 
(designed to stabilize effective demand at full employment with a stable wage 
level), (3) investment controls, (4) foreign trade controls, (5) the measures 
designed to increase resource mobility—which Mr. Lewis rightly emphasizes 
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in view of his argument that resource immobility is the factor necessitating - 
“planning by direction,” (6) the social control of business, and (7) the na- 
tionalization of industry. It is clearly impossible to summarize or to criticize 
Mr: Lewis’ findings within the allowable space. There are numerous points 
at which we might take issue, such as his readiness to base the case for “free 
or cheap services by the state” on the assumption of “the superior insight of 
the government,” and his apparent willingness to have the government go 
quite far in at least modifying consumer sovereignty. Mr. Lewis, however, is 
undoubtedly correct (pp. 112-14) that socialist planners, including the British 
Socialist regime, have too greatly emphasized income redistribution and na- 
tionalization of industry as primary objectives of policy and have failed to 
see that the increase of real output depends basically on solving the problems 
connected with monetary controls, investment, foreign trade, and mobility of 
resources, This point is a valuable warning to all-socialist planners. 

Mr. Lewis makes it clear, though, that he favors very extensive nationaliza- 
tion indeed: (a) “Partial nationalization” may be justified as “a check on 
private enterprise and as an outlet for experiment.” (b) All important 
monopolies, some created by the state, are to be nationalized in his scheme. 
All natural monopolies fall, of course, into this category. State-created 
monopolies, duly nationalized, may be justified on grounds of efficiency. In 
this connection he refers to property rights in mineral and all land resources. 
He suggests also nationalization of communication services, the generation of 
electricity, the motor car industry, insurance, and the marketing of agricultural 
produce (in many “backward” countries). Nationalization is not a substitute 
for control, but it gives the state the right to appoint directors and, accord- 
ing to Mr. Lewis, “it is necessary for the state to be able to exercise [this — 
right] over all industries that play an important part in the economy,” includ- 
ing, for example, steel, banking, and chemicals. At least partial nationaliza- 
tion of wholesale trade and international transactions might be desirable. He ` 
warns us, though, that we myst “know where to draw the line.” If all such 
industries were in fact nationalized, would it be possible for the government 
to draw the line? 

Planners and non-planners alike may be grateful to Mr. Lewis for a nda 
and forthright statement of the case for what would, after all, be a fairly 
comprehensively planned economy. Whether, in fact, Mr. Lewis’ planned 
economy would take us down the “road to serfdom”: must be admitted to be 
a moot question. There is, of course, no question that Mr. Lewis and others 
who would accept his view have their hearts in the right place, but it is my 
own view that Hayek and Knight, for example, are probably closer to the 
truth. Mr. Lewis’ plannéd economy could scarcely be described (certainly not 
‘ to Americans) as the “middle” way. 

WILLIAM J. J. SMITH 
University of California 
Los Angeles 
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Money and Banking; Short-Term Credits Consumer Finance 


Readings in Monetary Theory, Edited by Frrepricn A. Lutz and Liroyp W. 
Mints. Blakiston Series of Republished Articles on Economics, Vol. V. 
(Philadelphia: Blakiston. 1951. Pp. ix; 514. $4.75.) 


“Professors Lutz and Mints have added a useful volume to the series of 


anthologies being prepared under the auspices of the American Economic 
_ Association. The editors themselves, would no doubt wish to be disassociated, , 
` however, from the line.in a bookseller’s catalog which describes the contents 


‘of this volume as “, . , the most important articles on monetary theory and 
policy published since 1900. » The fact that articles already published else- 


`. where in this same series, or ‘otherwise readily available, were generally ex- 


cluded from this volume would be sufficient to explain any reservations the 
editors might have about this description. But the present reviewer is inclined 
to go a step further, to suggest that the selection of articles may not be fully 
representative of the best that has been thought and said on monetary theory, 


A 


even after due allowance has been made for the arbitrary limitations imposed _ 


by the plan of the series, 

. The selections have apparently been made largely. to conform with a rela- 
tively narrow conception of the scope of monetary theory. The emphasis 
seems to be upon “M” rather than upon the duality of money and credit 
which many economists, including most of the textbook writers, have found 
inescapable. Surely the processes and the implications of monetizing various 
kinds of debt have some place in monetary theory, and in the shaping of 
- monetary policy. Even if all that is to be neglected, however, with attention 
focused upon M alone as an independent variable in the System, there is a 
large area of controversial ground lying between M and P, and between P 
and the behavior of all-other meaningful economic aggregates, which has not 
been covered in a representative way by: the selections chosen for this volume. 

Many of the selections themselves actually stretch outside the limits of a 
“quantity theory” approach; but the pervasive influence of that approach in 


the judgments made by the editors may help to account for the omission of - 
work by many of the men who have been regarded over the years as the 


wheel horses of monetary theory-—Keynes, Williams, Schumpeter, Hayek, and 
several of the stalwarts among the Swedish school, to mention the most out- 
standing omissions. Moreover, while Robertson, Cannan, Hawtrey, and Hicks 
are represented, the plan of the volume precluded use of their most distin- 
guished work. The only time-tested “classics” included are the papers of 
Pigou on the value of money, Cassel on interest rates and price stability, Ellis 
on velocity, and Crick on the process of bank credit creation. There is evl- 
dence, to be sure, of a commendable effort to include the recent work of 
younger men,.and there can‘be little quarrel with the desirability of making 
more readily available such articles as.those of Modigliani on liquidity prefer- 
ence, Patinkin on price flexibility, Chandler on Federal Reserve policy and 


some of the others noted below—all of which have already moved very close 


to a place among the “classics.” 
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Certainly the task of assembling a representative compilation of articles— 
each of suitable length, and appropriately concentrated upon a separable 
aspect of the broad field to be covered—is incredibly difficult..The grounds 
for criticism might have been largely swept away in the case of this volume 
if the-editors had undertaken a more ambitious introductory essay, describing 
the place which their selections occupy alongside other major contributions to 
monetary theory (and policy) during this century. This shortcoming is not 
rectified by the lengthy bibliography attached, since that contains no evalua- 
tion and suffers from important omissions—for example, in 46 pages only one 
article of Keynes is listed (along with four short notes or rejoinders). 

The volume is divided into four parts: (1) the integration of the theory of 
money and the theory of price; ( 2) the demand for and the supply of money 
-—the value of money; (3) money, the rate of interest and employment; and . 
(4) monetary policy. l 

The first part contains articles by Cannan, Hicks, and E. C. Simmons. 
Hicks’ “Suggestion for Simplifying the Theory of Money” (1935) is, to this 
reviewer, a delightful re-discovery, particularly because of his persuasive 
demonstration of the need for focusing theory and policy on the places “where 
‘the sensitive trade together. ” Simmons’ on “The Relative Liquidity of Money 
and Other Things” (1947) is a provocative, but tantalizingly brief, recognition 
of the fundamental interdependence of liquidity and uncertainty; but it might 
better have been included in Part II. It seems regrettable, to mention only 
one most notable omission, that space could not have been found here for 
Williams’ brilliant review of Keynes’ Treatise (1931), which has not been 
reprinted elsewhere and is surprisingly omitted from the bibliography. 

-Part Ii begins with articles by Crick and Meade on the mechanics of bank 
. deposit expansion, continues with Roland McKean’s ambitious effort to 
translate the factors affecting “liquidity position” into a double entry system 
appropriate for a nation’s aggregative balance sheet, and then presents the’ 

‘articles by Ellis, Hawtrey, Robertson, and Pigou to which reference has been 
‘ made above. Ellis’ conclusion that the pattern of causation can only run from 
idle balances (the expression of liquidity preference) to interest rates in the 
_ short run when prices are given, and that in the longer run causation must 

run “from division of money stock to prices” (with the implication that in- 
terest rates are then given) may seem to some to be an undue simplification 
in the light of developments since the article was published (1937-38); but 
the place of his article as a landmark in the development of monetary doctrine 
ig beyond question. Hawtrey, in “Money and Index Numbers” (1930) de- 
velops his well-known proposition that the guide to monetary policy lies in 
the stabilization of that index number which reflects changes in consumer 
income and outlay that are out of proportion to current changes in the factors 
of production employed. Robertson’s. “Note on the Theory of Money” (1933) 
properly scolds the Keynes of the Treatise for reformulating the ‘Cambridge _ 
K” to limit attention to balances held for “facilitating the disbursement of 
income” and insisting on the use of a price level in which items would’ be — 
weighted by the relative importance of the money balances ‘which they cause 
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to be held.” Pigou’s “The Value of Money” (1917-18), is the standard work 
on the Cambridge refinement of the machinery of Fisher’s “quantity theory.” 

Part IH contains five articles. Two of them take the Keynes of the General 
Theory as a point of departure and proceed to drastic reformulation (Modig- 
liani and Patinkin). Another excoriates the same Keynes on the questionable 
assumption that the General Theory was essentially an attempt to develop 
a business cycle theory, and pleads at length the thesis that changes in the 
quantity of money hold the key to control of business fluctuations (War- 
burton). A fourth is Pigou’s “academic exercise” briefly enlarging upon the 
conditions associated with that state of underemployment equilibrium which 
he calls “Lord Keynes’ Day of Judgment.” (This is Pigou’s second article in 
the volume, but hardly one of his better efforts). The fifth is Cassel’s “The 
Rate of Interest, the Bank Rate, and the Stabilization of Prices” (1928) 
which probably represents the nadir i in the literature of reliance upon adjust- 
ments in the bank rate to fulfill the hopes of the quantity theorists. 

Part IV on monetary policy epitomizes in most striking form the principles 
of selection followed by the editors. Five articles are reprinted. Three of them 
(Simons, Friedman, and Hart) are devoted to the 100 per cent reserve plan— 
the pot at the end of the rainbow for all confirmed quantity theorists. The 
other two are on Federal Reserve policy from 1937 to 1949 (Chandler) and 
on the relations between fiscal policy and central banking ‘policy in the post- 
war period (Hardy). 

To sum up, even though the volume may fall disappointingly short of its 
potentialities, and even though an unwary student might be misled if he sup- 
posed that the volume provides a balanced cross-section of the principal con- 
tributions, to monetary theory, there is no doubt that it will prove helpful to 
those writing, teaching, and studying in the field of monetary theory to have 
most of these articles within easy reach on the bookshelf. 

. ROBERT V. Roosa 

New York City 


The Molding of American Banking, Men and Ideas. Part II, 1840- 1910. By 
Fritz REeDLICH. (New York: Hafner Publishing Co. 1951. Pp. 5 17. 
$6.00.) 

Professor Redlich explains in the Introduction to Part I of his book that 
the work is based “on the personal and ideological elements in the develop- 
ment of American banking. .. .” His interest, he says, “derives from a denial 

. of determinism and the working of blind forces in history,” and he is 
persuaded “that human beings, not anonymous forces, determine the course 

of history,” and that “ideas” are “the driving forces back of the actions of. . 

history making men.” Professor Redlich then goes on to explain that he had 

in mind not the “run of the mine” business man, but the “creative entrepre- 
neur” of Schumpeter’s conception or the “innovator.” Moreover, because of 
the dependence of banking on legislative prescription, as well as on administra- 
tive procedure, Redlich makes room in his interpretation for “creative states- 
men” as well. He admits, of course, that the “innovators” are “the product of 


‘the society. which has molded them and presented them with the problem 


- 
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which they as individuals came to solve.” They must work within the in- 
stitutional framework. of such a society. And, finally, with respect to the 
“propelling ideas” that actually affect economic development, these, says Red- 
lich, are not likely to be new, or to be the product of the brains of the “innova- 
tors” who actually implement them. As Redlich states it: “What actually 
makes the great business leader and statesman is the instinct for choosing the 
idea suited to the day or the ability to effect a new combination of ideas, a 
combination in which an older thought can suddenly become a propelling one.” 

The nature and adequacy of Redlich’s work must be appraised against this . 
background. Part I was published in 1947 and was -réviewed by Margaret 
Myers of Vassar College, in that year’s December number of this Review 
(pp. 985-87). Part I brought the discussion to the year 1840. 

Part II carries the story down to 1910. It comprises twelve chapters (X- 
XXI inclusive), and special appendices, of which one concerns George S. 
Coe, “Nineteenth Century Banker and Business Leader.” Two chapters (X 
and XVIII) deal with the “general characteristics” of their several periods 
' (1840-1881 and 1882-1910). Three chapters (XIN, XVII, XIX) deal with 
the organization and operation of the clearing process. Chapter XVI is given 
over to National Banking while the others deal with special subjects as fol- 
lows: Chapter XI—The Middle Western State Bank with Branches; XII, 
The Louisiana Banking Act of 1842 and Edmond John Forstall; XIV, Private 
Banking; XV, Bankers and Civil War Finance; XX, Cooperation among 
American Banks; and XXI, Investment Banking. . 

All these subjects are developed in great detail, and, as may be surmised, 
~ involved a prodigious amount of labor. Much of it implied a heavy reliance on 
widely scattered and often obscure secondary sources, as well as on standard 
primary sources. The rationale for this, as well as for chapter selection and 
arrangement, is to be found in Redlich’s peculiar approach to the subject 
studied. - | l l 

The reader’s reaction will depend on his viewpoint. If he is primarily con- 
cerned with purely functional development he will find much of Redlich’s 
detail excessive and irrelevant. Devoting three out of twelve chapters to the 
subject of “clearing,” for example, would, to such a reader, appear to be over- 
doing it, On the other band, if he were interested in the laborious and halting 
process of readapting practice to changing needs with all the advantage af- 
forded by hindsight, then none of the -details will appear to be superfluous. In 
any event Redlich has supplied a great deal of material that will be useful to 
students of American banking history. As Part II carries the discussion only 
to 1910 one may wonder, in view of subsequent banking and world develop- 
ments, how adequate Redlich himself would have found his philosophy as a 
method of interpreting all that has happened since then. It is doubtful that 
we shall ever find out, because in his Introduction to Part I, where he speaks 
. of the preparation of Part II, Professor Redlich announces that “further work 
on the series will not be forthcoming; the author’s interest has shifted in a 
related field.” 

E. E. AGGER 

Rutgers University 
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' The United States in International Banking. By Srecrrrep Stern. (New 
York: Columbia University Press. 1951. Pp. xiii, 447. $5.25.) i 

In view of the debate concerning the extent to which American commercial 
banking institutions are supporting the dollar’s leadership, Siegfried Stern’s 
contribution is of timely interest. This book, written by an obviously com- 
petent | “working banker” of many years’ experience in the field, presents a 
running account of America’s past, present, and possible future rôle in inter- ` 
national banking. 

The author provides a picture of the foreign operations of American banks 
since first we became a creditor nation in 1914; furħishes accounts of war 
and postwar international. banking policies; presents country-by-country ` 
chapters on ‘our banking operations in 27 countries of Latin America, the 
British Commonwealth of Nations, Europe, and the Far East. The work con- 
cludes with a discussion of the foreign organization of the larger American 
banks and a final chapter on the possible future pattern of United States — 
foreign banking. 
~ The book is historical and descriptive rather than analytical and theoreti- 
cal. It neither attempts to explain the operation of the laws and principles of 
international commerce and finance nor to show how or why the situations 
which it discusses arose. The materials presented do, however, provide flesh .- 
for the bareboned theoretical works in the field and could be read with profit 
by specialists in banking and international trade. Although it is not well - 
adapted to textbook use, it should prove an important addition to the reserve . 
` and collateral reading bookshelves of courses on the subjects, especially where 
the readers already possess some knowledge of the principles of foreign trade 
and finance. Practical bankers will find but little, except background infor- 
mation, to guide them in planning their operations and policies. 

It is fortunate that Mr. Stern has written this book, for it contains a wealth 
of information on American international trade and finance which should 
_ prove of historical value and which otherwise might have been lost. The prin- - 
cipal values of this monograph, therefore, lie in its contribution to informa- 
tion, its adaptability for use as a teaching adjunct and as an historical source 
book. i 

Mr. Stern’s dispassionate story is objective and reveals, a mellow under- 
standing of the thorny problems of today’s international commerce. This re- 
viewer feels that the work would have gained-by the inclusion of more detail 
and a larger number of specific examples of practical banking operations.. In 
addition, a more. critical appraisal of the extent to which our foreign banking 
operations sustain America’s réle in world affairs, together with suggestions 
for future commercial banking action, would have rendered the work more 
valuable. | 
| l Max J. WASSERMAN 
Waskington, D.C. E s 


_ Commercial Bank Activities. in Urban M ortgage. Financing. By C. F. BER- 
ENS. (New York: National Bureau of Economic Research. 1952. Pp. xix, 
131. $2.50.) 


This volume, the fifth of the National Bureau studies in urban mortgage 
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financing, deals with the experience of commercial banks in the period 1920- 
1947. It presents a concentrated body of primary data, based largely on a 
sample survey of 170 commercial banks conducted in 1946-47. Possibly the 
most important contribution of the study is its presentation of statistics of 
bank experience with respect to contract modifications, foreclosure rates, dis- 
posal of foreclosed properties, and loss rates. 

After a brief summary of the legal background of commercial bank mort- 
gage operations, the following points are covered in sequence: The volume of 
mortgage lending by type of lender, region, size of bank, and trend over time; 
an analysis of commercial bank mortgage holdings by type of property, date, 
size, and type of loan, contract terms, rate of interest, and trend since 1920; 
an analysis of commercial bank experience from 1920 to 1947 in modification 
of contract terms, foreclosure rates, property disposal, expected and realized 
yields, and’ loss rates; a brief picture of how mortgage loans are made; an 
analysis of lending costs and income based on a sample of thirteen banks. 
_ Appendixes present the forms and instructions of the sample survey and addi- 
tional breakdowns of the loan experience data. 

The study helps to establish certain general conclusions: That commercial 
banks hold about one-sixth of urban real estate mortages and that their hold- 
‘ings have risen since the war; that mortgages range from four to eight per 
cent of bank assets but show less variation with respect to the volume of time 
deposits; that interest rates have gone down since the 1920’s and that the 
introduction of FHA mortgage insurance has led to a leveling-off of regional 
interest differentials; that contract terms were modified for as many as 40 
per cent of loans in the late 1920’s and early 30’s; that in 1947 most uninsured 
mortgages on 1-4 family dwellings were fully amortized and on a monthly 
payment schedule; that losses on liquidation were lower for 1-4 family dwell- 
ings than for other property; that regional variations are generally small. 

While the movement over time of the recorded variables séems susceptible 
of valid interpretation, the value of the 1946-47 survey for variance analysis 
directed to finding significant relationships is dubious. The survey obtained 
roughly one-third response from banks holding about the same proportion of 
the commercial bank urban mortgage portfolio, with substantial variation in 
response by region and size of bank. No statistical tests of significance are 
presented or cited, and the author contents himself with arguing that the 
results are valid to the extent that they conform with a 1946 survey of life 
insurance company mortgage holdings and the limited breakdown of data 
available from the 1950 Federal Deposit Insurance Corporation survey of all 
insured commercial banks. 

While the analysis of the information presented may be considered a 
separate problem, the volume nevertheless suffers from several shortcomings 
even as a collection of primary data. Footnotes are admittedly bothersome, 
but “a survey by the Federal Deposit Insurance Corporation” or the National 
Bureau’s “companion study of the activities of life insurance companies” 
merits a direct and complete citation. In addition, no attempt is made to 
explain the basis of classification of the data compiled; the choice of 1-4 
family dwellings and “all other property” for the principal type-of-property 
breakdown, and of the frequency classes for the analysis of mortgages by con- 
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tract length, amount of loan, interest rate, and loan-to-value ratio, should have 
had at least a general explanation. 

Forty-three tables of varying usefulness are embedded in 131 pages of text 
—-the text being a “write-up” of the data in the tables of the kind so lamen- 
tably common in government reports, with an occasional fling at cautious 
interpretation as when (p. 28) the range from 21.6 to 26.0 per cent in the 
ratio of residential mortgage holdings to time deposits “suggests that bank 
managements may, as a matter of policy, set limits on their mortgage holdings 
by reference to the amount of their time deposits.” The text space could have 
been used to greater advantage to explain and appraise rather than to describe 
the statistics. At the same time, the student of housing or construction financ- 
ing should find that the main body of data presented in this volume fills some 
gaps in the materials available for study and interpretation. 

ARMAND PETER RUDERMAN 

EE Switzerland 


Public Finance 


Economy in the National Government. By PauL H. Dovuctas. (Chicago: 
University of Chicago Press. 1952. Pp. 277. $3.75.) 


Paul Douglas, as an economist and a Senator, is uniquely qualified to handle 
the question of econamy in the national government. His book is addressed 
to the lay public rather than to his fellow economists but many of them will 
find it well worth reading for its factual content; and many will be glad to be 
able to refer beginning students and inquiring friends to such a simple and 
readable, as well as authentic, analysis of a problem that worries and per- 
plexes so many American citizens today. 

The introductory chapters are devoted to a brief statement of the growth 
of federal expenditures and a simple explanation of the relation of federal 
deficits to inflation. This is followed by a description of current budget pro- 
cedures together with an account of their historical development and a critical 
evaluation of their weaknesses. These chapters contain, also, an interesting 
statement of the author’s philosophy of a liberal. 

The main body of the book is devoted to a discussion of possible savings in 
each of the main categories of the budget. Douglas makes no pretense to any 
exhaustive survey of the possibilities of saving. Rather, he deals with a series of 
case histories of waste and extravagance, both in the civilian and the military 
budgets. Responsibility for waste is placed impartially on civilian and military 
departments of government, and on the executive and legislative branches. Nor 
is the business man dealing with government spared, or the citizen interested 
in lower taxes along with his full share, and more, of government services. 

The whole discussion is remarkably objective in view of the fact tbat the 
author has been, and still is, in the heat of battle. Also, enough measures al- - 
ready taken by Congress to effect economies are noted to make the reader 
feel that Douglas’s proposals, or similar ones, can be effected. 

In summary, a total of between $7 and $7.5 billions of savings (based on 
the 1952-53 budget) are indicated. These are apportioned roughly $4 billions 
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to the military expenditures, $1.5 to $2 billions to foreign aid, and nearly $1.5 - 
to civilian expenditures. The largest items in the latter concern public works 
and subsidies, including mail subsidies, Douglas offers a five-point program 
for cutting down waste in the military establishment, beginning with a staff 
of experts for Congress in order to evaluate budget requests more effectively, 
and continuing with “military austerity,” “economy through unification,” 
“stern punishment of guilt,” and “better business ethics.” 

Douglas regards further increases in tax rates as a last resort, although 
preferable to an unbalanced budget. He urges, rather, closing the tax loop- 
holes, the largest of which, percentage depletion allowances, he estimates as 
costing $750 millions annually. Other important loopholes noted are failure 
to provide for withholding taxes on dividends and interest, the family partner- 
ship and preferential rates for capital gains. 

The economist may quarrel with details of Douglas’s presentation. The re- 
viewer, for one, wonders why, in discussing tax loopholes, he has failed to 
mention tax-exempt interest on state and municipal securities. And although 
he explains in some detail (p. 267) why he has measured government spending 
in terms of the net national income rather than in terms of the gross national 
product, he fails to consider the net national product as possibly superior to 
either of the measures noted for this purpose. Also, his statement (p. 17) 
“that we are fast approaching, if we have not already reached, the ceiling for 
a non-total-war period” needs further explanation. Is this in terms of practical 
expediency, or an inflationary threat, or a threat to the political and economic 
liberty that he refers to earlier in this section? And what are the indicators 
that have led him to this belief? 

These, however, are relatively unimportant points. Senator Douglas’s book 
deserves to be widely read, and doubtless will be, thanks to unusual public 
interest in the subject and the author’s clear and constructive approach. And 
the ultimate impact may well be some of the improvements in procedure that 
he proposes. 
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Measures for International Economic Stability. Report by a group of experts 
appointed by the Secretary General, United Nations. U.N. Pub. 1951. I. 
A.2. (New York: Columbia Univ, Press. 1951. Pp, 48. 40c). 

A new United Nations report on “Measures for International Economic 
Stability” formulates and analyzes “alternative practical ways” of maintain- 
ing a reasonable international balance—alternative to those put forward by an 
earlier United Nations report on “National and International Measures for 
Full Employment.”! The earlier report was debated in the Economic and 
Social Council at its session in Geneva in July and August 1950, the United 


1 National and International M. easures for Full Employment, report by a group of experts 
appointed by the Secretary General, United Nations. U.N. pub., 1949. II. A 3. (New York, 
Columbia Univ. Press, 1949.) 
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States delegation taking especially sharp exception to the report,? and it was 
also discussed at length in academic journals. The new report was debated 
in the Economic and Social Council in July, 1952. The comments offered here 
were written, however, soon after the publication of the report at the beginning 
of the year. "They are based on the belief that the new report explores more 
fully than has yet: been done the “practical ways” that may reasonably be 
considered in dealing with the problems of international economic policy that 


` are likely to arise if and when—perhaps in 1954—a military balance of power 


“ 


in the world is re-established and the defense efforts of the United States and 
other nations can be relaxed. ; 

To achieve international stability at full employment, the earlier United 
Nations report put forward three principal recommendations. The first was 
for an international conference to “harmonize” economic policies and to ad- 
just production, import, and export structures of the participating nations. 
The second recommendation was a scheme for the stabilization of international 
trade under which a “surplus” country (in effect, principally the United 
States) would be required to replenish the foreign exchange reserves of the 


. “deficit” countries by lending back to them any increase of its own gold and 


foreign exchange reserves resulting from a decline in its imports identified 
with a recession in its effective demand. The third recommendation was: a 
scheme under which a country (.e., the United States) undertaking long- 
term investment abroad would fix for five years in advance the annual total of 
its foreign lending on both public and private account and would make good 
through a separate account in the International Bank for Reconstruction and 
Development any deficiency in the actual flow of that long-term investment 
below the total fixed. 

In suggesting these schemes the report greatly underestimated the echnical 
and operational difficulties involved, as well as the political difficulty that the 
government of a surplus country like the United States would face in making 
a large and indefinite commitment for foreign aid. Furthermore, the ‘pos- 
sibility that a country might step up its imports by simply tolerating domestic 
inflation was entirely discarded; nor was there any consideration given to the 
question of whether automatic trade-deficit financing would not interfere 
with the export incentives of the deficit countries. Briefly, “the formula . 
whereby the report would make countries suffering from a decline in effective 
demand responsible for the deficits to be produced in other countries” appeared 
“an arithmetic rather than an economic solution of the problem. Surely re- 
sponsible policy makers would not be content with such a generalized, 
mechanical formula without examining the circumstances of the particular 
case.”4 In actual fact, the report met with substantial criticism ‘in the Economic 


*Cf, Economic and Social Council, Official Records, Eleventh Session, July 3-August 
16, 1950. 

*See C. P. Kindleberger, ‘International Disequilibrium,” Canadian Jour. Econ. and 
Pol. Sci., Vol. 16 (Nov., 1950); W, W. Rostow, “The United Nations’ Report on Full Em- 
ployment,” Econ. Jour., Vol. LX (June, 1950); Jacob Viner, “Full Employment at What- 
ever Cost,” Quart. Jour. Econ., Vol. LXIV (Aug., 1950); and H. C. Wallich, “United Na- 
tions Report on Full Employment,” Am. Econ. Rev., Vol. XL (Dec., 1950), p.-876, 

*John H. Willlams, “International Trade Theory and Policy—Some Current Issues,” 
Papers and Proceedings—Am. Econ. Rev., Vol. XLI, No. 2 (May, 1951), p. 429. 
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and Social Council; more particularly, the United States representative stated 
that the United States government “was not prepared” to enter into any com- 
mitment “automatically to provide indefinite amounts of public funds over 
long periods”; and “was unable to accept the experts’ proposal that countries 
suffering from depression should be obliged automatically to deposit their 
currency with the Fund, and that other countries should have automatic draw- 
ing rights on such countries in accordance with a predetermined formula.”® 

As a result of this debate, the Council requested the Secretary General to 
appoint a further group of experts “to prepare a report . . . formulating and 
analyzing alternative practical ways of dealing with the problem of reducing 
the international impact of recessions that may arise.” This group was later 
requested to recommend also measures to meet the problems raised by fluctua- 
tions in demand for the products of primary producing countries. It was with 
this combined task that the experts, under the chairmanship of James W. 
Angell of Columbia University,® dealt in a report issued on their own re- 
sponsibility (hereinafter called the Angell report). 

The Angell report assumes as a working hypothesis that the major coun- 
tries have “both the will and the means to avoid deep and prolonged depres- 
sions.” However, in the existing precarious state of world economic balance, 
international payments can be disturbed even by minor setbacks to employ- 
ment and output or a mere movement in inventories, along with the as- 
sociated price changes, that occur in principal countries (the United States is 
clearly intended here). Starting from this working hypothesis, the Angell 
group formulates policy considerations regarding (1) the negotiation and 
operation of international commodity arrangements; (2) the countercyclical 
flow of international capital; and (3) the strengthening of international 
monetary reserves. 

In order to reduce the international impact of short-run fluctuations in the 
primary~commodity prices and terms of trade, the Angell report revives the 
idea of international commodity agreements that was much discussed in the 
thirties and again during the early postwar years. The record of achievement 
has of course been smal, but for two reasons a new attempt should now be 
made. First, the long-term trend of commodity prices is more likely to be up- 


ward than downward; and burdensome commodity surpluses, such as those 


that occurred in the ’thirties or were envisaged by the Havana Charter of 
1948 are now unlikely, because of the faster rate of expansion in world in- 
dustrial production than in the output of primary products. An expanding 
world economy thus seems to have removed one fundamental obstacle -to 
commodity agreements. This, I believe, is very much to the point. A second 
reason put forward in the report for reconsidering commodity arrangements is 
the practical experience gathered from the operation of the International 
Wheat Agreement and from the United Kingdom’s long-term contracts. The 


* Oficial Records, Eleventh Session, July 3-August 16, 1950, pp. 125 and 126.’ 

“Other members were: G. D. A. MacDougall, fellow of Nuffield College and reader in 
international economics, Oxford University; Javier Marquez, alternate executive director, 
International Monetary Fund, formerly professor of economics, National School of Eco- 
nomics, Mexico; Hla Myint, lecturer in colonial economics, Oxford University, formerly 
professor of economics, Rangoon University; and Trevor W. Swan, professor of economics, 


' Australian National University. 
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report also revives a suggestion to which the League of Nations’ Delegation 
on Economic Depressions attached considerable weight, namely interna- 
tionally financed buffer stocks.’ Capital finance for buffer stocks should be 
provided largely from the countries chiefly concerned (a difficult proposition 
under conditions of inconvertible currencies, arbitrary exchange rates, and 
artificial prices), but it would be useful to havé a supplementary international 
source of finance. The report suggests that the International Bank for Re- 
construction and Development might be willing in principle to consider assist- 
ing in the financing of buffer stocks, as a means of promoting satisfactory 
conditions for economic development. 

This approach appears, on the whole, a sensible one, all the more so because 
its limitations are clearly set forth. International commodity arrangements 
are notoriously difficult to organize and to operate. Furthermore, they would 
not, of themselves, stabilize either producers’ income or exporting countries’ 
foreign exchange receipts against fluctuations in the supply of the commodities 
concerned. Finally, even if it were possible to make arrangements for the 
twenty-five primary commodities most important in value in world trade, 
only one-third of the total would thus be covered. Commodity arrangements 
might therefore merely reduce world trade instability. Nevertheless, by con- 
centrating on a small number of important commodities subject to the most 
violent fluctuations, it should be possible to make a substantial contribution to 
stability. 

The second group of considerations concerns the international flow of 
capital. “Rigid stabilization of the total flow of long-term capital from each 
country does not seem practicable or even necessarily desirable.” It is im- 
portant, however, that countries in the process of economic development should 
be able to maintain a steady level of development even in the face of an in- 
cipient economic recession in major industrial countries. This can be achieved 
only if a fall in primary commodity exports, and therefore in foreign exchange 
earnings, can be prevented from reducing the developing countries’ imports; 
and this in turn can be achieved only if the inflow of foreign capital not only 
does not dry up, but actually is increased despite the adverse circumstances. 
In the event of a recession, all governmental or intergovernmental agencies, 
more particularly the International Bank, which supply capital funds for 
foreign economic development, should therefore be prepared greatly to expand 
the rate of their disbursements on outstanding loan commitments and to 
make additional loans without undue delay for development purposes. 

For such countercyclical foreign investment to be possible, several condi- 
tions must be fulfilled. First, general development programs must be prepared 
well in advance——a difficult prerequisite, as experience in many underdeveloped 
countries shows, but an essential one if funds are to be spent intelligently 
and effectively. Secondly, the total debt burden assumed by a country should 
not exceed some reasonable limit; how to determine this limit, the report re- 
frains from stating, except that the stage of development reached by the coun- 
try concerned and its general prospects appear as essential criteria. Thirdly, 


‘Cf. Economic Stability in the Post-War World, report of the Delegation on Economic 
Depressions (League of Nations, 1945), pp. 265 and 313. 
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if the International Bank is to be ready to expand its lending in the event of 
a recession, for the purpose both of long-term investment and of the financing 
of buffer stocks, it may need larger and more flexible resources than it has 
today. The report suggests various ways of increasing the Bank’s resources. 

The idea of countercyclical foreign investment, like that of buffer stocks, 
' was originally put forward by the League of Nations’ Delegation on Economic 
Depressions; but there is nothing in the charter of the International Bank to 
indicate that the Bank can properly make timing with respect to the business 
cycle an important consideration in granting or withholding loans. The 
Angell group suggests therefore an important departure from the established 
policy of the International Bank. The limitations and the difficulties of 
countercyclical lending are, however, set forth openly and frankly. 

The third group of considerations concerns ways of increasing international 
monetary reserves. As remedies for the inadequacy of international reserves, 
even as supplemented by recourse to the International Monetary Fund, the 
Angell report examines three possible methods. First, the price of gold might 
be raised uniformly in terms of all currencies, as provided for in the Fund’s 
articles of agreement. The report discards this method principally on the 
grounds that a change in the price of gold raises many political problems; 
also, the benefits of a higher gold price would be uneven and the increase in 
the value of gold reserves would soon be spent rather than kept as a buffer 
against trade fluctuations. These are, I believe, more pertinent arguments 
against a world gold-price rise than the allegation that it is mainly a political 
problem.® 

The second possible method of increasing reserves consists of bilateral ar- 
rangements, such as stabilization credits from one country to another, and 
the mutual granting of lines of credit to cover swings in the trade balances 
between two countries. The report does not discuss these, on the ground that 
an international report should be confined to multilateral arrangements. This 
is an omission that must be regretted since it would have been of some interest ` 
to have the. Angell group’s views as to the economic policies that would be 
essential as prerequisites for intercentral-bank or intergovernment stabilization 
credits. 

The third possible method of increasing reserves consists of multilateral 
international arrangements of various types. Funds could be made more or 
less unconditionally available to meet deficits, within specified limits, as in 
the European Payments Union. Funds could conceivably be made available, 
in amounts determined by more or less precise rules, agreed upon in advance, 
under which, in accordance with the earlier United Nations report’s proposals, 
countries suffering from a fall in their own effective demand would make their 
currency available to the rest of the world. Finally, funds could be made avail- 
able by an international authority at its discretion, limited only by agreed 
general principles and by its total resources, as in the case of the Interna- 
tional Monetary Fund. 

It is this last line of approach that the Angell report elaborates by suggest- 


3C}. M. A. Kriz “The Price of Gold,” Essays in International Finance, No. 15 (Inter- 
national Finance Section, Princeton University, July, 1952). 
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‘ing certain changes in the structure and policies of the International Monetary 
Fund, “a workable instrument.” Some changes can be made without requiring 
additional finance. Some of them, however, raise difficult policy issues: for 
instance, the suggestion that the Fund should give “the benefit of the doubt” 
to a member requesting assistance in case uncertainty exists as to the mem- 
ber’s ability to repay; or that it should not refuse assistance to members 
that are pursuing restrictive or other policies that might be regarded “as not 
in keeping with the Fund’s long-run objectives” in cases where refusal of aid 
would force the member to adopt even tighter import restrictions or suffer 

unemployment and so defeat the Fund’s purposes. These general policies that 
= could be carried out with the Fund’s existing resources are not, however, 
regarded as adequate to cope with recessions approaching the severity of the 
United States recession in 1937-38. For this reason, a strong case is put for- 
ward for increasing the Fund’s resources. This could be done through an in- 
crease in members’ subscriptions, although it would not be necessary to 
increase all quotas in the same proportion. If an increase in subscriptions 
proved impracticable, reliance would have to be pieced on the borrowing 
powers of the Fund. 

The views briefly sketched here call for a thorough discussion, but one that 
is outside the scope of this review. The Fund’s resources provide a second 
line of reserves; and even with its present resources (over 3 billion dollars in 
gold and convertible currencies, plus other currencies which may be needed) 
the Fund could make a substantial contribution to help members meet balance- 
of-payment deficits due to a recession or depression in another country. In- 
deed, the Fund’s articles of agreement were drafted in part with this very 
problem in mind. However, the suggestion that its resources should be in- 
creased raises difficult questions; for instance, many members may be reluctant 
to make additional gold contributions to an institution that has made so far 
relatively limited use of its resources. The Angell report also suggests that 
the Fund be made a real revolving fund by more formal contractual repurchase - 
obligations. In actual fact the Fund adopted last February policies and pro- 
cedures which, although not identical with the report’s suggestion, aim at 
protecting the revolving character of the Fund’s resources. These provisions 
include a definition of the “temporary use of the Fund’s resources” as in gen- 
eral meaning use for a period not longer than three to five years. Finally, even 
with its existing machinery, the Fund can undoubtedly operate with sufficient 
flexibility in the event of a.depression. Regardless of these considerations, 
however, the Angell report’s advocacy of an increase in the Fund’s resources 
while its discretionary powers are safeguarded deserves thorough examination. ` 

The Angell report discards rigid and automatic stabilization devices. “The 
simplicity of such devices is often more apparent than real; and no set of 
fixed rules can successfully replace the exercise of responsibility and discretion 
by the appropriate national and international institutions.” The measures 
that can be reasonably devised and effectively implemented under constantly 
changing conditions are not “of a kind which can be expressed in any definite 
formula.” For this reason the recommendations of the earlier United Nation’s 
report regarding the availability of a steady flow of foreign exchange on cur- 


r 


BOOK REVIEWS À 649 


rent account and on long-term capital account are referred to only very briefly 
in the Angell report; and it is noted that they “did not commend themselves 
to governments as acceptable or practical.” 

Much less acceptable appears, however, the Angell report’s fundamental 
postulate that a workable international economic system can be established 
provided there is no decline in effective demand in the United States; and that, 
if effective demand in the United States is maintained, independent fluctuations 
elsewhere can be coped with more effectively. The Angell report is thus almost 
exclusively concerned merely with one particular aspect of international eco- 
nomic fluctuations, namely the external impact of a decline in effective demand 
in the United States. This, of course, is an important factor in changes in the 
national incomes, the balances of payments and in monetary reserves, but it 
is by no means the only factor determining the international gold and dollar - 
flow. First of all, there are only very few countries whose exports to the United 
States provide the main support of economic activity; in most countries, total 
national income is less variable than the income derived from direct trade 
with the United States. Furthermore, erratic capital movements, crop fluctua- 


_ tions, and changes in the terms of trade between primary-producing countries 


and industrial countries give rise to international fluctuations that are entirely 
independent of the level of effective demand in the United States and which 
cannot be countered by increasing the latter.’ Finally, it is not only by the 
mechanistic channel of a falling-off in United States imports that the fluctua- 
tions in the United States economy are transmitted to the outer world. They 
are transmitted much more quickly, and in the initial stages more effectively, 
by their effects on business sentiment. True enough, in a world with inconverti- 
ble currencies and “controlled” capital movements (even if these actually are 
controlled only very imperfectly) there is no single business cycle for the whole 
world trading area. Nevertheless, it is a matter of common observation that 
business fluctuations and expectations in the United States even now have 
great influence on business expectations in large parts of the world. 

In all fairness it must be stated that the destabilizing influence of the United 
States is not overstressed in the Angell report, as is sometimes done.’ It re- 
frains from stating, or even implying, the views fashionable in certain quarters 
to the effect that “many of the world’s troubles would be eased if one country 
would assume unilaterally the burden of international stabilization and meet 
the costs as they arise.” On the contrary, the instabilities of international 
relationships can be kept. within manageable limits only if most countries are 
prepared to play their “several parts.” | 

Nevertheless, it is the cyclical variation in the value of United States imports 
(and, to a distinctly lesser extent, in their volume as well), together with the 
building up of inventories during one phase of the cycle and their reduction 


*The report notes that acute problems can emerge from crop fluctuations and other 
irregular movements in the supply of, or the demand for, particular commodities and from 
associated price changes. It does not, however, elaborate this statement. 

Such exaggeration is made, for instance, when the size of the United States economy 
is measured by its share in world industrial production, rather than in total production, 
or by its share in world exports rather than in world imports. All such measures are im- 
portant, but none should be used to the exclusion of others. 
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' during the other, that is singled as exerting particularly unstabilizing effects 
on the outer world, especially on the primary-producing countries. It is, of 
course, impossible to deny the special responsibilities of the United States for 
the maintenance of reasonable international economic balance. Nevertheless, it’ 
should also be made clear that the influence the United States exerts on the 
outer world is to a considerable extent attributable to the mere fact that a 
large portion of United States imports consists of raw materials that have a 
high cyclical amplitude of variation in price and that the fluctuations in de- 
mand for a particular import commodity can vary more than proportionally 
with employment. This high amplitude depends, of course, on the well-known 
fact that inventory fluctuations and the demand for particular import com- 
modities are far more pronounced than fluctuations in economic activity in 
general. This, therefore, is not a special characteristic of the United States 
economy, but is true generally of industrial countries with large imports. 

Altogether apart from the cyclical fluctuations in inventories, imports, and 
industrial production, the American economy exerts an influence on the outer 
world because of its greater productivity, flexibility and efficiency—and shall 
I say also its vitality. For there is little doubt that some of the dollar problems 
of the world are attributable to the high productivity of the American economy 
and the speed with which it exploits technical innovations. The Angell report 
refers, it is true, to “disturbances that may often be inseparable from the eco- 
nomic progress itself,” but it neither expands this consideration nor draws any 
conclusion from it. Nor does it refer, even in passing, to the problem of eco- 
nomic growth—balanced expansion, adjustment of national economies to new 
situations, international trade equilibrium, etc. 

While almost exclusive emphasis is placed in the Angell report on deflation- 
ary influences that the United States may exert on the outer world, almost 
nothing is said of the obverse case of the inflationary influences that may pre- 
vail in foreign countries and may lead to an increase in their demand for im- 
ports from the United States. Indeed, the only mention of the problem of in- 
flation and internal economic balance generally is that “nothing in the ap- 
proach we have suggested will relieve any country of the responsibility of 
limiting its demands for consumption and investment to the total of the re- 
sources available to it, if it is to avoid inflationary pressure.” The conse- 
quences of a lack of internal balance for external equilibrium are not explored, 
although, as experience shows, a deterioration in a country’s balance of pay- 
ments may be due not only to deflationary influences from abroad, but also 
to inflationary influences at home. No consideration is given to the desirability 
of following financial policies that would enable the countries to build up re- 
serves in periods of prosperity, which would in turn provide the first cushion 
to absorb the shock of a recession. The Angell report thus displays a lack 
of balance in its conception of the problem of international economic balance 
and in its formulation of policy considerations. 

That international payments of a country can be unbalanced because its 
currency is weak is a matter of common observation. Conversely, if and when 
domestic inflation is overcome, the effect on the balance-of-payments position 
may be striking. The postwar currency experience of Western Europe offers 
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several examples of balance-of-payment crisis amidst domestic inflation, 
followed by a recovery in the international position accompanying the re-estab- 
lishment of a reasonable monetary stability at home. The critical phase of the 
balance-of-payment difficulties of Western European countries came in most 
cases at a time, as in 1949 and 1951, when inflationary pressures in the United 
States had somewhat subsided but were continuing elsewhere; however, in the 
individual countries the balance-of-payment difficulties came to a head at 
different times that depended on the severity of inflation and on the speed 
and resoluteness with which countermeasures were taken, As a rule, these 
countries were in deficit in their international payments not only with the 
United States but also with every other major area of the world. Despite the 
postwar monetary experience, however, no consideration is given in the Angell 
report to the impact on international payments of the existence of a slower rate 
of inflation in the United States than elsewhere, or of the subsidence of infla- 
tion in the United States while inflationary pressures continue elsewhere. Yet, 
it is this slower rate of inflation or this subsidence, rather than deflation, in 
the United States that seems to have exerted adverse effects on the balances of 
payments and gold and dollar reserves of foreign countries in 1949 and 1951. 

The Angell report also attaches considerable importance to the “indirect 
effects of fluctuations in effective demand in a major industrial country” (t.e., 
the United States) on the rise in primary commodity prices and hence on the 
terms of trade of the “other” industrial countries (3.e., industrial Western 
Europe). It rightly points out that “neither of these indirect effects can be 
overcome by the mere assurance that a country in which a recession originates 
will maintain its flow of foreign exchange to the rest of the world .. .”; it does 
not, however, note that increases in wages and other costs were as a rule a 
more powerful inflationary force in Western European countries than increased 
import costs; and that although the terms of trade appeared to have worsened 
by practically the same extent in France, Germany, Switzerland, and the 
United Kingdom, and to a somewhat smaller extent in the Netherlands, some 
of these countries lost gold and dollar reserves while others gained; in the 
latter countries the deterioration in the terms of trade was offset by heavier 
exports, 

Another aspect of the Angell report that I would wish to qualify is its ex- 
clusive emphasis on international liquidity. The report is essentially a short- 
run program of action; but it seems to present that action as conducive, by 
itself, to lasting international balance, There is no warning that the interna- 
tional payment difficulties also reflect deep-seated economic maladjustments; 
and that a realistic step-by-step approach to better international balance 
requires not only additions to international liquidity but also structural read- 
justments in the productive capacity within countries and in the patterns of 
trade among countries. I am fully aware that the problem of establishing con- 
ditions conducive to higher economic productivity and efficiency was outside 
the terms of reference of the Angell group; what I miss in its report is any 
indication that the policy considerations put forward concern merely one 
aspect of the problem the world is facing. 

To sum up: notwithstanding the Angell report, the problem of international 
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economic stability is only partly the maintenance of adequate effective demand 
in the United States; it is also one, in the short run, of the monetary stability 
and, in the long run, of the economic productivity, of the outer world. The 
international payment difficulties, far from arising solely from the cyclical 
swings in United States economy, are also the result of the relatively larger 
real resources and higher productivity of the United States than of the rest of 
the world, and partly also of the smaller degree of inflation in the United States 
than in most other countries. The insistent demand for improvement in living 
standards, the pressure of economic development, and the requirements of 
defense are likely in other countries to exert inflationary pressures that will 
very probably be much greater in terms of their resources and productivity than 
comparable pressures in the United States. For these fundamental reasons, 
while the “alternative practical ways” of the Angell report represent a marked 
advance in realistic approach to intelligent and effective international economic 
policy, the hard core of the problem of reconciling international economic 
balance with internal economic balance under a steady and high level of em- 
ployment in individual countries as a whole remains. Nevertheless, the Angell 
report is, within its terms of reference, an eminently reasonable step forward 
in attempting to deal with the particular problem of reducing the international 
impact of recessions that may arise in the next few years. 

l M. A. Kriz 

New York, N.Y. . 


Economic Survey of Europe in 1950. Economic Survey of Europe in 1951. 
Prepared by the Research and Planning Division, Economic Commission 
for Europe. (Geneva: United Nations. 1951 and 1952. Pp. xii, 263; and xi, 
243, $2.50 and $1.50.) 


The economic and political fate of the United States has become intimately 

connected with the economic development of the European continent and the 
British Commonwealth. It is fortunate that the annual surveys published 
by the Economic Commission for Europe make it easy for every American con- 
cerned with international problems to become acquainted with the economies 
of these regions. 
_ The surveys give a concise and yet complete picture of basic events and 
problems; they describe and analyze the changes in production and trade and 
pay particular attention to the problems of domestic inflation and the balance 
of international payments. In addition, the survey for 1950 contains a valu- 
able discussion of the raw material situation, and the survey for 1951 devotes 
special chapters to the economic development of the Soviet Union and to the 
coal situation. Each survey presents more than 100 statistical tables including 
virtually all the data needed for understanding the economy of Europe. 

If the authors of the surveys were content with description and analysis, no 
more would have to be said about their work except to praise it. However, the 
authors also offer advice on the solution of Europe’s economic problems, and 
they try to appraise the policies adopted by the European authorities. The 
ECE staff includes some of the outstanding economic experts of our times, who 
have the right, and indeed the duty, to make their views known to the public. 


ia 


BOOK REVIEWS 653 


Nevertheless, these additional functions also entail additional responsibilities, 
and the authors must be prepared to face criticism looking beyond technical 
accuracy and competence to the validity of their proposals and the soundness 
of their judgment. 

The result of that criticism is disheartening. All too often, the authors’ pre- 
dictions fail to come true, and their policy recommendations prove unwise. The 
very fact that the authors of the surveys are probably the best qualified group 
of economic experts in Europe, makes their errors of judgment a particularly 
serious matter. 

This review briefly discusses three topics—inflation in the United States, 
inflation in Europe, and exchange rate policies—where the shortcomings of the 
surveys are most apparent. It should be understood that the selection is one- 
sided: the authors did much better in other matters. However, many of these 
other topics were not particularly controversial, and it would have been sur- 
prising if a group of brilliant economists had not been correct in their diag- 
nosis. Moreover, the criticism does not imply that this reviewer would have 
had a higher batting average if he had happened to participate in the game: it 
is easy to judge events correctly in hindsight. Still, the pattern of the mistakes 
made in the surveys seems to warrant some conclusions which may help the ` 
authors to avoid future repetition. 

Inflation in the United States. The authors of the survey for 1950 were 
deeply concerned about inflation in the United States. They calculated for 
1951 an “inflationary gap” of $20 billion, resulting from a rise in “real” output 
of $20 billion as against an increase in monetary demand by $40 billion. They 
predicted that this inflationary pressure would lead to a rise in imports and 
fall in exports large enough to produce a “sizeable” deficit on current account. 
The change in the balance of payments would add to the inflationary forces 
abroad (pp. 23-26). Moreover, “the rate of increase in U. S. demand is so large 
that supplies available for Europe may actually fall” (p. 59), and the infla- 
tionary pressure in the United States would make it impossible for this country 
“to ‘provide exports of manufactures ... to meet the rise in foreign demand” 
(p. 159). 

In the survey for 1951, the authors conceded that inflation had come under 
control in the United States, and attributed this event mainly to the restric- 
tions on new construction and “the remarkable quiescence of consumer de- 
mand” (p. 6). The authors failed to acquaint their readers with the general 
anti-inflationary credit policy of this country and did not try to correlate the 
“remarkable quiescence of consumer demand” with that policy. They conceded 
that “actual developments so far might seem to have gone counter” to the 
prediction of falling exports—actually, exports rose from 1950 to 1951 about 
46 per cent by value and 28 per cent by volume—but made the excuse that 
exports had been “at a relatively low level in the first half of 1950” (p. 92): as 
if the authors had not known this fact when they made their prediction. 

The authors also conceded that there has “undoubtedly” been “exceptional 
flexibility” in the American economy, “which has no parallel elsewhere in the 
conversion to military production and the struggle against inflation.” Lest this 
admission be taken as an acknowledgment of the virtues of a free economy, 
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they hastened to add that “the one other big industrial economy where such 
flexibility exists is the Soviet Union” (p. 7). The basis of this statement remains 
obscure since according to the survey itself (pp. 141 and 144) the Soviet 
Union, unlike the United States, since the end of the war had continuously 
diverted a high percentage of its output to military purposes and therefore did 
not have to. face the problem of rapid reconversion at all. 

Inflation in Europe. In the survey for 1950, the authors were also concerned 
with the danger of inflation in Europe. They even hazarded the prediction 
that “the inflationary situation has already developed to such an extent that 
counter-measures taken now are likely to prove too late” (p. 21). In view of 
the European armament programs they felt it “safe to conclude that the in- 
‘crease in civilian consumption and investment will be extremely small at best”; 
the possibility of achieving the necessary adjustment “without further infla- 
tion seems remote” (p. 139). 

Actually the year 1951 was much better than these predictions assumed. 
Nevertheless, the survey for 1951 complained that the European governments 
did not follow the advice proffered by the survey for 1950-——of which more will 
be said later; indeed, many European governments, instead of employing “a 
very extensive, carefully co-ordinated system of controls,” were induced “to 
seek escape during the year through a severe rationing of credits” (pp. 107- 
108). It is not quite clear whether the use of the term “rationing of credit” in- 
stead of the more usual “anti-inflationary credit policies” was meant to make 
credit policies more acceptable to the advocates, or less attractive to the 
opponents, of rationing and other direct controls; in any case, the choice of 
the term seems to obscure the differences between policies that operate through 
the market mechanism, and direct controls that seek to nullify the operations of 
that mechanism. 

The authors did not deny that these policies may have been successful in 
some instances, but they felt that any success has been purchased at too high 
a price, In a number of countries the policies have led to “reductions in public 
investment... . It is difficult, however, to believe that the average quality of 
investment, from the point of view of its long-term contribution to higher 
productivity, has not been reduced by this concentration of cuts on a few 
basic industries or services” (p. 117). This reviewer finds it difficult to believe 
that public investment would invariably make a greater “long-term contribu- 
tion to higher productivity” than private investment in plant and machinery. 
However, the difference in opinion might be settled if the authors included in 
next year’s survey a chapter comparing productivity in countries relying on 
public and on private investment. 

Apart from these general statements, the authors attacked again—as in 
previous volumes—the policies of those countries that have adhered to the 
principles of a market economy, in the first place, the policies of Germany. In 
the survey for 1950 they stated that Germany “is suffering from a lack of syn- 
chronization between the rates of expansion of the various sectors of the econ- 
omy, which Government investment policy has so far done nothing to correct” 
and that therefore “the expansion of Western German output is likely to be 
permanently hamstrung” (p. 37). Germany’s temporary European Payments 
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Union deficit was taken to show “the incompatibility between the premature 
dropping of selective controls over imports and the internal expansion required 
to absorb idle resources of men and machines” (p. 128). Worst of all, “in 
western Germany, the determination of the direction of investment has been 
left very largely to individual entrepreneurs, Those with profits to spare have 
been allowed to invest them as they wished” (p.,.151). The authors opposed 
such practices: “What is needed is a highly differentiated policy . . . likely to 
involve a much greater degree of conscious control of the working of the eco- 
nomic system than has been the practice since the monetary reform of 1948”. 
(p. 152). 

Although the German authorities did not follow that advice, Germany in 
1951 increased its industrial and agricultural production more than any other 
major industrial country, kept the rise in prices and the cost of living at a 
minimum, brought its over-all foreign trade balance into equilibrium, and con- 
verted its EPU deficit into a sizeable surplus. The authors of the survey for 
1951 were not satisfied with these results. “In Western Germany, where the 
Government attaches considerable importance to credit policy, the volume of 
credit ... did not rise as much as would have been required to finance easily 
the rapidly rising value of agricultural and industrial production and external 
trade. ... In any case the credit policy seems to have hampered the develop- 
ment of production of consumers’ goods” (pp. 121-22). Actually, German 
bank credits in 1951 rose 30 per cent. The authors also felt that Germany (like 
Belgium and Italy, where the criticism was better justified) “made no inroads 
whatsoever into their heavy unemployment” (p. 124); actually, industrial em- 
ployment rose 8 per cent during the year, and the ratio of unemployment 
dropped 12 per cent. Finally, the authors found that “in western Germany 
industrial wages have stagnated” (p. 112); actually, real industrial payrolls 
rose about 10 per cent during 1951, but it is true that this rise compares un- 
favorably with the increase of about 15 per cent during 1950. 

However, Germany was not the only sinner. In the survey for 1950 Austria 
and France were accused of overgreat “financial caution” (p. 52). Unlike 
Germany, these two countries apparently took the criticism to heart and so, in 
the survey for 1951 France was told (and the same could have been said about _ 
Austria) that its “expansionary credit policy . . . was a contributory factor in 
a major inflation” (p. 122). 

In the survey for 1950, the United Kingdom was advised to increase its 
imports from Europe and to divert its “own exports away from Continental 
European markets to overseas sterling area markets” since “the most difficult 
problem in EPU may prove... the credit position of the sterling area. While 
the slowing down in the rate of growth in this position in March [1951] may 
point to some easing of the problem, it seems more likely that sterling area raw 
materials will continue to be avidly sought after by western European coun- 
tries, tending, at prevailing high prices, further to accentuate the British 
surplus” (p. 129). The U. K. government apparently believed in the soundness 
of this judgment, and in the second half of 1951 converted its EPU surplus into 
a deficit of $783 million. As a result, the survey for 1951 had to devote several 

pages to “the payments crisis of the United Kingdom” conceding that “in the 
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event, the increase in imports was much larger than expected” (pp. 81-82). 
Exchange Rate Polictes. The authors of the survey for 1950 proposed the 
adoption of repeated changes in exchange rates as a method of anti-inflationary 
policy; in particular, they advocated a substantial appreciation of non-dollar 
currencies In order to minimize the impact of increased dollar prices of raw 
materials on the non-dollar world. . 
` The proposal was explicitly based on three assumptions: first, that dollar 
prices of raw materials would not substantially decline; second, that the 
United States, because of raw material shortages, cut in civilian consumption, 
and general inflation would be unable to increase exports; and third, that the 
European countries would similarly be unable to increase exports (p. 159). 
Since all these assumptions proved unfounded, the proposal was unjustified 
according to the standard set by the authors themselves. However, in this re- 
viewer’s opinion, it would have been unsound even if the assumptions had been 
more realistic, ; 

The authors conceded that the devaluation of most European countries in 
1949, which they had opposed at that time, contributed to the improvement 
in the balance on current account of the devaluing countries; somewhat more 
cautiously, they also conceded that devaluation “may have contributed to the 
general upturn in economic activity and the expansion of world trade” (p. 
106). They tried to show, however, that upward revaluation in 1951 would 
not have the reverse effect: they believed that the fall of import prices (in local 
currency) would not lead to a rise in imports, nor the fall of export prices (in 
local currency) ‘to a decline in exports so that the balance of current inter- 
national payments of the revaluing countries would not deteriorate (p. 162). . 
This argument is pure speculation: the weight of evidence, including that of 
the devaluation of 1949 cited in the survey itself, points to the contrary. 

Furthermore, the authors conceded that their proposal would make it neces- 
sary to vary exchange rates quite frequently: “the monetary authorities should 
be able and willing at any time to adjust the rates ... in either direction and 
to whatever extent seems appropriate” (pp. 162-63). The authors did not en- 
visage any international consultation; moreover, they conceded that accept- 
ance of their proposal “might” make necessary the imposition or strengthening 
of import-controls (p. 164, note 2). Their recommendations thus did not aim 
at liberalizing international trade and payments relations, but on the con- 
trary, at enabling any country “to insulate its own price system from external 
influences” (Survey for 1951, p. 119). 

The authors took their stand apparently because they believed that the 
market-price mechanism was unable to produce a workable economy. This 
conviction explains their distrust of credit policies that are based, at least in 
part, on the working of the interest rate (t.e., the price of money capital) ; their 
` preference for continuous government manipulation of exchange rates (4.e., the 
price of foreign currencies); their criticism of the economic policies of the 
United States and of those European countries that adhere to the principles of 
a free economy; their skepticism as to the liberalization of inter-European 
trade and finance (Survey for 1949, pp. 105-107); their belief in the superior- 
ity of public over private investment; and even their discussion of the sig- 
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nificance of changes in the prices of raw materials (Survey for 1950, pp. 5-10) 
and of coal (Survey for 1951, p. 167). | 

Traditional economics may have taken the functioning of the market-price 
mechanism too much for granted. The rôle of prices, and especially of interest 
and exchange rates, needs further clarification, and in some instances a policy 
based on other than price considerations may indeed be superior to a policy 
relying exclusively on the forces of a free market. However, on the basis of 
our present knowledge of economic behavior, a dogmatic rejection of policies 
utilizing the market-price mechanism would be no more justified than a dog- 
matic rejection of all alternatives. If the authors of the surveys appreciated 
the achievements of traditional economics as much as they appreciate its short- 
comings, they might have a better chance to see their predictions come true and 
their advice prove helpful. 

In the meantime, the theoretical economist will greatly profit from the 
stimulating ideas expounded by the authors of the surveys, but the practical 
economist will do well to approach them with caution. 

J. HERBERT FuRTH. 

Washington, D.C. 


International Economic Papers, No.. 1. Edited by A. T. Peacock, H. S. Hov- 
THAKKER, F. A. Lutz and E. Henperson. (London and New York: 
Macmillan. 1951. Pp. 244. $3.50.) 

The International Economic Association is to be congratulated for its deat 
sion to bring out an annual volume of translations into English of articles 
initially published in other languages, The choice of the language of transla- 
tion is one that will be particularly welcome to American and British econo- 
mists, though hardly to be taken as a compliment to the catholicity of their 
reading habits. As Professor Haberler, president of the Association, remarks 
in the Foreword, “Economists in English-speaking countries will, I believe, be 
ready to confess that they are especially guilty of neglecting what is going 
on in other languages.” He further expresses the hope “that this will maximize 
utility by benefitting .. . also the large number of English-reading economists 
all over the world.” There is every prospect that the hope will be fulfilled. 
Economists everywhere should find much that is stimulating in this initial 
collection, and it is to be expected that future issues will offer a fare that is 
, €ven more varied in geographical coverage and more current than that of 
this promising pioneer volume. 

The national origins of the present selections are European but they can- 
not be individually identified in all cases. Since the language of initial publica- 
tion is an equivocal guide, the Editorial Board would be well advised in future 

‘to include a page giving the connections of the authors, after the manner of a 
Seymour Harris omnibook. In the present instance, it is safe to say, this 
service would have been wholly superfluous only in the cases of Frisch, von 
Stackelberg, and Tinbergen. Except for the article by Frisch, “Monopoly- 
Polypoly—The Concept of Force in the Economy,” the jail publication 
dates of the ten selections range from 1942 to 1950. The Frisch article, 
which first appeared.in 1933, was presumably included because it sets forth 
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some of the seminal ideas developed in his later work in dynamics. 

With one or two exceptions, each article deals with a distinct topic. No 
grouping has been attempted, the selections being presented in alphabetical 
order. The lead-off article, entitled “The General Principles of Rate-Fixing 
in Public Utilities,” is a report, written in 1949 by Gabriel Dessus, of the 
discussions and conclusions of a special session of the Tariff Committee of the 
Union Internationale des Producteurs et Distributeurs d Energie Électrique. 
The central issue before the committee, which included railway tariff experts 
as well as economists, was whether public utilities should, as has often been 
recommended, price their services at marginal cost. Because the purpose 
was to throw light on questions of practical pricing policy, the approach is 
firmly pragmatic. But because the aim was also to discover what help, if 
any, economic theory could provide, the framework is rigorously analytical. 
The meaning of marginal cost in a non-static world is closely examined. So, 
too, are the problems of forecasting demand and of pursuing, or failing to 
pursue, discriminatory pricing policies. The result is a rare blend of compact 
theoretical and institutional analysis, meaningful to economists and useful 
to administrators who are concerned with the welfare aspects of their 
decisions. The major conclusion is that “the argument for marginal cost 
sales rests on a number of presuppositions” (which are stated) and that, 
“Unless all these conditions be fulfilled, the desirability of selling at marginal 
cost cannot be demonstrated.” The requisite conditions may, of course, be 
fulfilled. The French Electricity Authority, we are informed, has already put 
the report to effective use. 

G. T. Guilbaud’s essay on “The Theory of Games” is an attempt “to set 
some aspects of their [von Neumann and Morgenstern’s] work in a wider 
context and to show a kind of continuity ... between Homo Oeconomicus 
old and new.” Beginning with a brief statement of Pareto’s criterion of 
economic efficiency, Guilbaud proceeds by a series of carefully integrated 
steps to a consideration of the theory of games as a possible explanation of 
‘the manner in which effective economic preferences get expressed. Along the 
way, the reader is granted a lucid glimpse of some relevant elementary aspects 
of the mathematical theory of structures. Guilbaud’s exceptional gifts: of 
exposition and style, which seem to have lost nothing in translation, enable 
even the non-mathematician to follaw the argument, though not without 
effort. Most such readers can expect to gain new insight concerning the 
place of the theory of games in the stream of economic thought. The Frisch 
and Guilbaud articles, incidentally, make interesting comparative reading. 

Suggestive elaborations of macro-economic theory are contained in Bent 
Hansen’s “Fiscal Policy and Wage Policy” (1950) and Erich Schneider’s 
“Saving and Investment in a Closed Economy” (1942). The dating is of some 
- significance. Schneider, with the aid of arithmetical models, develops the point 
that identical ex ante magnitudes of saving and investment will not necessarily 
lead to identical ex post results. They will do sọ only if the ex ante magnitudes 
in the first situation are the same as those in the second for each separate 
economic unit. Hansen is concerned with the problem df avoiding secular 
inflation under full employment when trade unions insist on obtaining for 
their members a steady increase in real wages approximately equal to the 
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long-term rise in productivity. His solution, in part, is to stabilize the labor 
market at an agreed constant money wage, converted into a constant real 
wage by so varying indirect taxes as to offset the price effects of productivity 
changes. Concurrently, he would distribute productivity gains and maintain 
effective demand by manipulating direct taxes and State expenditures. On the 
problems of wage structure and labor allocation he is silent. The gap between 
his analysis and a working blue-print for public policy is still wide, as 
Hansen himself recognizes. But no economist conscious of the profession’s 
failure to provide criteria for wage determination under collective bargaining 
will be inclined to carp. 

One of the two articles by T hber, “The Significance of Wage Policy for 
Employment,” deals with an aspect of the problem treated by Hansen, but in 
a less complete way. The other Tinbergen article, “Some Remarks on the 
Distribution of Labor Incomes,” throws new light on reasons for the dis- 
crepancy between the presumed symmetrical frequency distribution of abilities 
and the skewed distribution of incomes. Empirical investigation along lines 
opened by Tinbergen’s methods might provide new content for the none- 
too-full boxes labeled “net advantages” and “non-competing groups.” 

Capital theory has fallen somewhat out of fashion of late years, but there 
are signs of its revival in some of the rapidly growing literature on economic 
development. Perhaps this is why it was decided to include a contribution by 
the Soviet economist, S. G. Strumilin, on “The Time Factor in Capital In- 
vestment.” Once habituated to Strumilin’s Marxist terminology, and his use 
(for the most part) of labor units rather than money as mumeraire, the reader 
discovers that his criteria are essentially those familiar to Western economists. 
An interesting feature is his criticism of Soviet planners for failing to include 
in their cost estimates an allowance for “normal accumulation.” For classical 
economists, no paradox was involved in the distribution as personal income 
of cost elements assigned to the impersonal services of capital and land. Marx, 
instead of elaborating the paradox, denied the existence of the latter ele- 
ments. Strumlin, in a sense, is now introducing them through the back door. 
He also suggests that the need for depreciation arises solely because of 
the increase in productivity and the consequent fall in the value of old capital 
equipment. Depreciation is thus not a direct function of time and use, but of 
the time-rate of technological change. Reflection on this point might help to 
clarify some of the conceptual ambiguities inherent in the usual treatment of 
depreciation as an element uncertainly suspended in the ill-defined gap be- 
tween obsolescence and maintenance. Lest readers of Strumilin’s article be 
misled into thinking it representative of current thought on the subject in 
the USSR, they are referred to Norman Kaplan’s summary’ of at least a dozen 
variant views that have recently appeared in the Soviet literature. 

The two remaining articles in the collection should be labeled “for special- 
ists only.” That of E. Zaccagnini, on “Simultaneous Maxima in Pure Eco- 
nomics,” is for mathematical esonomists. That of von Stackelberg, on “The 
Theory of the Foreign Exchanges Under Perfect Competition,” is for econo- 


*“Investment Alternatives in Soviet Economic Theory,” Jour. Pol. Econ., Vol. LX 
(April, 1952), pp. 133-44, 
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mists interested in pursuing that will-o-the-wisp, the equilibrium exchange 
rate. The most rigorous portion of von Stackelberg’s work is that which deals 

with elasticities, and it is certainly one of the most thorough theoretical 
- treatments of this subject to appear in the literature. He also has some tren- 
chant observations to make concerning the probable empirical values of the 
elasticity coefficients under various conditions. But all this is subordinate to 
the central purpose of reappraising the purchasing power parity theory and 
formulating the conditions of international equilibrium. In these latter re- . 
spects, von Stackelberg is less successful. His views are summed up in the 
statement that “the decisive factor in the equilibrium of the foreign exchange 
markets is always the movement of investment capital.” There are, of course, 
many circumstances in which international financial transfers can be regarded 
as decisive, but this must De an empirical, not an analytical, conclusion. 
Writing in isolation during the war, and apparently unaware of modern work 
in the field, von Stackelberg developed independently the theory of insta- 
bility of the balance of payments. This alone warrants the inclusion of his 
article in the present collection. 

CHANDLER MORSE 
Cornell University 


United States Administration of Its International Economic Affairs. By 
WALLACE Jupson Parks. Foreword by James Grafton Rogers. (Balti- 
more: Johns Hopkins Press. 1951. Pp. xxv, 315. $5.00.) | 


This book, despite its title, is much more than a technical manual on the 
operations of our national government in selected sectors of international 
affairs. One of its chief merits, from the standpoint of the economist, is that it 
presents a systematic and highly condensed account of both the wide range of 
economic activities in which the national government engages and the extent 
to which many of these activities directly affect the capabilities of this nation 
to carry out its announced policies in the area of foreign affairs. The author is 
particularly successful in demonstrating by concrete examples that economic 
activities which were previously considered, or alleged, to be primarily of 
domestic concern now have incidences abroad of such magnitude and severity 
that we cannot safely ignore the probable international repercussions of 
domestically oriented policy decisions. 

Dr. Parks also provides a comprehensive and informed analysis of United 
States government organization, focused primarily at the Executive Branch 
level in Washington, and he suggests various ways of improving the processes 
` of decision-making and program administration in the field of international 
economic activities. In general, he accepts as a basic principle that Executive 
Branch “action” agencies concerned with the production, trade and finance 
segments of economic activity should be organized to serve both the domestic 
and international ramifications of their subject-fields.. For example, the De- 
partments of Agriculture and Commerce would be charged with action re- 
sponsibilities for both domestic and international aspects of production and 
trade in the respective sectors of agriculture, and of manufactures and min- 
erals. He does not, however, apply this principle in a doctrinaire manner. He 


BOOK REVIEWS _ 661 


recognizes that such subjects as commercial policy and international transport 
and telecommunications cannot be neatly classified and assigned as the exclu- 
sive responsibility of a designated government agency. Moreover, “Politics 
destroys the neat patterns of the administrative expert” (footnote, p. 245). 
Above all, Parks emphasizes that actions undertaken by these government 
agencies should be closely coordinated and integrated with detailed programs 
designed to achieve our national objectives. 

Throughout the book, Parks.aims to achieve an organization which will both 
facilitate, and be responsive to, the exercise of initiative, direction, coordina- 
tion, and review of international economic affairs by the Office of the Presi- 
dent and the Department of State. “One of the fundamental responsibilities 
of the State Department is to serve as the focal point within the government 
for planning, organizing, directing, and reviewing U.S. relations with the other 
countries of the world—‘to run ahead of events, to fix the frame of action, to 
lead positively’ ” (p. 220). 

Parks is concerned about the tendency toward the “personalized power” of 
the Presidency in foreign affairs and the great demands on the President’s 
attention. He concludes that an organization is needed, “able to act largely in 
his stead and to assure that foreign policy will receive due consideration in the 
framing of national policy” (p. 226). The author favors the creation of an 
International Economic Council, chaired by the State Department and com- 
posed of members of the President’s Executive Office, Treasury, Commerce, 
Agriculture and Defense Departments, and the-Mutual Security Administra- 
tion. 

The author, in order to make his task more manageable, has had to exclude 
from specific consideration such vital factors as the organization of United 
States government activities in its overseas missions, government personnel 
policies and management, international labor matters, and the increasing in- 
volvements of the Armed Services in international economic affairs (p. xv). 
These are important considerations which might, when closely examined, lead 
to modifications in some of the author’s detailed recommendations on govern- 
ment organization. Furthermore, while Parks recognizes the “unavoidable 
artificiality in subdividing the total domain of foreign affairs into categories 
such as economic, military, political, social” (p. 39), he tends to regard inter- 
national economic activities as serving their own exclusive and independent 
ends. Economic goals are of course very important in our domestic society. In 
the conduct of foreign affairs, however, it seems more useful, at least in the 
present period of overt and veiled aggressions throughout the world, to regard 
international.economic activities as one of the available means or instruments 
for the.achievement of our national objectives in the field of foreign relations. 
If this view is valid in the circumstances, then it seems to me that Dr. Parks 
understates the importance of political and military considerations in the 
conduct of international relations involving economic matters. Accordingly, he 
overstates the advantages of establishing an International Economic Council 
which would be parallel with the National Security Council (p. 266). The 
NSC, which is a cabinet-level body frequently chaired by the President, gives 
indications of developing into a competent organization for establishing 
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national policies, both domestic and foreign, and achieving a unity of concep- 
tion in their execution, What really seems to be needed is more planning ancl 
staff work, integrated on an Executive Branch basis, which would enable the 
President to assign priorities to his policies, determine the various means or 
instruments to be employed (especially in the field of foreign affairs where 
the military factors are so important), and set the amounts of resources to 
be made available for carrying out the established policies. Thereafter, in the 
field of international economic activities, the proposed International Economic 
Council would serve its proper function in undertaking its immense tasks of 
program coordination and in securing Congressional approval. 

This book makes important contributions to the concept and organization 
of the national government for the conduct of foreign affairs, and deserves 
careful consideration by economists and government officers concerned with 
international economic activities. 

Wiii1aAm H. Bray 

Washington, D.C. 


. Business Administration | 
Changing Concepts of Business Income—Report of Siudy Group on Business 


Income. Sponsored by the Rockefeller Foundation and the American In- 
stitute of Accountants. (New York: Macmillan. 1952. Pp. ix, 160. $2.00.) 


The general wave of overoptimism of the late 1920’s affected the decisions 
of accountants as well as those of the business community generally. Conse- 
quently, the accounting profession retreated from exercising judgment in the 
preparation of reports to embrace firmly the historical cost doctrine. As a 
result of the group and committee studies which have been made in recent 
years, the accounting profession now seems to have once again progressed to 
the stage it had attainéd in the mid-1920’s. The book under review has made 
a significant contribution to this achievement. The inhibitions against the exer- 
cise of professional judgment appear to have been partially overcome. 

To the readers of this book who are not familiar with the accounting litera- 
ture since the end of World War I, much of its contents might seem to be a 
restatement of the familiar and obvious. However, in view of the persistence of 
differences in points of view which have been debated continuously among 
accountants and other interested parties for over three decades, a need for a 
' careful assessment of the issues has existed. The present Report of the 
Study Group on Business Income, financed by a grant from the Rockefeller 
Foundation, fills this need in a serious, well-reasoned fashion. It is a useful 
summary and analysis of the major issues which have long concerned account- 
ants. The level and tone of the volume reflects considerable thought and 
competence. 

Economists are directly concerned with the issues with which the volume 
deals. Economists cannot describe, generalize about, or predict the behavior 
of the firm unless they have a sure grasp of the major communication device 
of business—accounting reports. One senses a general disposition of econ- 
omists to disdain the efforts of accountants, yet the products of accountants are 
the subject matter of empirical studies for testing and developing economic 
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doctrine. The national income accounts aggregate accounting data. The re- 
emergence of the balance sheet as significant for the theory of the firm also 
underscores the dependence of economists upon accounting reports, Further- 
more, this study indicates how traditional accounting practices may. causé in- 
vestment to be misallocated and to aggravate cyclical fluctuations in invest- 
ment (one of the dissenters to the Report, Mr. Solomon Barkin, misunderstood 
the illustration used by the Committee, and erroneously inferred that a de- 
parture from traditional accounting principles would cause the average level 
of investment to be reduced).1 

It is quite appropriate, therefore, that the assistance and collaboration of 
the economic profession was sought and received. But it is significant that 
little progress was achieved in finally resolving the fundamental problems at 
issue. 

The volume deals with a multitude of items, but the basic issues may be 
briefly summarized. Concepts of income are reviewed, difficulties and. disagree- 
ments of economists and others are described. The Group concludes that “in- 
come” is used in many senses, that its measurement may properly vary with 
the purpose for which it is being determined, and that it should be used with an 
explanation to indicate its viewpoint and purpose. Economists may be chal- 
lenged by this protean income concept. 

Income accounting is described as resting upon three postulates justified on 
pragmatic grounds: (1) Monetary postulate—fiuctuations in general price 
levels may be ignored; (2) Postulate of permanence—the enterprise is deemed 
to be immortal; (3) Realization postulate—while costs are measured on an 
accrual basis, revenues are measured on a realization basis. 

All three propositions raise interesting and difficult questions. However, 
since the controversies center on the first, attention is nee directed to aspects 
of this convention. 

The fundamental issue is whether accounting re shall record costs or 
current values. Accountants have defended themselves from many criticisms 
in recent years, and have declined to recognize dynamic changes in the environ- 
ment by disavowing responsibility for presenting information on current 
values. Accountants record historical costs and their expiration. ` 

The general position of this book departs from the traditional pattern. It 
- holds that recent and prospective price level changes necessitate recognition in 
accounting reports. Practical computational difficulties are recognized as 
serious. Consequently, the Committee recommends that calculations based on 
an altered monetary postulate be initially restricted to costing inventories used 
and measuring property exhaustion, and further that such information be pre- 
sented in merely a supplementary fashion. In general, great reliance is placed 
_ upon the usefulness of full disclosure of transactions and their clear presenta- 
tion. 

The Committee itself invited collaboration and comments from many 
sources. The book contains a section of “Comments and Dissents.”’ From these 
and articles appearing in the accounting journals can be distilled the following 
criticisms for evaluation. 


1 Cf. Changing Concepts of Business Income, pp. 76-77 vs. p. 117. 
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1. The Committee is charged with a bias, In the light of the views invited 
and the requests for comments and criticisms, this accusation can readily be 
dismissed as without foundation. The Committee delineated the various posi- 
tions on the issues raised in addition to indicating the views it would embrace. 

2. The opposite criticism has also been made: that the Committe hearkened 
to so many opinions that its final conclusions and recommendations consist of 
watery compromises. The scope of the modification of the monetary postulate 
is said to be unduly limited and the omission of reference to Sweeney’s con- 
tributions to the subject matter under discussion is noted. The recommenda- 
tions of the Committee on Concepts and Standards of the American Account: 
ing Association are more thoroughgoing and call for a detailed reconciliation 
between the complementary statements.? 

3. It is further argued by dissidents that accounting statements should not 
seek to reflect current values because it would be necessary to use index num- 
bers, the construction of which presents problems as yet unsolved. But the 
monetary unit—the unit of account—in its basic nature is of the quality of an 
index number. It is inconsistent to argue against the use of index numbers 
when accounts are continuously reckoned by the arch-index number. Further- 
more, it can be convincingly demonstrated that the use of even imperfect index 
numbers is likely to yield more useable and significant results than are secured 
byi ignoring changes in the general price level. 

4, It is urged that the basic alterations in accounting practices are not 
needed because general agreement cannot be secured on the changes to be 
adopted. This is akin to arguing that because doctors may not agree on a 
_ remedy, it follows that the patient is not really ill and no restoratives should 

be prescribed. Since the procedures recommended by the Committee will ini- 
tially represent only supplementary statements, it would not seem necessary or 
advisable to await complete agreement on the procedures as a prerequisite to 
general adoption of the recommendations of the Group. 

5. But to develop,even supplementary statements, it is asserted, implies in- 
adequacy of present accounting statements and constitutes a “confession of sin 
and error.” Again it appears inconsistent to hold that accounting statements 
deal in costs, not values, and yet at the same time to be unhappy because 
accounting statements are said not to serve the needs of managers, investors, 

_and the public at large for information on current values, Perhaps accountants 
have been guilty of the sin of inadequacy and the error of misplaced accuracy. 

6. As an alternative to the recommendation for a general adoption by ac- 
countants of the practice of providing supplementary statements which seek 
to-record current costs, it is proposed that action take place less systematically 
upon an experimental basis. While one may applaud the recognition of the 

‘desirability for further experimentation in accounting procedures, it appears 
that the needs for information on current values constitute a basis for requiring 
further impetus to progress at this stage. 


*Accounting Review, XXVI (October, 1951), 468-474. See also a er for dual 
accounting reports by N. H. J acoby, “Some Trends in the Interpretation of Business Prof- 
its,’ Accounting and Tax Problems in the Fifties. (New York: American Institute of 
~ Accountants, 1950), 40-49. 
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7. Many indications, even in the Report of the Committee itself, reflect a 
feeling of accountants that full disclosure and detailed effective presentation of - 
transactions will adequately serve the needs of users of accounting reports. But 
the accountant’s responsibility is greater than this. Inevitably, the choice of his 
items and the arrangement of information reflect a theory of value and pro- 
spective uses of the data. While cognizant of varying needs, the accountant 
as a chief producer of the information has a responsibility to provide not only 
raw materials, but also at least a semi-finished product. 

Thus we come to the point at which critics of accounting practices typically 
arrive—the delivery of a sermon to accountants. Weary of hearing the same 
admonitions for these many years, accountants will properly reply. “If you 
think you can do better, let us see what you can do when actually confronted 
with the problems involved.” The answer calls for action both at the theoretical 
and practical level. Continued progress will be stimulated by studies of this- 
kind which have enlisted the aid of specialists from related fields. Further, it 
is likely that as accountants come to grips with the challenging problems of 
their profession, they will find it necessary to add to their staffs trained econo- 
mists and statisticians. Just as a legal department enlists the services of ac- 
countants and economists in cases where these aspects are important, so will 
the accounting profession need to utilize further interdisciplinary cooperation. 
There are no accounting problems as such, just as there are no legal or eco- 
nomic problems, as such. The important problems typically cannot be dealt 
with piecemeal or in a segmented fashion. In the accountant’s case he must dis- 
card the comfort of objectivity for the challenge of useability. Relevant ap- 
proximation is preferred to obsolete precision. 

J. FRED WESTON 
, University of California, Los Angeles 


Industrial Organization; Public Regulation of Business 


Basing-Point Pricing Systems under the Federal Antitrust Laws—A Legal, 
Business and Economic Analysts. By Grorce H. SAGE. (St. Louis: 
Thomas Law Book Co. 1951. Pp. xiii, 381. $10.00.) 


The main purpose of this book is to review what it refers to as “the legal 
problems of legality” of basing-point pricing systems under antitrust. Recog- 
nizing, however, that a “full and proper understanding of ... [these] problems 

. makes essential an understanding of the business and economic back- 
ground,” it sets out to discuss “also the business and economic aspects of the 
legal problems of legality . . . with the correlation of all such aspects in one 
readily-understandable whole” (pp. x, xi). It consists of a series of descriptions 
of the various systems of delivered pricing and the methods of implementing ` 
them, with a statement after each of what the courts have had to say about 
it. The descriptions are prefaced by a ten-page list of all the products involved 
in antitrust basing-point proceedings, and are themselves illustrated with ex- 
amples selected from these cases. 

The book falls short of the promise of its subtitle. Its “economic analysis” 
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-consists of a repetitive demonstration, in the simplest and most obvious terms, 
that each system permits market interpenetration and produces mill-net or 
delivered prices which are “discriminatory,” “arbitrary,” and “non-competi- 
tiye.” Its “legal analysis” consists of little more than a statement, with regard 
to each practice, that the practice has been held illegal under one or another of 
the antitrust laws. 

An economic analysis of delivered pricing systems must take as its starting 
point the relationship between the economies of scale and the peculiar geo- 
graphic and temporal configurations of demand which makes purely competi- 
tive pricing impossible. And it can appraise such systems intelligently only in 
terms of a realistic appraisal of the available alternatives. The present book 
does neither. A “business analysis” must face up to the gap which the basing 
point controversies disclose between the business man’s conception. of vigorous 
competition in good faith (and his insistence that accepting a reduced mill 
price to get an order is a form of price competition) and that, say, of Justice 
- Black. And a legal analysis must delineate the problems of pricing within the 
good faith clause of the Robinson-Patman Act, on the one hand, and the 
prohibition of “conscious parallelism” on the other. It cannot avoid, as this 
study does, consideration of whether and under what circumstances an indi- 
vidual manufacturer’s acceptance of varying mill nets is or should be illegal. 
(The six-page discussion of substantiality of competitive impact under Robin- 
son-Patman is confined almost exclusively to the glucose cases, where the 
collection of phantom freight imposed considerably higher delivered prices and 
a manifest competitive handicap on certain buyers.) 1 

This book could, I believe, be reduced to one-fifth its present length without 
the sacrifice of a single idea or virtue. It would then be possible to recommend 
it as a simple exposition of the ways in which basing point systems operate. 
But because it neither betrays nor engenders an awareness of the complex legal 
and economic problems which such systems raise, it is inadequate even as an 
introduction to the subject. 

ALFRED E. KAHN 

Cornell University 


Social Aspects of Enterprise in the Large Corporation. By GEORGE HURFF. 
(Philadelphia: University of Pennsylvania Press. 1950. Pp. 237. $2.00.) 


Hurff’s book makes interesting and stimulating reading despite the fact that 
it contains nothing essentially new. It is the most recent of a series of studies 
on the structure of the large enterprise the ancestry of which may be traced 
to Veblen’s path-breaking work. It represents a rather well-structured edifice 
built from the materials furnished by studies on: (a) the relationship between 
ownership and control] in the large corporation (Veblen, Berle and Means, 
Robert Gordon); (b) organization theory (Barnard); (c) human relations in 
industry (Whitehead, Mayo, Roethlisberger); (d) enterpreneurship in con- 
temporary society (Schumpeter, Knight, Dobb, Cole); and (e) the structure 
of power over modern enterprise as it relates to the general character of social 
organization (Schumpeter, Burnham, Drucker). 

Hurff makes no attempt to offer an integrated and rigorous analytical frame 
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of reference. His essay is essentially a survey of problems and issues with em- 
phasis on public policy rather than analysis, Following a very sketchy and 
inadequate review of concepts of enterpreneurship, the author tackles the 
problem of “Corporate Bigness and Ownership,” restricting himself, essen- 
tially, to a recapitulation of Robert Gordon’s findings. The third chapter of the 
book on “The Social Functions of Enterprise” contains, I believe, the major 
analytical contribution of the study. The enterpreneurial function is defined in 
the context of the socio-economic structure at large. Conceived as a process 
of innovation and adaptation, it is linked to the process of resource allocation 
by means of the price mechanism. Although there is nothing new in this, it is 
phrased in a manner which suggests the elements of a rather potent heuristic 
theory in which the market mechanism is conceived as a process of information 
concerning resource scarcities. Although Hurff seems to be unaware of this, his 
presentation fits very well into current work by members of the Cowles Com- 
mission on organization theory. . 

The fourth chapter on “Human Relations in Corporate Enterprise” offers 
nothing of interest for anyone acquainted with the work of Barnard and the 
Hawthorne group. The fifth chapter on “The Division of Enterprise and the 
Concentration of Power” is interesting primarily because of the policy position 
taken by the author. It is argued that the separation of ownership and con- 
trol is a social fact which must be accepted as irreversible. We must deal with 
the problems it raises by devising measures consistent with the new social 
setting rather than by attempting to turn back the clock. The author’s main 
concern centers on the problem of reinvestment of earnings. He feels strongly 
that management is apt to overinvest in its own enterprise. This tendency is 
harmful not only to the stockholder but also to society at large since it leads to 
departures from the optimal pattern of resource allocation. The power of the 
stockholder over dividend decisions must, therefore, be restored. 

The last chapter deals with “The Position of Directors.” The directors, the 
author argues, must be conceived as public trustees or as economic statesmen. 
They should represent the complex and conflicting sources of power over the 
modern corporation—not just the stockholders. Standards must be developed 
for relating the conflicting goals and interests of the various pressure groups 
into a consistent goal system for modern enterprise. Though the position taken 
by the author may be accepted in principle, not much can be done towards 
implementing it for public policy action unless (a) the goal system (t.e., the 
preference system) of enterprise is, in fact, defined; and (b) the effects of this 
preference system (which is to be enforced by the direetors) on the pattern of 
resource allocation are appraised. Unfortunately the author does not suggest 
any procedure for dealing with these vexing problems. 

The essay is concluded with a sketchy and uninspiring “Note on some Im- 
plications for Economic Theory.” All in all the book should be worthwhile 
reading for anyone not well acquainted with the rather voluminous literature 
on the modern corporation. As a refreshing summary of the issues, it may 
even be of interest to the specialist. 

A. G. PAPANDREOU 

University of Minnesota 
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Economic Mobilization and Stabilization, By Lester V. CHANDLER and ~ 
DonaLD H. Wattace (New York: Henry Holt. 1951. Pp. vii, 610. 
$4.50.) 

The Economics of Mobilization and Inflation. By Seymour E. Harris (New 
York: W. W. Norton. 1951. Pp. xii, 308. $4.50.) 

The Economics of Armament Inflation. By Jores Backman (New York and 
‘Toronto: Rinehart. 1951. Pp. xvi, 234. $1.75.) 


Time has dealt harshly with economists. Before we have had an opportunity 
to digest the experience of World War II and come up with a balanced view 
of the réle of controls in a mobilization effort, we are required five short. years 
after the last major effort to deal with the problems once again on an operating 

basis. Moreover, the aftermath of World War I was a prolonged inflation 
-~ which tended to color the viewpoints of those seeking to recommend the right 
policies in the summer of 1950. Our position is best expressed by Aeneas 
when, in response to Dido’s request to describe the fall of Troy, he replied: , 


“Infandum, regina, jubes renovare dolorem 
. . quaeque ipse miserrima vidi 
Et quorum pars magna fui.” 


` Complicating the problem in mid-1950 was the fact that the character of the 
new mobilization was particularly uncertain. Were we then faced with all-out 
mobilization or with a limited program? If the former, how could we avoid 
resorting more or less to the full panoply of controls which marked World 
War II? If, on the other hand, we were concerned with a partial or limited 
mobilization of uncertain or relatively long duration, did we need many, if any, 
of the direct controls? 

When this review appears it will be two years since the new mobilization . 
effort began. The reviewer of these three books has the great advantage of 
hindsight over the authors of the books. This is particularly true since the 
books were written in the late summer of 1950 and in early 1951. The authors, 
therefore, could not take account of the highly paradoxical economic develop- 
ments since the spring of 1951. I refer to the prolonged lull in consumer spend- 
ing with rising disposable i incomes in the face of rapidly rising defense spend- 
ing. | 

All of this is by way of introduction to the subject matter of these books— 
the problems of economic mobilization. While the three books deal with es- 
sentially the same basic topics, the approach varies. 

The Chandler and Wallace volume is a judicious selection of readings, knit 
-together skillfully by essays written by the editors.. Of the three books, it 
covers the widest range of topics, such as programming, allocations, labor’ sup- 
ply, fiscal policy, price and wage controls, and rationing. The first and major 
part of the volume is directed to the experience of World War I, in which 
the reader is given an excellent picture of the development of wartime mo- 
bilization controls. A much shorter section discusses the economics of a limited 


16O Queen, you bid me recall the unutterable agony which I myself, most wretched, 
saw and wherein my role was great.” 
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defense program; and finally, the problem of future full war mobilization is 
briefly posed. 

The readings are taken from various sources: government publications; 
articles; books; and Congressional hearings. One misses the classic article of 
Professor Galbraith on “The Disequilibrium System” but that is available in 
his recent book, Tke Theory of Price Control. 

The Harris book, on the other hand, sets forth the author’s views on the 
appropriate policy for the current situation, both under limited and full mo- 
bilization. In so doing, he provides estimates of the shift in resources to de- 
fense that may be required against the potential growth of the GNP and 
develops the potential magnitude of the inflationary gap. 

Professor Harris argues that we cannot expect much growth in total out- 
put and that, therefore, the shift in resources to defense will impose much 
greater relative strain than in World War II. Then we were able to increase 
total consumption in spite of the large take for war because we moved from 
an underutilized economy to one fully employed. His model for the current 
situation and, a fortiori, for full mobilization, reduces consumption. Hence, 
the inflationary potential is much more explosive. This assumption, as he has 
subsequently stated in a letter to the Washington Post, was incorrect. Conse- 
quently, much of his argument is vitiated. Nevertheless, the structure of the 
book, its orderly progression from point to point, and the facility with which 
he develops his model, reveal the well-known skill of me author in handling 
this complicated problem. 

He shows vividly the ravages of inflation aricii with respect to in- 
stitutions of higher learning. His book is a powerful plea for a vigorous tax 
policy. He does not have much faith in direct controls and accepts them pri- 
marily for full mobilization—but not with enthusiasm. Harris says: “An out- 
standing lesson of the forties is that controls as a weapon in the stabilization 
arsenal have been deflated. Perhaps the most important reason for this is 
that war-time controls proved, in part, that they postpone inflation rather than 
suppress it.” In substantial part, as Professor Harris rightly contends, it was 
because of the gross inadequacy of wartime taxation. It may be argued, on 
the other hand, that if controls had not been prematurely dismantled in the 
summer of 1946, the postwar inflation might not have béen as serious. How 
much price rise did we avoid by keeping controls on for one year after the end 
of the war? 

The book is filled with a feeling of doom and foreboding on the eve of the 
new defense program. His writing is infused with an apocalyptic vision if we 
let inflation ravage us further. We may end, not with the bang of atomic 
bombs, but with the whimper of unrestrained inflation. His position is close 
to the Age of Inflation thesis so ably discussed in the well-known series of 
the London Economist and propounded vigorously by Sumner Slichter in this 
country. (Parenthetically, it may be pointed out that each recent decade 
seems to bring its own Weltanschauung which, by some variety of Hegelian 
historical process, leads to its own antithesis in succeeding decades. One need 
only recall the New Era philosophy of the ’twenties, the Secular Stagnation 
thesis of the ’thirties, and the currently popular Age of Inflation thesis. Most 
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interesting, if only a coincidence, is that the first two views were developed 
on the eve of their respective Hegelian antitheses. The long view should make 
us skeptical of these “historical laws.’’) 

Professor Jules Backman’s slim book, while covering fiscal and credit- 
measures, is primarily a discussion of price, wage and rationing controls in 
World War IT to be part of a larger volume (now published) entitled War 
and Defense Economics. The book is mainly descriptive and to a certain ex- 
tent supplements the material in the Chandler and Wallace book. Backman 
starts off on a rather old-fashioned plane by stating categorically that: “The 
fundamental cause of, inflation in past wars has been the printing of money 
or its modern counterpart the creation of bank credit to meet the costs of the 
war” (p. 1). One would rather have expected that the fundamental cause of 
inflation in any war results from the shift of resources and the ensuing ex- 
cess demand and that the monetary factor acts to accelerate the fundamental 
cause. A pay-as-you-go policy would not necessarily eliminate inflation. 

The issues which these books raise are many and important. But because 
of limitations of space this review will concentrate on what is still the most 
controversial one: the issue of stabilization. This agrees with the emphasis in 
these three volumes. The Harris and Backman books are primarily devoted 
to stabilization while the Chandler and Wallaee book devotes almost two- 
thirds of its space to the subject. 

All parties agree on the need for strong fiscal measures and selective credit 
controls. (Incidentally, the rôle of pure monetary policy, that is, the use of 
the interest rate, as distinct from selective credit controls, is not given much 
importance or space by any of the authors.) There is also virtual unanimity 
about the need for some price and wage controls in a full mobilization effort. 
Thus, Gorter and Hildebrand in their heroic essay to show that we can get 
along without direct controls in a limited program as long as we have a bal- 
anced budget concede that-—“if stage three—total war—occurs, price control 
and rationing may be required” (Chandler and Wallace, p. 565). Shaw and 
Tarshis in “A Program of Economic Mobilization,” advocating expenditure 
rationing as a substitute for direct controls in a full mobilization, agree that 
some price controls may be needed in the areas directly affected by the de- 
fense program (#bid, p. 589).? The issue of stabilization narrows down prin- 
cipally to the use of direct controls in a limited mobilization. 

Are price and wage controls necessary in a limited defense effort? The great 
debate here. rages over the respective rôles of indirect and direct controls. 
(Production controls as such are direct as price and wage controls but common 
usage seems to limit the use of this term to the price and wage controls.) . 
.. The major criticisms of the use of price and wage controls are twofold: 

(1) they merely suppress inflation, that is, postpone it, e.g., the post World 

* The complications involved in operating a general rationing scheme plus the probability, 
as the authors admit, that additional devices wotld be necessary to hold prices and wages 
lead to the belief that the scheme is impractical, Limited expenditure rationing as a sub- 
stitute for other forms of rationing along with price and wage controls does seem practical 
and desirable in limited areas, as, e.g., was the experience of Great Britain. The basic 


point is that no stabilization device by itself is adequate but that many devices are neces- 
sary as mutual reinforcement. 
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War II inflation; and (2) they interfere with or supersede the allocation func- 
tion of price, and, if used for any proieneee period of time, lead to serious dis- 
tortions in the price structure.’ 

The authors represented in these volumes take differing positions on the 
use of direct controls in a limited defense program. As already pointed out, 
one extreme, expressed by Gorter and Hildebrand, is that they should not be 
used at all. The Council of Economic Advisers proposes starting with indirect ` 
controls and then resorting to direct controls as they become necessary and 
only to the extent needed. Harris, Hart and Backman share that view. Gal- 
braith emphasizes the need to oppose the use of strategic power held by the 
power groups in the economy by the use of strategic price control to prevent 
the development of a price-wage spiral. Outside the administered price field, 
he is dubious as to the effectiveness of price control. The position of Hefe- 
bower and Ackley is similar to that of Galbraith. 

The Gorter and Hildebrand position is quite provocative: “the duty of pro- 
fessional economists is clear; to demonstrate once again thé superiority of the 
price system over direct controls, even in the management of a preparedness 
economy. Of course, this entails acceptance of the feasibility of sound mone- 
tary and fiscal measures” (ibid, p. 561). This statement reminds one of Vol- 
taire’s remark that with many incantations and enough poison one can kill 
a sheep. This position oversimplifies the problems in controlling inflation, 
granted that as a normal matter the price mechanism must be free to operate. 
This problem is discussed more fully below. 

The basic difficulty as to what the relative rôles of indirect and direct con- 
trols should be arises, it seems to me, from over-concentration on one or other 
of the factors which create inflation. Rather, we should consider them simul- 
taneously. Roughly speaking, there are three situations which might cause 
an upward spiral: (1) the Keynesian case, where a relative shift of resources 
away from consumption leads to an excess of consumer demand over supply; 
(2) the Hicksian case, where changes in expectations exert an unstabilizing 
influence such as occurred immediately after Korea; and (3) the Galbraithian 
case, where the use of the strategic power held by powerful private groups 
can force higher prices or wages which in turn react cumulatively throughout 
the economy. Hart breaks these factors down into two groups; which he calls, 
somewhat inelegantly but forcefully, the “demand suction” as against the 
“cost push” process (tbid, p. 538). 

Fiscal and monetary measures are best adapted to deal with the Keynesian 
case under limited mobilization. This assumes an orderly shift in resources 
sufficiently spread over time to permit the adequate elimination of excess de- 
mand via taxation and monetary measures. However, fiscal and monetary 


3 Everybody wants an optimum allocation of resources. But as Ackley points out in 
very illuminating fashion, we accept the need for production and distribution controls to 
meet, at least, military requirements. As he says: “We refuse to accept the market as an 
effective guide to the allocation of these strategic goods, and hence the best argument 
against price controls on such goods is removed before the argument starts” (ibid, p. 558). 
The experience of the production authorities is that business still prefers to meet the 
needs of its regular customers rather than the temporary needs of defense. Hence, a need 
for such controls, 


- 


672 THE AMERICAN ECONOMIC REVIEW 


measures cannot deal effectively as a practical matter with the situation aris- 
ing under a change in expectations or exercise of strategic power. It is con- 
ceivable that fiscal and monetary measures could be used to the point where 
they would cause a substantial unemployment situation, say five million, and 
this would act as the stabilizer of the economy. Even then, the impact of mo- 
. bilization on, say the metal resources of the economy, could still create ex- 
tensive rises in prices and wages in that area. This would increase the cost 
of the defense program and lead to further taxation—already very heavy in 
an underutilized economy. This is, I think, the logic of the no price-wage con- 
trol position. It is theoretically tenable but practically unfeasible. It would 
be contrary to the notion of equality of sacrifice and also, I would argue, to 
the appropriate use of resources. If we assume full employment and a bal- 
anced budget, how could we prevent labor or industry from seeking to shift 
the burden of higher taxes through higher wages or prices? One further point, 
it assumes that our fiscal and monetary policies can be changed quickly enough 
to deal with changes in expectations or the exercise of strategic power. Past . 
experience does not support this position. 

If, however, our objective is to prevent the use of strategic power from re- 
sulting in a price-wage spiral, then the use of strategic price-wage control is 
called for, as Galbraith points’ out, But if, finally, we wish to control the un- 
_ Stabilizing effect of changes in anticipations, then we need the immediate use 
of direct controls on a broad scale. This is, I believe, the lesson of the experi- 
ence of the price-wage developments in the second half of 1950.4 But that 
experience plus the subsequent economic developments would argue also for 
the subsequent gradual elimination of these direct controls as the necessary 
fiscal and monetary measures took hold. We did have an amazing increase in 
taxes during this period which has had important effects on demand. But to 
be able to move quickly with direct controls, it is necessary to have them avail- 
able on a standby basis. 

The acerbity of the debate over the related rôles of direct mandei con- 
trols arose out of the fear that once again we would be faced with the condi- 
tion of suppressed inflation which marked World War II. This runs like a . 
scarlet thread through all the books. The problem of suppressed inflation in 
World War II arose in large part because we started with a large volume of 
-unutilized resources and relatively low stocks of consumer. goods. The shift 
to a full employment situation in World War I brought the phenomena with 
which we are familiar. The partial mobilization following Korea started with 
a condition of virtually full employment and after five years of high-level 
civilian production. When we entered World War I we did not have a price- 
income relationship balance in terms of a full employment situation. By hold- 
ing down prices and vastly increasing incomes we magnified greatly this dis- 
tortion. But in June 1950 it would appear that our price-income relationship. 
was in balance for. full employment. Since then, there has been little change 
in real disposable per capita incomes unlike World War IT when there was a 
very great increase. 

‘For an interesting discussion supporting the Baruch position for an immediate general 
freeze, see the article by David Ginsburg: ‘Price Stabilization, 1950-52; Retrospect and 
Prospect,” University of. Pennsylvania Law Review, January 1952. 
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A multiplicity of factors prevented the development of suppressed inflation; 
the large increase in taxes, the large increase in prices which took place in 
the second half of 1950, the increase in capacity, the continued”high level 
of civilian output, the greal accumulation of inventories, all these contrib- 
uted. 

Hindsight is better than foresight. Yet this TA not mean 1 that the prob- 
lem of suppressed inflation may not become a reality in a more extensive mo- 
bilization effort than the one we are now undertaking. The fact is that it has 
not been a determining factor in our inflationary problem thus far. It is not 
the inflation of a “disequilibrium system” that we have had to face but the 
inflation potential in a “neutral equilibrium system” where changes in an- 
ticipations and the exercise of strategic power could easily push prices and 
wages to higher and higher levels. No one has yet shown that there is any 
satisfactory substitute for price and wage controls to prevent a price-wage 
spiral while keeping full employment in a defense economy. If the controls are 
kept on too long, serious distortions can develop. The difficult problem to ` 
solve is whether we can turn these controls on or off as necessary, which would 
help to minimize that possibility. 

Before concluding this review, I would like to deal with one interesting 
criticism Harris makes of wartime price control. One test he applies is the 
amount of profits earned by business in the course of the war. He says: “An 
examination of business profits in the war period does not suggest any great 
success of the Price Administration” (p: 217). He gives four reasons: (1) 
prices and output rose; (2) OPA never really succeeded in forcing adequate 
absorption as unit costs fell; (3) price increases were granted for supply rea- 
sons; and (4) the weakness of pricing techniques, e.g., formula pricing. In my 
opinion, Professor Harris underestimates the major reason for the rise in prof- 
its: the fact that pricing margins geared to earning profits in the under-em- 
ployed ’thirties yielded tremendous profits under full employment. However, it 
does not seem relevant to use profits as a test of the success of price control. 
That test should be made in terms of the success in holding prices down. On 
the basis of his logic, we could argue that the fact that corporate profits are 
now only slightly higher than pre-Korea proves that the present price con- 
trols have been more effective than the wartime controls. This would be in- 
teresting, if true. 

More important, the test of whether OPA really forced absorption cannot 
be measured from the level of profits but from the level of gross margins. Gross 
_ margins more truly reflect the pricing policy of business, The effect of changes 
in gross margins on profits are obscured by the effect of changes in volume. 
Rough calculations which I have made of the gross margins in manufacturing 
indicate that they declined substantially between 1939 and 1944, There was 
considerable cost absorption under OPA. But that again is not the major test 
of the success of price control although it was an important by-product. 

BENJAMIN CAPLAN* 

Arlington, Virginia 


* The views expressed are solely those of the reviewer and do not necessarily represent 
those of the agency with which he is connected. 
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The Citizen’s Stake in Price Control. By ROBERT A. Brany. (Paterson, New 
Jersey: Littlefield, Adams and Co. 1952. Pp. 161. $1.50.) 


The trouble with price control today is not inadequate law, but a basically 
mistaken policy which puts law and its administration in the hands of special 
interest groups to the exclusion of the public interest; which recognizes the 
stake of the farmers and of the monopolists, but in which the citizen’s stake 
is lost in the shuffle. This is essentially e thesis of Professor Brady’s The 
Citszen’s Stake in Price Control. 

The core of the author’s criticism of price control is a discussion of the 
enabling act and its amendments, and here he points out many well-known 
weaknesses such as the parity provisions, the margin type of-control required 
by the Herlong Amendment, the cost pass-through required by the Capehart 
Amendment, all of which tend to give a ratchet effect upward in prices. He 
attacks the so-called Jobnston “earnings standard of 85 per cent of the average 
dollar profits of an industry’s best three years of the period 1946-1949” as 
without justification, If the goal of price control had been to re-establish a 
level and structure of prices similar to that prevailing before the Korean War 
(June 24, 1950), then one would have to agree with Brady that these are 
more than weaknesses in the program. They are insurmountable obstacles to 
the achievement of this goal. 

The author devotes one chapter to a case study of the Office of Price Sta- 
bilization ceiling prices for beef. Here he has numerous complaints about the 
failure to roll prices back, the lack of price posting, the inadequacy of public 
information concerning grades and authorized cuts, etc. The most important 
charge here is that OPS eliminated competition between packers for raw ma- 
terials thus furthering the monopoly interests in the industry. While this is 
certainly true, it is only by restricting entry into the industry that OPS could 
possibly protect the consumer interest in the proper channelling of supply at 
legal prices. It is not always the case, as seems to be implied throughout the 
book, that monopoly interests are contrary to the public interest. Under condi- 
tions of short supplies a market dominated by a competitive business structure 
may well result in more inflationary pressures than one dominated by monopo- 
listic elements. 

The author’s other major attack is on the personalities who implement the 
program, who he complains are largely drawn from big business and are con- 
sequently oriented only to methods of increasing prices. This charge is, I 
believe, without substantiation, although it may very well be a valid one with 
respect to some individuals on the staff of the Office of Price Stabilization. 
Brady is apparently unaware of the fact that every price action whether it 
concerns prices for a single firm or a whole industry is the combined work of a 
business analyst who must supply essential information about the structure 
and practices of the industry, an economist who insures that the action con- 
forms to the over-all policy of the agency, t.e., the public interest, and a lawyer 
who insures that the action is in conformity with the legal criteria of the De- 
fense Production Act. One solution provided by Brady is the recommendation 
that all direct price controls should be administered by consumer-minded 
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personnel drawn from consumer organizations. While such individuals have 
an important function in a price control program, it is not that of determining 
prices. They lack the technical proficiency to determine the appropriate ceil- 
ings for even a small fraction of the commodities and services entering into 
the cost of living. 

Surrounding the core of the book is a series of chapters which leave the 
reader with the impression that Brady’s real complaint with the present price 
control program is that it has not brought about the economic reforms which 
he would like to see achieved. It has not eliminated monopolistic practices but 
perpetuated or strengthened them. It has not revised our tax structure to make 
it progressive rather than regressive in incidence, but has allowed the pass- 
through, as costs, of existing and new regressive taxes. In the area of con- 
sumers’ goods it has not engaged in the important work of determining quality 
standards, insisting on grade labelling, and informing the housewife which 
producer’s product is really worth the price. In fact the Office of Price Sta- 
bilization has not actually attempted to determine if any commodity is really 
worth the ceiling price. All of these conditions the price controllers have taken 
as they existed on January 26, 1951 and perpetuated. While many readers 
would agree with Brady’s desired reformations, they are not really relevant 
to the discussion of the price control program. Moreover, it is certainly ques- 
tionable whether economic reformation, even if it could be achieved by the 
Office of Price Stabilization where other agencies have failed, is a proper 
policy for such an agency. | 

Apart from the digressions and discussions which, in my opinion, have little 
to do with price control, the major weakness of the book appears to me to be 
the failure of the author to discuss adequately the type of price control pro- 
gram which is compatible with the present characteristics of our economy. In 
an economy with great divergence of the degree of inflationary pressures be- 
tween markets and commodities, with few areas of critical shortages, full em- 
ployment of the existing labor force, an essential defense production pro- 
gram, and the lack of stimuli to production afforded by a recognized shooting 
war, the real question which should have been answered is, “What kind of a 
price control program will promote the necessary production and still provide . 
the maximum protection against inflation?” It appears to me that these two 
goals may be mutually incompatible and that a compromise policy such as 
effected by the Office of Price Stabilization may be the only solution. 

Prae W. CARTWRIGHT 

University of Washington 


Handwerkspolitik. By WiunreLMm WERNET. (Göttingen: Vandenhoeck & 
Ruprecht. 1952. Pp. 325. DM 25.20.) 


This book is one of an extended series dealing with various aspects of so- 
cial science, It is a scholarly treatment and, with one exception which will be 
mentioned shortly, a reasonably complete study of tbe past and present situa- 
tion of the handicraft industry in Germany. The great importance of this 
branch of production for the German economy is demonstrated by the fact 
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that in 1949 there were 864,428 enterprises employing 1,924,841 workers and 

. apprentices, in addition to the 906,508 owners, with a turnover of approxi- 
mately 20 billion DM. The word Handwerk has a much broader meaning than 
the unsatisfactory translation of “handicraft,” since it includes in addition to 
metal. and woodwork, small-scale production of foodstuffs (bakers, etc.), 
health-care (dental technicians, beauty parlor operators, nurses, etc.), manu- , 
facture of clothing and shoes, of paper and cardboard, and even of certain 
raw materials. 

The first part of the book describes the development of legislation relating 
to the regulation of handicraft industries (in the broad sense). The pillar of 
all subsequent legislation was the “Gewerbeordnung” of 1897 which guaranteed 
free entry into all handicrafts, subject only to a certificate of ability 
(Befahigungsnachwets), and forbade price-fixing and assignment of customers 
among local enterprises. The handicraft organizations thus lost their former 
power to assign customers, fix prices, and limit entry to the profession, a great 
step toward free, non-monopolistic enterprise. The main duties ‘of these or- 
ganizations (Innungen, Handwerkstage, etc.), are now limited to promoting 
the social welfare of their members, granting of certificates of ability after 
due examination, and defense of the rights and privileges of their: members 
in Parliament. 
` The second and third parts deal with vocational education, measures taken 
by the state to encourage this particular branch of production and matters of 
self-administration of the various organizations, as well as regulations of the 
state with respect to administration. Here, the chapter describing the authori- 
tarian direction of the economy during the National Socialist regime before 
and during World War II may be of special interest to the American reader. 

The final part is headed ‘“The Preservation of Handicraft Interests in the 
Framework of Economic and Social Policy.” Here we might expect to find 
some theoretical analysis of the organization of markets and price formation. 
Unfortunately, the author does little more than state that price-fixing is il- 
legal and that the smallness of the handicraft market and the differences in 
local conditions make any monopolistic activities impossible. However, he 
admits that so-called “cartel-breakfasts” take place regularly and that it is 
quite possible that informal price arrangements are discussed. By far the 
largest portion of this part is devoted to an elaborate discussion of business 
cycle problems as far as they concern handicraft industry, problems of financ- 
ing, and the relationship of handicraft ines ery to agriculture, other industry, 
transportation and export trade. 

_ The main drawback of.the book is that it is almost entirely descriptive. 
Hardly any attempt is made to develop theoretical aspects of handicraft in- 
dustry or to make any prediction as to the future development of this very 
important branch of the German economy. 

HERBERT C. WITTGENSTEIN 

Stanford University. l 


y 
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Steel Trails to Santa Fe. By L. L. Waters. (Lawrence: University of Kansas 
Press. 1950. Pp. 500. $4.00.) 


. Before the automobile age, a railroad in a newly developing community was 
a major factor of economic and social significance. Its history, therefore, should 
be virtually a history of the region through which it was built. Settlement, the 
distribution of land ownership and the development of the land use pattern, 
marketing of crops and livestock, prices, credit, and farm improvement are 
all a vital part of the story of the coming of the railroad. So also are the es- 
tablishment of stations, town sites and subsidiary companies promoting them, 
the rise of cities and industries around which they are centered. These fac- 
tors deserve consideration before personal biographical attention to presidents 
and founders; yet the romantic school of railroad historians continues to write 
its accounts in terms of the presidential synthesis, to borrow Thomas Cochran’s 
phrase. 

L. L. Waters is neither in this school, nor is he entirely free from it. The 
presidential synthesis, with its overemphasis upon individual leaders, its use- 
less and unenlightening biographical detail, its account of dramatic incidents 
that in no way illuminate the position of the railroad in a dynamically expand- ` 
ing region—characteristics of the romantic school—are all to be found in this 
book. On the other hand, the author’s attention to statistical analysis, the ex- 
hibition of the results in charts and graphs, his effectively simplified and yet 
adequate account of the expansion of the Santa Fe system which brought on 
financial difficulties and ultimate “pruning and controlled growth,” and the 
description of technical improvements in railroading are the work of the 
scholar and deserve praise. Many aspects of railroading of the past and pres- 
ent are introduced; much that does not ordinarily appear is attractively de- 
scribed. The study is well laid out, the maps are useful, though sometimes 
_ maddening because they are mere segments, and some of the illustrations are 
good. Photographs of the presidents could have been dispensed with at no 
loss. 

Continued admiration for the executives of the Santa Fe and of the rail- 
road’s policies is expressed, At times this pulls the story out of focus as, for 
example, the 51-page chapter on Labor Relations. in which less than 15 are 
devoted to strikes and collective bargaining, 5 to featherbedding and the rest 
to company paternalism. The author makes value judgments which may or 
may not have been those of the workers, though they are imputed to them. 
He also treats the growing tax burden in the same vein that current company 
reports do, without giving any indication that high profits are related to high 
taxes. In the history of a premier American railroad it is perhaps not amiss 
to have two chapters entitled “Tremblingly Clipping Coupons” and “Confi- 
dently Clipping Coupons.” Security holders in many other railroads may 
wryly contemplate these chapters. 

Waters’ book has, I believe, displaced everything previously written on the 
Santa Fe but, good as it is, one cannot but wish for more. The account is 
written entirely from company sources, mostly, I judge, from annual reports 
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and reports of department heads to the president. There is little evidence of’ 
systematic examination of manuscript records, hence there is little that is 
new and fresh. The early part and the story of settlement activities in Kansas 
is drawn from Glenn D. Bradley (The Story of the Santa Fe); the same long 
quotations appear in both, though they are carelessly copied. Waters rounds 
out the story, giving attention to the lands of the Atlantic and Pacific and of 
other branches of the system. Other than the overly optimistic expansion in 
the late 19th century, there is little that is critically analyzed. The revolt 
against the railroads in the agrarian movements, railroad regulation, the Inter- 
state Commerce Commission, Joseph B. Eastman, comparative rate structures, 
the influence of the Panama Canal seem not to have been deemed worthy of 
study. Judicious use of newspapers of Kansas and other Santa Fe states might 
have given the author a better perspective. 


Paur W. GATES 
Cornell University 


Labor 


Comparative Labor Movements. Edited by WALTER GALENSON. (New York: 
Prentice-Hall. 1952. Pp. xiv, 599. $6.50.) 


The labor movements in nine countries are outlined and discussed in this 
book of seven essays, each by a different author. The first essay on Great 
Britain was written by Allan Flanders; the second on Scandinavia (Denmark, 
Norway, and Sweden) by Walter Galenson; the third on Australia by Ken- 
neth F. Walker; the fourth on Germany by Philip Taft; the fifth on France 
by Val R. Lorwin; the sixth on Italy by John Clarke Adams; and the seventh 
on Russia by Issac Deutscher. Each author apparently has compiled and 
analyzed carefully the material in his field. Each seems to have solved satis- 
factorily the difficult problem of selecting the data to be included in the essays, 
which are relatively short considering the areas covered. The result is an in- 
teresting, thought-provoking book, ideally suited to those of us who would 
like to have a broad understanding of the labor movements in other countries, 
but who have difficulty even in keeping up with the changes taking place at 
home. 

In the preface, Professor Galenson states that the book “had its genesis in 
the conviction that the most fruitful approach to a study of the labor move- 
ment lies in the method of comparative analysis.” The authors admit that the 
work represented by their essays is not intensive enough to allow the reader 
safely to generalize. Yet all of the essays cover nearly the same range of topics 
which, in spite of some marked difference in emphasis, permits the comparison 
of the developments in the different countries, and the drawing of certain 
broad conclusions. 

The essays begin with histories of the labor movement in the various coun- 
tries. The structure and organization of unions are discussed, with an analysis 
of the influences which have molded the types of union organization in each 
country. The functions, activities, and policies of labor organizations are out- 
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lined, and to a smaller degree, the operations of employers’ associations are 
analyzed. All of the essays discuss ideological influences upon the various labor 
movements, and all make some comments concerning the future of unionism 
in the several countries. l 

Space does not permit an adequate review of each essay. Only a few of the 
major points can be mentioned here. 

1. The first pages of the essay on Great Britain are devoted to a brief re- 
view of the familiar early history of the British labor movement and union 
organization. Well over half of the essay, however, discusses the more provoca- 
tive questions of union activities and policies and the relationships between 
the trade unions, the Labour Party, and the state. Of particular interest these 
days (when the nationalization of industry is a frequent subject for debate), 
is the discussion concerning union participation in the control of industry, and 
the union objective of “industrial democracy.” 

2. The essay on Scandinavia traces and compares labor developments in 
Norway, Sweden, and Denmark. The author faced the task of maintaining the 
continuity of three threads to his story instead of one. This he has done very 
well. He analyzes the reasons for the similarities in the labor movements of 
the three countries as well as the reasons for the differences. He points out 
that Scandinavian unions have worked very closely with the state, and he 
poses the question whether these unions can maintain their independence in 
an economy increasingly dominated by the government. 

3. The history of the Australian labor movement shows the influence of 
British developments, but it is also keyed to the economic, social, and cul- 
tural factors of its own country. From the beginning, trade unions have been 
closely related to the Australian Labor Party, and have provided it with much 
of its leadership. This essay describes many features of Australian labor de- 
velopments including the influence of compulsory arbitration upon negotiation, 
and the effect of the achievement of political power upon the trade unions’ 
relationships to the state. 

4, The essay on Germany stresses the history of the German labor move- 
ment from its beginnings in the nineteenth century to the development of 
“free” unions and “Christian” labor organizations prior to World War I, and 
then through the turbulent war and postwar years and the depression of the 
1930’s to the time when a free labor movement disappeared under the domi- 
nation of the Nazi government. The important lesson learned is that “a 
totalitarian government cannot tolerate independence in any sphere of activity, 
let alone one as important as labor organization.” The essay brings us up to 
date with the re-establishment of a democratic labor movement in Western 
Germany, and with a description of some of the problems facing these re- 
vived labor organizations. 

5. The history of the French labor movement, like French political history, 
is anything but dull. The fifth essay tells of the struggles of labor organiza- 
tions under the various governments that have ruled France since 1789, and 
it describes the several types of organization, including the Syndicalist move- 
ment prior to World War I. Perhaps of greatest interest to the American 
reader today are such topics as the rise of the Communist influence since World 
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War T, the poverty of the French unions, the strength of the employer asso- 
ciations, and the lack of any real collective bargaining. 

6. The sixth essay is concerned with the Italian labor movement, and be- 
gins with a brief, but excellent; outline of the country’s geographic, economic, 
and cultural background to help the reader to understand the Italian charac- 
ter. Against this background the history of the Italian labor movement is 
effectively related. As in the case of Germany, the free labor movement died 
under Fascist control, but unlike the Nazis, the Fascists did not kill the union 
leaders. When the Fascist control ended, many of the old leaders returned to 
help rebuild a free labor movement in Italy. But the unions are very poor, 
and they are dominated by various political parties including the Communist. 
The future, although not hopeless, appears far from bright. 

7. The final essay is on Russia, and is an abridged version of the author’s 
book, “Soviet Trade Unions.” It is the most difficult of the essays to read, 
perhaps because it is an abridgment, but probably because the character of 
the Russian labor movement is so closely related to the complicated political 
maneuvers in recent Russian history that it is difficult to keep the sequence 
of events and their relationships in mind. The essay relates the early history 
of the Russian labor movement, which is short indeed. Tsarist Russia sup- 
pressed trade unions, and few existed prior to 1917. But most of the essay is -` 
devoted to a description of what happened to union development during the 
chaotic years since 1917, It is a scholarly account, and presents a ‘striking 
description of a labor movement far different from the others discussed. In 
spite of the complications, it should be of tremendous interest to any student 
of the labor movement—as, for that matter, should all of the essays in the 
book, 

PAuL L. KLEINSORGE 

-University of Oregon 


Industrialization and Labor—Social Aspects of Economic Development. By 
WILBERT E. Moore. (Ithaca: Cornell University Press. 1951. Pp. xx, 410. 
$5.00.) 

The development of underdeveloped areas, which involves issues ae are 
probably 20 per cent economic and 80 per cent political, sociological, and 
anthropological, is a subject the existing literature on which is long on its so- 
called economics and short on the other social science aspects. Hence econo- 
mists should welcome a first-rate treatment of the main non-economic aspects 
of the subject. The volume under review, the author of which is a well-known 
Princeton sociologist, is such a work. 

Mr. Moore’s focus is the mobility of labor in the face of the pull of in- 
dustrialization, His approach is first to review the relevant principles, largely 
on the basis of sociological literature, and then to describe and evaluate a field 
study made in 1948-49 under his direction in an appropriate geographic and 
demographic setting in two dissimilar communities of a single region in rural 
Mexico. Moore’s field study in particular is one of the few genuinely useful 
pieces of writing on the subject of underdeveloped economies that is to be 
found in what is, on the whole, an undistinguished collection of literature. 
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The field study struck me as being extremely useful partly because it was 
carried out with a comparatively rare scientific imaginativeness and partly 
because it comes as close to controlled experimentation as we are likely to en- 
counter in this field. What Mr. Moore did, with the aid of Mexican specialists, 
' was to study two villages in the zone of Atlixco, Puebla, some fifty miles south 
of Mexico City, in an ancient center of Mexican Indian culture. About 74 per 
cent of the area’s labor force in 1949 was engaged in agriculture, though the 
area has some textile mills and a few mines. Each village is nine miles from 
the central town of Atlixco, one in the mountains and accessible only by poor 
road and the other in the valley only a mile from the Pan-American highway. 
All adult males and 10 per cent of the women were interviewed at length, and 
in addition a careful study was made of the villages’ social structure. 

Although we cannot here cite the many significant details uncovered by the 
study, some of the highlights may be mentioned. The discussion of the basic 
question: “What kinds of circumstances will induce workers to leave tradi- 
tional modes of production and enter modern economic activity?” may be 
summarized very sketchily in terms of barriers, pressures, and incentives. 
Moore shows that the main barrier to labor recruitment is the functional in- 
terdependence of the nonindustrial society.in which economic development is 
attempted, as illustrated, for example, by the security system provided by the 
social structure of such a society, and by the status-system. Although accessible 
factories in the area had been established for decades, none of the men in the 
valley village and only a small minority in the mountain village had ever 
sought factory employment—this despite considerable poverty. Since the in- 
habitants were chiefly agricultural workers, it follows that factory personnel 
are most readily recruited from nonagricultural occupations. Pressures, as 
opposed to slight differences in financial advantage, often induce labor mo- 
bility, mainly by way of land shortage and loss of markets for handicraft prod- 
ucts. Positive incentives, finally, must not consist just of slighly more attrac- 
tive wage offers (such wages are likely to appear to be “high” only in relation 
to serious poverty). Instead, the incentives must comprise expanded wants, 
prestige, opportunity to specialize, and ability to participate in new voluntary 
associations. 

Since industrialization has proceeded at a very slow pace in the area studied, 
Moore concludes that seemingly desirable changes have had unanticipated 
negative consequences because they were not accompanied by. other changes 
to which they were functionally related. This points up the fear of many ob- 
servers that the scarcity of resources for industrialization is likely in a number 
of instances to lead to haphazard selection of fields of development owing to 
the pervasive short-run and overly pragmatic view that “‘every little bit helps.” 

Studies such as Moore’s do not, of course, have to be made in all areas 
before the world can hope to proceed successfully with Colombo Plans, Point 
Fours, São Francisco valley projects, and the like. But more of such analyses 
should prove useful to governments of underdeveloped areas, to governments 
in advanced countries making grants and loans for such projects, and to foreign 
investors who may be planning to help on the side of capital formation. Such 
studies should also help to clarify the objectives of economic development and 
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to point up problems associated with the pace and direction of efforts in a 
field which, of late, all too frequently exhibits methods akin to the hasty im- 
provisation of fire-fighting rather than planning for optimum use of resources, 
VIRGIL SALERA 
Washington, D.C. 


Collective Bargaining—Principles and Practices. By C. Witson RANDLE. 
(Boston: Houghton Miffin Company. 1951. Pp. 740. $6.00.) 


The author states that the purpose of this book is to discuss the practical 
aspects of management-union negotiations rather than the theery of unionism 
and collective bargaining. The introduction presents a brief history and legal 
discussion of collective bargaining. Part II discusses the bargaining unit, pre- 
paratory steps for negotiation and the conduct of bargaining activities. Part 
IIT is devoted to major issues such as wages and hours, pensions, union se- 
curity and settlement of disputes. Part IV deals with the form of the final 
agreement and its administration. 

As is evident, the subjects treated in this volume are similar to those dis- 
cussed in numerous books which have been published during recent years. In- 
terest in the present volume is necessarily contingent upon whether or not it 
includes new factual material or fresh viewpoints and interpretations. This 
is the case to a limited degree. The author reveals an awareness of the human 
as well as the economic factors involved in the negotiating process and offers 
some practical suggestions for the preparation and conduct of bargaining meet- 
ings. The chapters on dispute adjustment give a realistic account of the diffi- 
culties involved. The Epilogue presents a staunch defense of collective bar- 
gaining as a means for industrial peace and progress. 

The book includes a number of statements of questionable accuracy. On 
pages 61 and 62 the impression is given that it was Section 7(a) of the NIRA 
which was the basis for the Court’s invalidation. Throughout the discussion 
the A.F.L. and craft unionism are considered as synonymous. Strikes in coal 
mining are of course referred to upon numerous occasions, but on page 142 
coal mining is included among the seven industries in which the author says 
“employer-union relations have been remarkably stable and peaceful.” In the — 
Wages chapter differentials and differences are used interchangeably which 
makes for confusion and misleading inferences such as, for example, the as- 
sumption that current geographical differences in wage levels are the result of 
the unions seeking differential rates (p. 238). Labor historians will be surprised 
to read that, “It is only in rather recent years that the cost of living argument 
has become a widely accepted bargaining technique” (p. 263), and that “Only 
in the last quarter century have shorter hours become a real fighting issue” 
(p. 278). Unions in Great Britain, the Scandinavian countries, Australia and 
elsewhere will question the statement that, “The right to bargain collectively 

. is better protected im the United States than anywhere else in he world”’ 
Ge 86). 

The author makes some sweeping generalizations without citing sources of 
_ evidence: “Large plants generally grant larger increases than do smaller 
plants” (p. 256). “For comparable occupations, the worker in the larger city 
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produces more per given time unit than the worker in smaller places” (p. 236). 
“In modern industry, the worker ages quickly” (p. 360). Currently there is a 
“definite slowdown in technological introductions” (p. 279). 

There is a comprehensive list of publications and agencies concerned with 
labor activities in the Appendix. The facsimilies of the forms used by the 
N.L.R.B. and the illustrative agreement clauses have a very practical use. 


| FLORENCE PETERSON 
Rollins. College 


Pattern for Industrial Peace. By Wu.itAM Foote Wyte. (New York: Harper 
& Brothers. 1951. Pp. ix, 245. $3.50.) 


This book deals with the evolution of the labor-management relationship 
over a period of a decade and a half in the Inland Steel Container Company’s 
Chicago plant, a medium-sized plant organized by the United Steelworkers of 
America. 

The book is divided into two parts, the first entitled “The Story” and the 
second “Analysis of the Case.” The first part is an extremely interesting ac- 
count of the transformation of the relationship between the company and the 
union from a situation of industrial warfare to one of peace and cooperation. 
The author had considerable access to transcripts of bargaining sessions as 
well as extraordinary cooperation from the principals of the case. The value 
of this part of the study is heightened by the inclusion of the author’s re- 
search methods in a separate appendix. As readers of Professor Whyte’s earlier 
works would anticipate, the account is written from and the selection of facts 
occurs within the human relations framework; hence a considerable discussion 
of the nature of the individual personalities involved is presented. This ap- 
proach, of course, leads to the obvious remark by the economist that economic 
circumstances and their analysis have been slighted. 

Serious students will be especially interested in the second part of the 
volume, which represents a theoretical generalization of the case. The theory 
in this section represents primarily the framework on the basis of which evi- 
dence was selected, rather than, as might hastily be inferred, a body of gen- 
eralizations suggested by the circumstances of the case. Justice cannot be done 
to a presentation of the theory here; suffice it to say that it rests upon four 
concepts—interaction, symbols, activities, and sentiments—-which were sug- 
gested by the work of Chapple and Arensberg (p. viii). Various patterns of 
interaction are presented in ingenious diagrams in Chapter 12. 

The study of labor-management relations has in recent years matured to 
the point where considerable interest is manifested in methodological problems. 
One may hope that this will clear the air and lead to cross-fertilization of pro- 
cedures and ideas, rather than to the development of intellectual island em- 
pires called Human Relations, Power Structures, Group Dynamics, etc., each 
speaking its own private language. For this to happen, each group will have 
to convince the others of the real advantages of the separate approaches, 
‘terminologies, and theories. With specific reference to the book under review, 
many labor economists will probably feel that the underlying theory of Part 
II adds little to their understanding of the case while actually directing atten- 
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tion away from some economic and environmental circumstances that may 
have been significant. Meanwhile, it should not be forgotten that the pioneers 
in labor studies furthered understanding a good deal with essentially common- 
sense methods. 

Francis S. Doopy 


Boston Universtty 


Problems of Labor. By GLENN W. Mitver. (New York: Macmillan. 1951. 
Pp, xvi, 560. $5.00.) 

There are several distinct tendencies to be noted in labor texts appearing 
since the end of World War II. One is a simple reduction in size, from the 
1000-page encyclopedias of the 1930’s to a more manageable 500-600 pages 
in length. Whether cause or effect, this has been linked with a second clearly 
discernible trend—the shift from simple descriptive classification of ‘labor 
problems to a more analytical treatment of issues of theory and policy. The 
latter is a logical corollary of the former and in this reviewer’s opinion has 
made for better textbooks, but there is no way of knowing whether the change 
originated in a revolt against the mass of detail found in the older volumes 
or as an incidental outcome of better organization and integration. 

A third characteristic of postwar labor texts has been a marked expansion 
of the sections given over to trade unionism. (Of five texts issued since 1948 
which this reviewer picked at random from the shelf, all had half or more of 
the total space allotted to organized labor.) The explanation here seems ob- 
vious: the enormous expansion in activity and membership (four times over 
since 1936) of organized labor, and the accompanying increase of union eco- 
nomic and political power. The trade union is the dominant institution in the 
American labor market today and for the foreseeable future. Most textbook 
writers since 1945 have accordingly given that topic the primary allotment in 
space, and several have moved the discussion up to the front of the book in- 
stead of bringing it along after the customary review of labor-market eco- 
nomics. 

Of the three tendencies noted above, Professor Miller’s text is in line with 
the first, but is an exception to the second and third. While the book is of con- 
venient size, the treatment throughout is still primarily descriptive-historical, 
with minimum allusions to economic analysis, whether aggregative or theory of 
the firm, This results in rather limited treatment of some topics customarily 
accorded greater emphasis. For instance, wage theory as such is restricted to 
a total of ten pages on the subsistence theory, the wages fund, and marginal 
productivity, with four additional pages given over to trade union wage policy. 
The discussion of government action to stabilize the economy against un- 
employment is also covered in ten pages, with “fiscal policy. and unemploy- 
ment” reviewed in a page and a half. The problem of full employment and its 
accompanying threat of inflation is not mentioned at all. | 

Eight chapters out of twenty-four bear directly on trade unionism: two 
on history, and one each on structure and function, political action, union 
and Management approaches to unemployment, the right to organize, collec- 
tive bargaining, and the settlement of.labor disputes. The emphasis on labor 
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organization is still further reduced by an unusual dispersal of the above-men- 
tioned chapters throughout the book, from the beginning (Chapters 3, 4, 5) 
to the end (Chapters 21, 22, 23). The argument for limitation of coverage is 
made on page 508: “For two-thirds of all employees . . . conditions of work are 
set, within certain legal limits established by government, by unilateral action 
of the employer. ... There probably are two employees whose working condi- 
tions are not determined through collective bargaining for every one working 
under an agreement. But labor problems are as real and as serious for the un- ` 
‘organized as for the organized.” . 

Perhaps—for the employees themselves—although the point seems arguable 
when the unorganized and organized groups are compared as to jobs and status. 
But how about the employer, the government, and the public interest? The 
statistics are undoubtedly correct, but this is one case where a good argument 
can be made for the tail wagging the dog, particularly with respect to impact 
on the labor market. Would Miller, for example, contend that the 30-odd 
million unorganized employees influence wages, hours, and conditions of work 
more than their 15 million organized brothers? It seems to this reviewer that 
the great labor issues of the past fifteen years have arisen either in the or- 
ganized areas or in connection with organization, and that the settlements 
arrived at have noticeably affected large segments of the unorganized area as 
well. If this conclusion is correct, it is reasonable to expect a book on labor 
problems to reflect the fact. However, it is one opinion against another, which 
is one of the reasons for horse races and more than one text in a field. 

Professor Miller-undertook to place “a much heavier emphasis... on gov- 
ernmental intervention in labor-management relations than is customary in 
labor problems textbooks” (p. vil) and this approach is adequately imple- 
mented by the amount of attention given to labor law and government con- 
trols, especially non-union labor legislation (wages and hours, social security, 
workmen’s compensation, protection of minority groups, etc.). The treatment 
is smooth, dispassionate, well-organized, and, to the best of this reader’s 
knowledge, accurate. The book’s greatest usefulness would be as an introduc- 
tory text preceding a full course in labor law. 


O. W. PHELPS 
Claremont Men s College and Graduate School 


TITLES OF NEW BOOKS 


Economic Theory; General Economics 


Borns, A. F., editor. Wesley Clair Mitchell, the economic scientist. (New York: Nat. Bur. 
of Econ. Research. 1952. Pp. viii, 379. $4.) 

Bye, R. T. and Hewett, W. W. The economic process—its principles and problems. (New 
York: Appleton-Centuty-Crotts, 1952. Pp. xiii, 1050. $5.50.) 

Eoner, E. Der haushkali—eine darstelung seiner volkswirtschaftlichen gestalt. (Berlin: 
Duncker & Humblot. 1952. Pp. 516. DM 32,——.) 

The household as the basis for the economy. The evolution of the household in rela- 
tion to economic development. 

Eucxen, W. This unsuccessful age, or the pains of economic progress. (New York: Ox- 
ford Univ. Press. 1952. Pp. 96. $2.) . 

A translation of Unser Zeitalter der Misserfolge, by the author, with an introductory 
chapter by John Jewkes. The German edition was reviewed in the June 1952 number 
of this journal. 

Evans, W. D. and Horrenserc, M. The interindustry relations study for 1947, Paper 
presented at the joint annual meetings of the Econometric Society and the Am. Econ. 
Association, Dec. 26, 1951. (Washington: Bur. of Labor Stat. 1951. Pp. 12.) 

Farrcnino, F. R:, in collaboration with T. J. Shelly. Understanding our free economy—an 
introduction to economics. (New York: D. Van Nostrand Co. 1952, Pp. xi, 589. $3.96.) 

An elementary text designed primarily for use at the high school level. The authors 
have sought to “set forth clearly and objectively the essential facts and principles of 

‘ economics, with their application to the various economic systems,” with particular em- 
phasis on the working of the free economy. 

Fossum, P. R. Principles of economic sia ae (Tacoma, Washington: The College 
Press. 1952. Pp. 247.) ~- 

Fuz, J. K. Welfare economics in English Utopias—from Francis Bacon to Adam Smith. 
(The Hague: Martinus Nijhoff, 1952. Pp. vii, 113. {7.—.) 

fvot, J.-L. Dimensions de Phomme et science économique. (Paris: Presses Univ. de 
France. 1952. Pp. 355, 1400 fr.) 

GOUDRIAAN, I. J. Economie in zestien bladzijden of inleiding tot de analytische economie. 
(Amsterdam: J. H. de Bussy. 1952. Pp. xxi, 249.) 

GUIHENEUF, R. Le problème de la théorie marxiste de la valeur. (Paris: Lib. Armand 
Colin. 1952, Pp. 195.) 

The first part is concerned with the Marxist method, and in particular with the in- 
fluence upon it of the Hegelian dialectic; the second part is an exposition of Marxian 
value theory; and the third part is devoted to the controversies that have arisen with 
regard to it. 

Hansen, B. A study in the theory of inflation. (New York: Rinehart. 1951. Pp. xiii, 262. 
$4.) 

Heaton, H. A scholar in action—Edwin F, Gay. (Cambridge: Harvard Univ. Press. 1952, 
Pp. vii, 260, $4.25.) 

HERSKOVITS, M. J. Economic anthropology—a study in comparative economics. (New 
York: Alfred A. Knopf. 1952. Pp. xiii, 547, xxiii.) 

Originally published in 1940 as The Economic Life of Primitive Peoples. 

Hiccins, B. What do economists know? (New York: Cambridge Univ. Press. 1952. Pp. 
viii, 166. $2.75.) 

Based on a series of lectures delivered during the author’s two-year tenure of the 
Ritchie Chair of Research in Economics in the University of Melbourne, 
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Kyicut, B. W. and Hines, L. G. Economics—an introductory analysis of the level, com- 


position and distribution of economic income. (New York: Alfred A. Knopf. 1952. Pp. 
xix, 936, $5.75.) 


KUMARAPPA, J. C. Gandhian economic thought. Lib. of Indian econ. pubs. no. 1. (Bom- 
bay: Vora. 1951. Pp, 72. 2s.) 


Motcauy, R. E., S.J. The economics of Heinrich Pesch. (New York: Henry Holt. 1952. 
Pp. ix, 228. $3. ) 
© Nrewans, J. T ree der amerikanischen sahlungsbilans——von der allgemteinen 


preistheorie sur quantitativen voraussage. (Bern: A. Francke, 1951. Pp. x, 173. Sw. fr. 
9.50.) 


Rosinson, J. Collected economic papers, (Oxford: Basil Blackwell. 1951. Pp. xii, 236. 21s.) 


. The rate of interest and other essays. (New York and London: Macmillan. 1952, 
Pp. vii, 170. $2.) 

Ropinson, L. R., Apams, J. F. and Duum, H. L. editors. An introduction to modern 
economics. Isaacs, A, McKer, C. W. and Svesmncer, R. E., editors. Selected readings 
in modern economics. With a student workbook for use with the Introduction and 
Selected Readings. (New York: The Dryden Press, 1952. Pp. xviii, 942; xviii, 700; xii, 
332. $5.75; $3.25; $2.50.) 

Rostow, W. W. The process of economic growth. (New York: W. W. Norton. 1952. Pp. 
x, 285. $4.50.) 

SAMUELSON, P. A., Brsnor, R. L. and Coreman, J. R. Readings in economics. (New 
York: McGraw-Hill. 1952, Pp. xii, 484. $3.) 


SCHNEIDER, E. Einführung in die wirtschafistheoric, Teil ITL: Geld, kredit, volksankommen 
und beschäjtigung. (Tübingen: J. C. B. Mohr (Paul Siebeck). 1952. Pp. vi, 220. DM 
17.—; paper, DM 14.—.) 

. Pricing and equilibrium—an introduction to static and dynamic analysis. Trans- 
lated from the original German by T. W. Hutchison. (New York: Macmillan. 1952. 
Pp. xii, 327. $4.) 

The original German volume was reviewed in this journal September, 1950. 

Srevers, A. M. General economics—an introduction. (Philadelphia: J. B. Lippincott Co. 
1952. Pp. xvii, 812.) 


STAVENHAGEN, G. Geschichte der wirtschaftstheorie. (Gottingen: Vandenhoeck and Ru- 
precht. 1951. Pp. 320, DM 19.50.) 


STIGLER, G. J. and Boviprne, K. E., Selection Committee. Readings in price theory. Vol. 
VI of ser. of republished articles on econ. (Chicago: Richard D. Irwin, for the Am, 
Econ. Assoc. 1952, Pp. x, 568. College price, $5.) 


‘TRUGENBERGER, A. E. San Bernardino da Siena—considerasioni sullo sviluppo dell’etica 
economica cristiana nel primo rinascimento. (Bern: A. Saar 1951. Pp. xi, 142. 14-— 
sw. fr.) 


Umeareit, M. H., Hunt, E. F. and Kinter, C. V. PE ETET of economics. 2nd ed. 
(New York: McGraw-Hill 1952. Pp. xii, 506. $5.) 
The revision includes a rewritten chapter on “Interest” and an expansion of the treat- 
ment of “National Income.” 


Vinci, F. Reddito colettivo e piano @investimenti, and Chiarimenti sulle produsioni e gli 
appagamenti comuni. Pub, of the Istituto di Scienze Economiche e Statistiche, Uni- 
versita degli Studi di Milano. (Milan: Unione Tipografia. 1951. Pp. 38.) 

Wetter, E. T, The economic system—an analysis of the flow of economic lfe. (New York: 
Macmillan. 1952. Pp. xxx, 869. $5.75.) 

A set of problems to accompany this volume has been prepared by the author and 
B. E. Grimes. 


Economic essays in honour of Costantino Bresciani Turroni. By M. Allais, E. Fossati, R. 
Frisch, S. E. Harris, A. Mahr, J. Marschak, H. Neisser, F. Oules, G. U. Papi, R. Roy, 
G. L. S. Shackle and J. Tinbergen. (Bologna and Trieste: Licinio Cappelli. 1949. Pp. 
255. L. 3,000.) This colection comprises four consecutive issues of Metroeconomica. 
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“The contributions in English, French and German cover a wide range of topics in 
theoretical economics and econometrics, 


Economic History;. National Economies 


Cooxz, H. V. Challenge and response in the Middle East—the quest for prosperity, 1919- 
1951. (New York: Harper & Bros. 1952. Pp. xiii, 366. $4.) 

De Neuman, A. M, The economic aspects of nationalization in Great Britain. (Cambridge, 
England: Students’ Bookshops, Ltd. 1952. Pp. 52.) 

The primary emphasis is on the economic functions of the public corporations through 
‘which the nationalized industries are administered, and upon the provisions of law that 
apply to the operations of these public corporations, 

Finserc, H. P. R. Tavistock Abbey: a study in the social and economic history of Devon. 
Cambridge stud. in medieval life and thought, new ser., vol. 2. (Cambridge: Cambridge 
Univ. Press. 1951. Pp. viii, 320. 25s.) 

Fintey, M. I. Studies in land and credit in ancient Athens, 500-200 B.C—the Horos— ` 
inscriptions. (New Brunswick: Rutgers Univ. Press. 1952. Pp. xii, 332. $3.50.) 

GREENBERG, M. British trade and the opening of China, 1800-42. Cambridge stud. in 
econ, hist. (Cambridge: Cambridge Univ. Press. 1951. Pp. xii, 238. 21s.) 

Matvestiti, P. Saggi e polemiche sulla linea pella. (Milan: A. Guiffré. 1951. Pp. 198.) 

Mornot, S. R. Indian economic policy. (Allahabad: Friends’ Book Depot. 1952. Pp. ix, 
224. Rs. 6.) 

Moraan, E. V. Studies in British financial policy, 1914-25, (New York and London: Mac- 
millan. 1952. Pp. xii, 388. $6.50.) 

Mouton, H. G. America’s wealth—the last hundred years—and the next. The illustrated 
story of a dynamic economy, based on the author’s volume The Dynamic Economy. 
(Washington: The Brookings Institution. 1952. Pp. 48.) 

Sessa, G., editor. Georgia studies—selected writings of Robert Preston Brooks. (Athens: 
Univ. of Georgia Press. 1952. Pp. xii, 309. $3.50.) 

_ The editor says: “The usefulness and significance of the writings here assembled lies 

the fact that they bear upon so many of the great social, economic and cultural 
issues in the state of Georgia and that they indirectly eres the great changes in South- 
ern thinking and attitude over the last four decades.” 

Sovre, G. Economic forces in American history. (New York: William Sloane Assoc. 1952. 
Pp, viii, 568. $4.75.) 

The economic development of Iraq. Report of a mission organized by the International 
Bank for Reconstruction and Development at the request of the government of Iraq. 
(Baltimore: The Johns Hopkins Press, for the Internat. Bank for Reconstruction and 
Development. 1952. Pp. xix, 463.) 

Formulation and economic appraisal of development projects. Asian Centre on Agric. and 
Allied Projects. (Lahore: Technical Assistance Admin. Training Institute on Econ. 
Appraisal of Develop. Projects, 1951. 2 vols.) 

Report of the United Nations Mission of Technical Assistance to Bolivia. UN. pub. 1951. 
II. B. 5. (New York: Columbia Univ. Press. 1951. Pp. vii, 127. $1.50.) 

United States of America—economic and commercial conditions in the United States of 
America. Prepared by members of the staf of His Majesty’s Embassy in Washington. 
(London: H. M. Stat. Office, for the Board of Trade Commercial Relations and Exports 
Dept. 1952. Pp. vii, 266.) 

_ The main purpose is to inform British readers about “the United States as a factor . 
generally in their assessment of economic conditions abroad.’ All of the important 
aspects of the U.S. economy are reviewed. 
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Statistics and Econometrics 


Brookes, B. C. and Dick, W: F. L. Introduction to statistical method. (London: William 
Heinemann. 1951, Pp. viii, 288. 21s.) 


GRANT, E. L. Statistical quality control. 2nd ed. (New York: McGraw-Hill. 1952. Pp. 
xi, 557. $6.50.) 

KEnpALL, M. G., editor. The sources and nature of the statistics of the United Kingdom. 
(London and Edinburgh: Oliver and Boyd, for the Royal Statistical Society. 1952. 
Pp. vili, 352. 215.) 

A reprint of twenty articles (brought up-to-date where necessary) organized by 
the Royal Statistical Society and earlier published in their Journal. There are general 
articles on “Censuses of Production and Distribution,” “Oversea Trade,” “Agriculture,” 
and “Labor Statistics”; articles on the statistics of particular commodities (coal, rubber, 
cotton, etc.); and articles on transport, housing, cooperative trading, and publishing. 

Meizer, H. Wahrheit und wahrscheinlichkeit in der statistik, (Mannheim: Wirtschafts- 
hochschule Mannheim. 1952. Pp. 39.) 

WaucuH, A. E. Elements of statistical method. 3d ed. (New York: McGraw-Hill. 1952. 
Pp. xv, 531. $5.50.) 

A chapter has been added on the analysis of variance. “Chapters on curve fitting have 
been entirely reworked and made introductory to the chapters on correlation.” 


Economic Systems; Planning and Reform; Cooperation 


Brinton, C. The anatomy of revolution. (New York: Prentice-Hall. 1952. Pp. xi, 324. 
$5.) 
A revised edition of a book that first appeared in 1938. In addition to other changes, 
a new section has been written dealing with Russia during and after the Second 
World War. “Certain first approximations of uniformities” are looked for with regard 
to four revolutions: the English Revolution of the 1640’s, the American Revolution, 
the French Revolution, and the revolution in Russia. 


Crecc, H. Industrial democracy and nationalisation. (Oxford: Basil Blackwell. 1951. Pp. 
viii, 147. 9s., 6d.) 


Corz, G. D. H. The development of socialism during the past fifty years. Webb memorial 
lecture, 1951. (London: The Athlone Press, Univ. of London, 1952. Pp. 32. 2s., 6d.) 


Ecsert, D. D. and Persons, S., editors. Bassett, T. D. S., bibliographer. Socialism and 
American life. 2 vols, Princeton stud. in Am. civilization no. 4. (Princeton: Princeton 
Univ. Press. 1952. Pp. xiv, 776; xiv, 575. $10, each; $17.50 for both vols.) 

Vol. 2 is Bibliography: descriptive and critical. 
Hexter, J. H. More’s Utopia. (Princeton: Princeton Univ. Press. 1952. Pp. xii, 171. $3.) 
An analysis of the ideas which More had in mind, out of which the Utopia grew. 
Jorpan, E. Business be damned. (New York: Henry Schuman. 1952. Pp. xiv, 267. $4.) 
The author, formerly professor of philosophy, describes what he conceives to be 
the effect of our business system on American culture: on industry, politics, law, reli- 
gion, art, education. The approach, as the title implies, is highly critical of the business 
system. In the last few chapters he proposes changes in legal, political and business 
institutions designed to correct the situation which he feels has one created by the 
dominance of the business system. ; 

Kemény, G. Economic planning in Hungary, 1947-9. (London ‘at New York: Royal 
Institute of Internat. Affairs. 1952. Pp. x, 146. 12s., 6d.) 

Lewis, B. W. British planning and nationalisation. (New York: Twentieth Century Fund. 
London: George Allen & Unwin, Ltd. 1952. Pp. xi, 313. $3.) 

OELSSNER, F. Uber die wirtschafiliche rechnungsfubrung, (Berlin: Verlag die Wirtschaft 
GMBH. 1951. Pp. 62.) 

The principles of “economic accounting” on Communist lines. Such topics as the 
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following are very briefly considered: The application of the law of value; The calcu- 
lation of original cost; The role of money; Efficiency piece-work wages; Price-fixing. 

OXENFELDT, A. R, Economic systems in action—the Wnited States, the Soviet Union, 
and the United Kingdom. (New York: Rinehart. 1952. Pp xiv, 175. $1.50.) 

Eo F. Capitalism and socialism on trial. (London: Gollancz, 1951. Pp. 603. 
25s. 

Tawney, R. H. Equality. 4th rev. ed. (New York: Macmillan. 1932, Pp. 285. $3.50.) 

Reprint of 1938 edition, with a few minor corrections in the first six chapters. 


Review of the co-operative movement in India, 1948-50. (Bombay: Agricultural Credit 
Dept., Reserve Bank of India. 1952. Pp. 228.) 


National Income and Social Accounting 


CREAMER, D. Bibliography on income and wealth, 1937-1947. Vol. I. (Cambridge: 
Bowes & Bowes, for the Internat. Assoc. for Research in Income and Wealth. 1952. 
Pp. xvi, 184. 63s.) 


Foutke, R. A. A study of the concept of national income. (New York: Dun & Bradstreet. 
1952. Pp. 79.) 


Income of families and persons in the United States: 1950. Bur. of the Census current 
population rept., consumer income, sec. P-60, no. 9. (Wasington: TR Docs. 1952, 
Pp. 39.) 


National income and expenditure estimates, 1948 to 1951, Cmd. 8486. henson: H. M 
Stat. Office. 1952. Pp. 15.) 


National income and its distribution in under-developed countries. U. N. Stat. papers, 
ser. E, no. 3. (New York: Columbia Univ. Press. 1951. Pp. vi, 35. 40c.) 


Business Fluctuations; Prices 


Burns, A. F. The instability of consumer spending. 32d annual report, Nat. Bur. of 
Econ, Research. (New York: Nat. Bur. of Econ. Research. 1952. Pp. 87.) 


Constantacatos, M. E. Money and prices: as viewed from actual money supply in the 
United States of America from 1800 to 1940 and optimum money supply in the long 
run. An essay in interpretation, (Athens: M. E. Constantacatos. 1951. Pp. 90.) 

Dovucias, P. H. Memorandum to members of the Joint Committee on the Economic Re- 
port (on the Committee report on the President’s January 1952 economic report) 
Mar. 6, 1952. (Washington : Supt. Docs. 1952. Pp. 13.) 


Du Pressis, J. C. Economic fluctuations in South Africa, 1910-1949, (Stellenbosch : Bur. 
for Econ. Research, 1950. Pp. 75. 18s., 6d.) 

Ece, W. P. Economic stabilization—objectives, rules, and mechanisms. (Princeton: 
Princeton Univ. Press, for Univ. of Cincinnati, 1952. Pp. xu, 264.) 

Envzic, P, Inflation. (New York: Macmillan. London: Chatto and Windus. 1952. Pp. 
223. $2.50.) 

Gorpon, R. A. Business fluctuations. (New York: Harper. 1952. Pp. xvi, 624. $5.) 

GRUBER, K. Conditions of full employment. Translated into English by Jean Meyer. 
(London: William Hodge. 1952. Pp. vi, 141. 12s., 6d.) 

LUNDBERG, E., Memwer, R, Renn, G. and Wicxman, K. Wages policy under full em- 
ployment, Edited and translated by R. Turvey. (London: William Hodge and Co., 
Ltd. 1952. Pp. viii, 88. $1.) 


Maxwety, J. A. Federal grants and the business cycle. (New York: Nat. “Bur. of Econ. 
Research. 1952. Pp. xii, 122, $2.) 


TINBERGEN, J. Business cycles in the United Kingdom, 1870-1914, (Amsterdam: North- 
Holland Publishing Co. 1951. Pp. 139. f. 12.50.) 
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Problems of unemployment and inflation, 1950 and 1951. Analysis of replies by govern- 
ments to a United Nations questionnaire. U. N. pub. 1951.1.A.1. (New York: Co- 
lumbia Univ. Press. 1951. Pp. v, 173. $1.25.) 


Money and Banking; Short-Term Credit; Consumer Finance 


BERGENGREN, R. F., in collaboration with A. C, Gartland and J. W. Brown. The fight 
for economic democracy in North America, 1921-1945. (New York: Exposition Press. 
1952. Pp. 379. $3.75.) 

The development of the credit union movement in the United States and Canada 
as viewed by one of the pioneers in the movement. 

CAMPBELL, C. A. The Old National Bank of Spokane: the pioneer “Big Bank” of Spokane 
and the inland empire. (Pullman: State College of Washington. 1952. Pp. 131.) 

Reprint from Research Studies of the State College of Washington, Vol. XVII (1949). 

Dacey, W. M. The British banking mechanism. (London: Hutchinson’s Univ. Library. 
New York: Longmans, Green. 1952. Pp. 203. $2.25; text ed. $1.80.) 

An elementary treatment of the British financial system as it has operated since 
1931. The primary concern is with the principles “on which the modern banking 
mechanism functions.” Attention is given to the working of bank rate policy, the 
effects of governmental financial operations, and to the postwar situation of the 
financial structure. 

GERLOFF, W. Geld und gesellschaft. (Frankfurt am Main: Vittorio Klostermann. 1952. 
Pp. 288. DM 25.) 

James, E. and MARCHAL, A., editors. La monnaie. Analyse des théories de A. Aftalion, 
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What are the proper purposes of the federal tax system? How may the burden 
of federal taxes be distributed equitably? How may inflation best be avoided in a 
defense economy? Should federal tax powers be limited? 


Lawton, F. J. Federal budgeting—problems and outlook. Address before the annual 
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zionali. Stud. di econ. e stat., ser. I, vol. I. (Catania: Univ. di Catania. 1950-51. Pp. 
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The papers were contributed by S. H. Frankel, B. S. Keirstead, P. Uri, D. H. 
Robertson, H. Staehle, Colin Clark, W. Keihan, N. Kaldor, G. Haberler, G, D. A. 
MacDougall, J. Akerman. 
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Kingdom, 1951. Pp. 147.) 

Strategic materials program of the Economic Cooperation Administration—report of the 
Special Subcommitiee on Foreign Economic Cooperation of the Senate Appropriations 
Commitiee, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 21.) 
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The U.S. Department of Commerce in foreign technical assistance. (Washington: Supt. ~ 
Docs, 1952. Pp. 19.) 
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Converse, P, D. and Huecy, H. W., with collaboration of MrrcerLr R. V. The ele- 
ments of marketing. 5th ed. (New York: Prentice-Hall. 1952. Pp. xvi, 968. $6.) | 
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American States members of the ILO, Fifth Conference, Rio de Janeiro, April 1952. 
Report of the director-general. Pp. iv, 152. 
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Haser, W. How much does it cost? A report to the Michigan Employment Security 
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126. 8s., 6d.) 

Railroad Unemployment Insurance Act. Hearings before the Senate Committee on Labor 
and Public Welfare, 82nd Cong., 2nd sess, Mar. 4-6, 1952. Paes Supt. Docs. 
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of the Tariff Commission. (Appleton: Lawrence College Press. 1952. Pp. 120.) 

YANALHARA, T., compiler. A full and detailed catalogue of books which belonged to Adam 
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Proceedings of the twenty-sixth annual conference of the Western Economic Association at 
Santa Clara, California, September 6-7, 1951. (Pullman: J. A. Guthrie, State College of 
Washington. 1952. Pp. 94.) 
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Curran, K. J. Sherman Act enforcement 1951, Jour. Marketing, Apr., 1952. Pp. 3. 

Dram, J. B. and Kann, A. E. Antitrust law and the big buyer; another look at the 
A & P case. Jour. Pol. Econ., Apr., 1952. Pp. 15. 

Ganpon, A. Le législation anii-trust aux Etats-Unis. Rev. d’Econ. Pol, Mar.-Apr., 1952. 
Pp. 12. _ 

GEORGE, E. B. Controls? Ree Disadvantages? Tenure? Dun’s Rev., Mar., 1952. 
Pp. 3. 

Geyer, E. Preisüberwachung und reaktivierung der E E E Wirtschaft und 
Recht, nọ. 1, 1952. Pp. 17. 
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GREBLER, L. Implications of. rent control experience in the United States. Internat. Lab. 
Rev., Apr., 1952. Pp. 24. 


Hansen, H. L. and Narann, P. Esso Standard: a case study in pricing. Harvard Bus. Rev., 
May-June, 1952. Pp. 19. 

Herow, H. Tabakkontingentierung und i gee Wirtschaft und Recht, no. 1, 
1952. Pp. 29. 

Jewxes, J. The size of the factory. Econ. Jour., June, 1952. Pp. 16. 

KoTTKE, F. J. Monopoly and mobilization for defense. So. Econ. Jour., Apr., 1952. Pp. 10. 

LANsSBERG, A. W. Fifteen months with price controls. N.A.C.A. Bull., Apr., 1952. Pp. 11, 

Mason, A. T. American individualism: fact and fiction. Am. Pol. Sci. Rev., Mar., 1952. Pp. 
19.- 

Murrny, M. E. Nationalization of British industry, Canadian Jour. Econ. ae Pol. Sci, 
May, 1952. Pp. 17. 

NzumeveER, F. Amerikanische antitrust-gesetse und gewerkschaften. Zeitschr. f. die Ges. 
Staatswiss., vol. 108, no. 2, 1952. Pp. 12. 

OXENFELDT, Å, R. ‘Professor Markham on price leadership: some unanswered questions, 
‘Am. Econ. Rev., June, 1952. Pp. 4. ` 

PATTISHALL, B. W. Trade-marks and the monopoly Biro bit Michigan Law Rev., May, 
1952. Pp. 24. 

Peterson, P. G. Quantity discounts and the Morion Salt Case. Jour. Bus. Univ. Chicago, 
‘Apr., 1952. Pp. 16. , 

Rorre, S. E. Manpower allocation in Great Britain during World War 1I. Indus, and — 
Lab. Relations Rev., Jan., 1952. Pp. 22, 

SIEGELMAN, L. Inflation control through a national wage policy. Jour. Finance, Mar., 
1952. Pp. 11, 

STAVIsKy, S. Controls confuse Washington, too. Nation’s Bus., Apr., 1952. Pp. 2. 

TAUTSCHER, A. Economic functions of public enterprises. Rev. de Sci. et de Légis. Finan., 
Apr.-June, 1952, Pp. 10. 

Vickers, G. The accountability of a nationalised industry. Pub. Admin., Spring, 1952. Pp. 
1. 

Warrace, R. A. and Dovotas, P. H. Antitrust policies and the new attack on the Federal 

| Trade Commission. Univ. of Chicago Law Rev., Summer, 1942. Pp. 40. 

Watson, J. H. and THomrson, G. C. Price control under OPS. Conference Board Bus. 
Record, May, 1952. Pp. 5. 

Weston, J. F. and Jacosy, N. H. Profit standards. Quart. Jour. Econ. May, 1952. 
Pp. 27. 

Woop, J. B. Public ownership at work. Nation’s Bus., Apr., 1952. Pp. 4. 

Reports on control agencies. By the Commitee on Emergency Control Agencies of the Bar: 
Assoc. of the District of Columbia. George Washington Law Rev., Apr., 1952. P. 45. ` 


Public Utilities; Transportation; Communications 
Boorg, C. S. International cooperation in civil aviation. Pub, Affairs, Winter, 1952. Pp. 
iL. 


GRLI, C. L’impresa-tipo nell 'industria di utilitá pubblica: il consorzio dei cointeressati. 
Acque-Bonifiche-Construzioni, Jan., 1952. Pp, 6. 

. Lindustria di utilità pubblica nei suoi caratteri economici. Giorn. del Genio Civile, 
Jan., 1952. Pp. 9. 

Huitr, R. K. Federal regulation of the uses of natural gas. An. Pol. Sci. Rev., June, 1952. 
Pp. 15. 
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JoHNSTON, J. Statistical cost functions in electricity griy. Oxford Econ. Papers. Feb., 
1952. Pp. 38. 


LaicutT, J. C. Transportation in-the American economy- (a review article). So. African 
Jour. Exon., Mar., 1952. Pp. 10. ; S 


Lomax, K, S. Cost curves for electricity generation. Economica, May, 1952. Pp. 5. 


l Industry Studies 
Cronye, F. J. C. The textile industry in the union of South Africa. So. African Jour. Econ., 
Mar., 1952. Pp. 8. 
Joxunston, J. Statistical cost functions in electricity supply. Oxford Econ. Papers, Feb., 
1952. Pp. 38, 
GRIFFITHS, P. Tea industry problems. Lloyds Bank Rev., Apr., 1952. Pp. 16. 


Lomax, K. S. The demand for coal in Great Britain, Oxford Econ. Papers, Feb., 1952. Pp. 
18. 


LOWENSTEIN, F. Factors affecting the domestic mill consumption of cotton. Agric. Econ. 
Research, Apr., 1952. Pp. 8. 


SMYTHE, D. W. A mid-century view of competition in the broadcasting business. Current 
Econ. Comment, May, 1952. Pp. 16. 


STEINER, P. O. Program patterns and preferences, and the workability of sompno in 
radio broadcasting. Quart. Jour. Econ., May, 1952. Pp. 30. 


Land Economics; Agricultural Economics; Economic Geography 
Bacaan, K. L. Changes in scale in commercial farming and their implications. Jour. 
Farm Econ., May, 1952. Pp. 16. 


BRANDT, K. American agricultural policy during rearmament. Jour. Farm. Econ., May, 
1952. Pp. 17. 


Carney, M. F. Financing of new sales housing in metropolitan areas. Mo. Lab. Rev., 
Apr., 1952. Pp. 5 


CHRISTENSEN, C. D. The use of commodity E EN k the lowa grain industry, Jour. 
Farm Econ., May, 1952. Pp. 8, 


Cusrmano, G, Considerazioni sul concetto di asenda agraris tipica. Annali, 1951. Pp. 20. 
DAVENPORT, P. M. Land tenure in Chile, For. Agriculture, May, 1952. Pp. 6. 


Gatnes, T. C. The outlook for agricultural alll and consumption. So. Econ. Jour., 
Apr., 1952. Pp. 13. 

GENDARME, R. Esquisse d'une théorie du revenu des agriculteurs. Rev. Econ., May, 1952. 
Pp. 41. 

GERHARDSEN, G. M. Production economics in fisheries. Rev. de Econ., Mar., 1952. Pp. 12.. 


Isarn, W. and Witney, V. Atomic power and regional delutani, Bull. of Atomic 
Scientists, Apr., 1952. Pp. 6. 

LANGLET, E. Oljeproblemer i det mellemste Østen. Økonomi og Politik, Oct.-Dec., 1952. 
Pp. 15. 
Mercatr, J. E. Decline of plantation agriculture in Indonesia, For. Agriculture, Gs 1952. 

* Pp. 3. 

Rrewrarps, H. M. M. The origins of the agricultural price support program. Econ. and 
Bus. Bull, Temple Univ., Mar., 1952. Pp. 23. 

Ropwin, L. Studies in middle income houstng. Social Forces, Mar., 1952. Pp. 8. 

SWERLING, B. C. A sugar policy for the United States. Am. Econ, Rev., June, 1952. Pp. 11. 


VOESENDORF-BERGER, A. V. Optimal international location of industries, Soc. Sci., Apr., 1952. 
Pp. 6. 
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Witcox, W. W. Social ‘scientists and ETE policy. Jour, Farm Econ., May, 1952. 
Pp. 11. X 
WILKINSON, G. L. Rounding up the Rio. Reclamation Era, May, 1952. Pp. 5. 


Worxine, E. J. Appraising the demand for American agricultural output during rearma- 
ment. Jour. Farm. Econ., May, 1952, Pp. 19. 


t 


Labor 


Bias G. W. and Arren, R. Union aens program of the AFL paper unions. Mo. 
Lab. Rev., Apr., 1952. Pp. 5 

DAYA, E. Human relations in industry. Internat, Lab. Rev, May, 1952. Pp. 22. 

' Despontin,-L. A. Principios juridicos y bases para una legislación sobre contratos colectivos 
de condiciones de trabajo. Rev. de Trabajo, Jan., 1952. Pp. 12. - 

EpeRLIne, E. J. and Butwock, C. S. Employment statistics and manpower. Indus. and ~ 
Lab. Relations Rev., Jan., 1952. Pp. 10. 

Ercemorzer, E. 75 jakre fabrikarbiterschuts des bundes, Wirtschaft und Recht, no. 1, 
1952, Pp. 9. 

Kerr, C. Collective bargaining in P Indus. and Lab, Rel. Rev., Apr., 1952. Pp. 19. 

LENS, S. Wage stabilization from labor's viewpoint, Harvard Bus, Rev., Mar. APCs 1952. 
Pp. 7. 

Leser, C. E. V. Men and women in NER Econ. Jour, June, 1932, Pp. 19, 

Lewis, L. E. City comparisons of wage levels and skill differentials. Mo. Lab. Rev., June, ` 
1952. Pp. 5. 

Luoma, J. Le problème Pine politique “nationale” des salaires en Grande-Bretagne. Rev. 
Econ., Mar., 1952: Pp. 22. / 

McCan, W. P. Development'of work ial for the handicapped. Mo. Lab. Rev., 
June, 1952. Pp. 3. 

PASCHELL, W. and Rura, P. F., Jr. 1952 conventions of CIO textile and AFL sas . 

C unions. Mo. Lab. Rev., June, 1982. Pp.5. 

PuHetrs Brown, E. H. and Hart, P. E. The share of wages in national i income, Econ, Jour., 
June, 1952. Pp. 25. 

PoweLL, L. H. Industrial relations in the British shipping industry. ‘Internat. Lab. Rev., 
June, 1952, Pp. 22. 

Rovru, G. ina relations in South Africa. So. African Jour. Econ., Mar., 1952. Pp. 
11. 

SavLrz, G. P. Decision making: a case study in industrial relations. Harvard Bis. Rev., 
May-June, 1952. Pp. 9. 

SLICHTER, S. H, Wage stabilisation and emergency disputes. Commercial and Fin. Chronicle, 
Apr. 24, 1952, Pp. 3. 

SmarH, M. M. Labor and the Sarama river AEC project: I; Baerouet and wages. Mo. 
Lab. Rev., June, 1952. Pp. 11. 

STEWART, A. F. Merit-rating incentive schemes. Internat. Lab. Rev., Apr., 1952. Pp. 20. 

Strauss, G. and Sayzes, L. R. Thé unpaid local leader. Harvard Bus. Rev., May-June, 
"1952. Pp. 14. 

WALKER, C. R. and GUEST, R. H. Pie man on the assembly line. Harvard Bus. Rev., May- 
“June, 1952. Pp. 13. 

 WEDENHAMMTR, R. M. The international labor organization. Dun’s Rev., May, 1952. Pp. 
2. 

Enforceable arbitration .of commercial disputes in the textile industries. Yale Law Jour., 
May, 1952. Pp. 32. 

General wage agreement in Sweden for 1952. Indus, and Lab., Ai 1, 1952. bp: iz 
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The international typographical union. Mo. Lab. Rev, May, 1952. Pp. 6. 
Trabajo y discriminación racial. Rev. de Estud. Pol., vol. XL, no. 60, 1951. Pp. 19. 


Population; Social Welfare and Living Standards 


AGGARWALA, K. C. The development of the social security services in the United Kingdom, 
India Quart., Jan.~Mar., 1952. Pp. 20. 


ANDERSON, C. A., Brown, J. C, and Bowman, M. J. Intelligence and occupational 
mobility. Jour. Pol. Econ., June, 1952. Pp. 22. 


AUERBACH, F. L. Who are our new immigrants? Dept. of State Bull., ae 23, 1952. Pp. 6. 

Corson, J. J. Impact of pension funding on the American economy sources of income for 
the aged. Jour. Finance, May, 1952. Pp. 9. 

Daric, J. Vieillissement de la population, besoins et niveau de vie des personnes apres: 
Population, Jan.~Mar., 1952. Pp. 22. ` 

Davis, J. S. Our changed population CHEGO and its significance. Am. Econ. Rev., June, 
1952. Pp. 22. `- 


Duvxer, R. M. Occupation and fertility in the United States. Am. Sociological Rev., Apr., 
1952. Pp. 5. 


i Fever, E. Farmer-debtor relief legislation. Jour. Farm Econ, May, 1952, Pp. 14. 


GIUSTI DEL GIARDINO, J. International emigration problems. Rev. Econ. Conditions in Italy, 
May, 1952. Pp. 17. 


GUTHMANN, H. G. Effect on the economy of channeling savings through pension funds. 
Jour. Finance, May, 1952. Pp. 18. 


Herre, W. R. Inleiding in de problematiek van het i i Máandschr, Econ., 
Apr/May, 1952. Pp. 22. 

Murray, R., F. Investment aspects of the accumulation of pension funds. Ji our, Finance, 
May, 1952. Pp. 8. 


PARENTI, G. Le grandi correnti migratorie dalla seconda metà del sec. XIV ai giorni nostri. 
La Comunità Internaz., vol. VII, no. 1, 1952. Pp. 9. 

PERLO, V. Trends in the economic status of the Negro people. Sci. and Soc., Sorina: 1952. 
Pp. 36. 

PETERSON, R. L. Ecoonmics and gerontology. Current Econ, Comment, May, 1952. Pp. 8. 

Rapyanyi, L. La industrialigacion de America Latina y el nivel de vida de la poblacion: 
rural. Rev. de Econ., Dec.-Feb., 1951-52. Pp. 12. 


“Ross, C. R. The food subsidies ate the budget. Bull. Oxtord Univ. Inst. of Stat., Mar., 
1952, Pp. 18. 


Sauvy, A. Praductivité, palate population optimum. Application a PEurope occi- 
dentale: Population, Jan.-Mar., 1952. Pp. 12: 


Scrrouren, D. B. J. De theoretisch-economische analyse van het bevolkingsvraagsiuk. 
Maandschr. Econ., Apr./May, 1952, Pp. 16. 


Taurtincs, L. M. De economische consequenties van de komende bevolkingsgroei. 
Maandschr. Econ. Apr./May, 1952. Pp. 12. 


Waxtace, E. Old age security in Canada: changing attitudes. Canadian Jour. Econ. and 
Pol. Sei, May, 1952. Pp, 10. 


Consumer plans for spending and saving. Fed. Res. Bull., Apr., 1952. Pp. 6. 
Employment service program of worker utilization. Mo, Lab. Rev., May, 1952. Pp. 6. 
Impact of pension funding on the American economy. Jour. Finance, May, 1952. Pp. 53: 
The cost of social security, Internat. Lab. Rev., June, 1952. Pp. 66. 


Unemployment compensation legislation by collective bargaining. Mo. Lab, Rev., May, 
1952. Pp. 3. 


NOTES 


SIXTY-FIFTH ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


Conrad Hilton Hotel (formerly the Stevens Hotel), 
Chicago, Illinois, December 27-29, 1952 


Preliminary Announcement of the Program 


Editor’s Note—Plans for the 1952 program are not at a stage to warrant publication 
oí a time schedule, and there are still a number of gaps to be filled. The ultimate fitting 
of the sessions into a time schedule must await the preparation of the joint program 
. which is printed for distribution by the Local Arrangements Committee. A provisional 
program will, as usual, be mailed to members when the election material is sent out 
about the first of November. 

The Executive Committee will meet at 10:00 am. on Saturday, December 27, and at 
6:30 p.m. on Monday, December 29. The annual business meeting of the Association 
will be held on Sunday, December 28 at 5:00 P.M. 

The following program sessions have been arranged: =- 


L MONETARY POLICY 


Chairman: JoHN.H. WriiaMs, Harvard University 
Papers: Recent Developments in British Monetary Policy 
Harry JOHNSON, King’s College, Cambridge 
Recent Developments in American Monetary Policy 
Henry C. WaLLicy, Yale University 
Recent Developments in Canadian Monetary Policy 
Mastr F. Tuy, University of Saskatchewan 


Discussion: Ltoyp W. Mints, University of Chicago 
HERBERT STEIN, Committee for Economic Development 


‘IL. GOVERNMENTAL ECONOMIC ACTIVITY g 


Chairman: ARTHUR F. Burns, Columbia University 
Papers: - Public Employment in the United States and Great Britain since 
1900 
MosEs ABRAMOVITZ, Stanford University 
Trends in Local and Federal Expenditures in the United States 
since 1900 
Ly e C. Fitca, Middletown, Conn. 
Discussion: Ronatp H. Coase, University of Buffalo 
: M. SLADE KENDRICK, Cornell University 
THEopoRE C. Mesmer, Madison, Wisconsin 


III. TECHNOLOGY | 


Chairman: To be announced 
Papers: . The Rôle of Technology in Economic Theory 
CLARENCE E. Ayres, University of Texas 
_ Determinants of the Direction of Technological Change 
YALE Brozen, Northwestern University 


Discussion: To be announced 
Iv. ECONOMICS IN THE CURRICULA OF AGRICULTURAL COLLEGES IN’ 


CANADA AND. THE UNITED STATES: Joint Session with the American 
Farm Economic Association 
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Chairman: Jonn D. Brack, Harvard University 
Papers: Economics in the Curricula of Agricultural Colleges in Canada 
ANDREW STEWART, University of Alberta 
Economics in the Curricula of Agricultural Colleges in the United _ 
_ States 
T. K. Cowpsen, Michigan State College 


Discussion: W. M. Dromaronn, Ontario Agricultural College 


V. UNDERDEVELOPED COUNTRIES: THE THEORY AND PRACTICE OF 
TECHNICAL ASSISTANCE 


Chairman: To be announced 
Papers: Title to be announced l 
G. E. BRITNELL, University of Saskatchewan 
Factors in the Economic Development of Ceylon 
P, T. ErLsworrs, University of Wisconsin 
Discussion: Epwin P. REVBENsS, Cornell University 


VI. THE LABOR MARKET UNDER LONG-RUN FULL EMPLOYMENT: Joint 
Session with the Industrial Relations Research Association 


Chairman: Granys Pater, University of Pennsylvania 
Papers: Wage Behavior under Long-Run Full Employment 
ALBERT E., RxeEs, University of Chicago 
Impact of Effective Demand on Effective Labor Supply 
CLARENCE D, Lonc, Johns Hopkins University 
Discussion: Ricuagp A. LESTER, Princeton University 
CHARLES A. Myers, Massachusetts Institute of Technology 


VII. SOCIOLOGY AND ECONOMIC SCIENCE 


Chairman: To be announced 
Papers: Social Value Theory and Economic Analysis 
JosrrH J. SpENcLER, Duke University 
Population Problem Envisaged in Terms of Parson’s Conception : 
of the Social System 
MANUEL GortLEB, Harvard University 
Some Implications of Modern Stratification Theory for Economic 
Analysis 
NELSON Foote, University of Chicago, and 
Paur K. Harr, Northwestern University 
Discussion: To be announced 


VII. DEVELOPMENT OF ECONOMIC THOUGHT ; ! 
Chairman: Franx H. Kwicut, University of Chicago 
Papers: Patterns of Economic Thought _ 
Karr Pripram, Washington, D.C. 
The Development of the Concepts of Mechanism and ‘Model in 
Physical and Economic Thought 
GREGOR Sessa, University of Georgia 


Discussion: To be announced 


IX. TRANSPORTATION OF ECONOMIC ENERGY 


Chairman: To be announced . y 


Papers: Interregional Commodity Flows 
WALTER Isard, Harvard University 
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Analysis of the Fuel and Power Situation in Canada 
Joan Dares, McGill University 
- Discussion: To be.announced z 
X. THE THEORY OF INCOME DISTRIBUTION 
` Chairman: Lroyp G. REYNOLDS, Yale University 
Papers: The Fruits of Progress and the Dynamics of Distribution 
© KENNETE E. Bovurpine, University of Michigan 
Significance and Limitations of Contemporary Distribution Theory 
l WILLIAM J. FELLNER, Yale University 
Discussion: Harotp M. Levinson, University of Michigan 
Epwarp C. Bupp, Yale University. 


-XL THE PRINCIPLES AND FACTORS INFLUENCING MANAGERIAL DE- 
i CISIONS IN INDUSTRIAL RELATIONS: Joint Session wah the Industrial 
Relations Research Association 
Chairman: To be announced l 
Papers: Changing Assumptions in the Theory of the Firm 
To be announced : 
, Pressures on Company Decision- Making i in Industrial Belagoa 
` To be announced 
Discussion: To be announced = ' 
i (This session is being arranged and the papers yal ane published by 
the LR.R.A.) | 


XI. A STOCK TAKING OF BRETTON WOODS OBJECTIVES 
Chairman: Howard S. Exzis, University of California ; 
Papers: United States Foreign Trade Policy , 

: n Cram Wicox, Swarthmore College Í 
h o Prospects of Liberal Trade Policy in Other Major Trading Wations 
i © WELAM A. Brown, JR., The Brookings Institution 
7 International Monetary’ Arrangements 
GOTTFRIED HABERLER, Harvard University 
Discussion: To be announced, i 


XII. RECENT DEVELOPMENTS IN MATHEMATICAL ECONOMICS AND 
ECONOMETRICS: AN EXPOSITORY SESSION: Joint session with the 
Econometric Society 

` Chairnian: To be announced ~ 
Papers: What Has Happened to the Theory of Games? 
Lro Hurwicz, University of Minnesota 
: 7 Linear Programming 
.To be announced , 
Cardinal Utility mG 
Robert H. Srrorz, Northwestern University 
Discussion: To be announced _ 
XIV. THE UNITED STATES DEMAND FOR IMPORTS: Joint session with the 
Econometric Society 
‘ Chairman: To be announced 
Papers: The United States Demand for Imports 
l . Hans Nzrsser, New School for Social Research 


Post-War Fluctuations in United States Imports 
ARNOLD HARBERGER, Johns Hopkins University 


Discussion: To be announced 


é 
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XV. RESEARCH 


Chairman: SIMEON E, LELAND, Noainen University 


Papers: Some Contemporary Tendencies in Economic Research 
Brrnard F. HALEY, Stanford University 
. Economic Research-in Relation to Public Policy 
Rozert D. CaLxINsS, The Brookings Institution 
Critical Review of the Course of Economic Research 
To be announced 


Pireusu: To be announced 


XVI. ECONOMIC HISTORY, CANADA AND THE UNITED STATES, 
To be announced 


XVIL DISTRIBUTION OF GOVERNMENT BURDENS AND BENEFITS: Joint 
session with the American Statistical Association 


Chairman: SimEoN E. LELAND, Northwestern University 


AORE The Theory of Tax Distribution 
RICHARD A, Muscrave, University of Michigan 
Government Burdens and Benefits by Income Classes 
Rurus 5. Tocrer, General Motors Corporation 
Discussion: Harotp M. Groves, University of Wisconsin | 
! - Eart R. Rorrs, University of California 
RicHarp B. Goone, Washington, D.C. g 
The following additional sessions are in the planning stage and will appear as part of our 
program but with no commitment that the papers will be published in the Papers and 
Proceedings: 


XVIL and XIX. Two sessions—one on transportation and one on public utilities—being 
arranged by W. H. S. Stevens. ; 


XX. A session—on waybill analysis—being arranged jointy by the transportation and 
public utility groups, the American Statistical Association, and the American Market- 
ing Association. i 


“= 


UNITED STATES GOVERNMENT FELLOWSHIP ere 


The Conference Board of Associated Research Councils, Committee on International 
Exchange of Persons, has announced the 1953-54 competition for awards under the Ful- 
bright Act for university lecturing and post-doctoral research. Included in this competi- 
tion are awards for Austria, Belgium and Luxembourg, Denmark, Egypt, France, Greece, 
Iraq, Italy, the Netherlands, Norway, Turkey, the United Kingdom and Colonial Depend- 
encies. Also announced at this time are awards for 1953-54 in Japan, Pakistan, and the 
Union of South -Africa. Applications must be submitted by October 15, 1952. Requests 
for detailed announcements and application forms should be addressed to the Conference 
Board of Associated Research Councils, Committee on International ones of Persons, 
2101 -Constitution Avenue, Washington 25, D.C. 


The United States Office of Education, in cooperation with the Department of State, 
announces the availability of fellowships to United States graduate students as provided 
under the Convention for the Promotion of Inter-American Cultural Relations. Graduate- 
students desirous of making application should write to the International Educational 
Programs Branch, U. S. Office of Education, Federal Security Agency, Washington 25 D.C. 


Economics ABSTRACTS i j 


The Library of the Economic Information Service of the Netherlands Ministry of 
Economic Affairs prepares abstracts, of from 50 to 150 words each, of books, periodical 
articles, pamphlets and government documents in the social sciences, including economic 
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theory, labor economics, money and banking, etc. About 18,000 summaries annually are 


- prepared from about 2,000 foreign and domestic periodicals; and about 2,400 books are 


abstracted each year. The abstracts are published in the form of documentary cards. Titles 


-are given in the original language, transliterated in the case of non-Latin alphabets. Ab- 


stracts are in the. original language in the case of English, French, German and Dutch 
publications; otherwise they are in the Dutch language. Subscribers may either take a 
general subscription or select one or more subdivisions of the subjects covered. Address: 
Bibliotheek, Economische Voorlichtingsdienst, Ministerie van Economische Zaken, The 


AREA Netherlands. 


MATERIALS ON Price CONTROL 


In response to numerous requests, the Office of Price Stabilization has collected certain 
basic materials concerning its activities and policies which would be of special interest to 
economists, particularly college and university teachers. These materials include an 


‘analytical report on the first year’s operation of the agency, statements of basic policies 


and standards, and a few significant statements by the director or other agency officials. 
From time to time other new materials of particular interest to economists will be selected. 

The Office of Price Stabilization is not permitted to supply these materials except upon 
request. Any economist who wishes to be placed on the mailing list for such materials 
should address a postcard or letter to the Economic Advisor, Office of Price Stabilization, 
Temporary “E” Building, Washington 25, D.C. 


Deaths 


George B. Louis Arner died April 20, 1952. 

George G. Groat, of the University of Vermont, died September 10, 1951. 
Samuel F. Houston died May 2, 1952. 

William T. Jackman, of Toronto, Canada, died November 8, 1951.. 

Gabriel A. D. Preinreich, of Coytesville, N.J., died April 17, 1951. 

Carl Johnson Ratzlaff, of Arlington, Va., died March 22, 1951. 


Erratum 


Owing to a mistaken report the name of Ralph G. Ledley appeared in the list of death 
notices published in the June number of the Review. This is a regrettable error for which 
apology is due to Dr. Ledley. 


Appointments and j Reinas 


Gardner Ackley has resumed teaching at the University of Michigan after serving as 
economic adviser to the administrator of the Economic Stabilization Agency. 

Robert J. Agnew has returned to the University of Pittsburgh as assistant professor of 
industry in the School of Business Administration. 

Armen A, Alchian has been promoted to associate professor of economics at the Uni- 


' versity of California, Los Angeles. 


William R. Allen, formerly of Washington University, St. Louis, has joined the faculty 
of the University of California at Los Angeles as lecturer in economics. 

Anthanassios Anastassiades has- been appointed instructor in economics in the School 
of Business Administration of the University of Pittsburgh. ° 

John W. Anderson has been appointed assistant professor of banter t in the College 
of Business Administration of the University of Georgia. 

William H. Anderson has been promoted from associate professor to professor of 


‘economics at the University of Southern California. 


Rosemary M. Arnold has been appointed instructor in economics at Barnard College. 
John S. Atlee has been appointed instructor in economics at Denison University. 
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Edward C. Atwood, Jr., has resigned as instructor in economics at Denison University 
to accept an appointment as assistant professor of economics at Washington and Lee Uni- 
versity. 

Ellis T. Austin, of Michigan State College has been appointed assistant professor of. 
economics at the University of Idaho. 

Marvin A. Bacon is now division economist in the Forest Products Division of the Office 
of Price Stabilization, Washington, D.C. 

Robert E. Baldwin has been appointed assistant professor of economics at Harvard 
University. 

Howard L. Balsley, of Russell Sage College, has accepted an appointment as associate 
professor of commerce at Washington and Lee University. 

James M. Barr, ITT, has resigned as instructor in commercial. law at the University of 
Virginia. 

Charles W. Bastable, Jr., has been promoted to assistant professor of accounting in the 
Graduate School of Business of Columbia University. 

William J. Baumol has been promoted to associate professor of economics at Princeton 
University. 

R, L. Beatty has been saris instructor in statistics.and business research associate in 
the School of Business of the University of South Dakota. 

Jack N. Behrman, of Princeton University, has been appointed associate professor of 
economics and political science at Washington and Lee University. 

George Biglow has joined the staff of the University of Florida as instructor in marketing. 

Donald F, Blankerts has been promoted from associate professor to professor of 
marketing in the Wharton School of Finance and Commerce of the University of Penn- 
sylvania. T 

Clark C. Bloom has been promoted to associate professor of economics in the College 
of Commerce, State University of Iowa. 

James C. Bonbright, of the department of economics and the Graduate School of Business 
of Columbia University, lectured at the London School of Economics in May, 1952. 

Thomas R. Bossort, Jr., has been promoted to assistant professor of management in the 
School of Business of Indiana University. 

Buford Brandis, of Emory University, has accepted a position as economist in the re- 
search department of the U. S. Chamber of Commerce. 

William F. Bristol has retired to part-time teaching in the department of marketing: of 
the College of Commerce of State University of Iowa. 

Wayne Broehl has been appointed lecturer in' management in the School of Business, 
Indiang University. 

Martin Bronfenbrenner has returned to the University of Wisconsin after a semester 
leave of absence at the ECAFE headquarters in Bangkok, Thailand, and summer teaching 
at Doshisha University, Kyoto, Japan. 

William E. Brown has accepted a teaching position c on the staff of the commerce and 
economics department at the University of Vermont. 

Jesse V. Burkhead is on leave from Syracuse University in the current year to work 
in the Fiscal Division of the United Nations. l 

Arthur F. Burns, of Columbia University, was awarded a Doctor of Laws degree by 
Lehigh University in June, 1952. 

John Buttrick has been awarded a Ford Foundation fellowship and has been granted 
leave from Northwestern University for the current-year. 

Robert D. Calkins resigned from the directorship of the General Education ‘Board on ` 
July 1, 1952 to become president of the Brookings Institution, succeeding Dr. Harold G.. 
Moulton. 

Rondo E, Cameron, formerly of Yale University, has been appointed assistant professor 
of economics and history at the University of Wisconsin. 
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Robert Campbell, of the University of Illinois, has a an appointment as assistant 
professor of economics at the University of Oregon. 

Thomas C. Campbell has been promoted from assistant professor to associate REE 
of economics at West Virginia University. 

Albert B. Carson has been promoted to associate professor of accounting in the School 
of Business Administration, University of California at Los Angeles. 

Philip W. Cartwright has been promoted to associate professor of economics at the 
University of Washington. . 

Alan R. Cerf has been appointed instructor in economics at Stanford University. 

Gordon J. Chapman has been ‘appointed assistant professor of ae in the School 
of Business, Indiana University. 

_ Hollis B..Chenery has been appornted assistant professor of economics at Stanford 
University. 

G. B. Clark, of Ohio State University, has been eppointed assistant professor of market- 
ing at the University of Tennessee. 

J. M. Clark is a member of a panel appointed by the Bureau of Reclamation to make 
a report on methods of measuring indirect benefits and costs of government water-use 
projects. 

John C. Clendenin has been promoted from associate proiio to professor of finance 
in the School of Business Administration of the University of California at Los Angeles. 

Robert Clower has been appointed assistant professor of economics at Washington State 
College. 

1 Raymond W. Coleman has been appointed dean of the recéntly- organized College of 

Commerce at West Virginia University. 

_ Robert Collier, formerly of the University of ‘Washington, has ‘joined the faculty of 
-Occidental College as assistant professor of economics. 

John Condliffe was given leave from the University of California, Berkeley for two 
months last year to go to the Middle East as a member of a Ford Foundation mission. 

Lorne D. Cook has been appointed instructor in economics at the University of Michigan, 

Frank G. Coolsen ‘has been appointed associate professor of marketing in me College of 
Commerce of the University of Kentucky.. 

George W. Crist is professor of insurance at the University of Florida. 

“Charles E. Crouch has been promoted from associate professor to professor of account- 
ing and business administration at Vanderbilt University. 

Ernest Dale served as Columbia University professor in economics and management at 
the Free University of Berlin and gave lectures at the ae Seminar in American ` 
Studies in Austria during the past summer. 

Karl deSchweinitz has been awarded a Ford Foundation fellowship and has been Pn 
leave from Northwestern University during the coming year. 

Albert E. Dickens is presently in the real estate and investment business in Fanen 
Morocco. 

David L.. Dodd has resigned as associate dean of the Graduate School of Business, 
Columbia University, to resume full-time teaching as professor of finance. 

Evsey D. Domar, of Johns Hopkins University, is going to spend ihe current sadenie 
year at Oxford University as a Fulbright lecturer. 

Robert Dorfman has been promoted to ‘associate professor of economics at the University 
‘of California, Berkeley. 

Douglas D. Drysdale has been appointed instructor in commercial law at the University 


of Virginia. 
Edgar O. Edwards has been appointed assistant professor of economics at Princeton 


University. 


C. W. T formerly of tbe University of Indiana, is now assistant professor of 
marketing at the University of Florida. : 

Robert S. Einzig has resigned from the University of Michigan to accept a a position 
with the Federal Reserve Bank of San Francisco. 


Walter L. Eisenberg has been named associate director of the Second Regional Wage SE 


` Stabilization Board, New York. 

Robert .Eisner, of the: University of Illinois, has joined’ the aey of Northwestern 
University as assistant professor of economics. 

Curtis M. Elliott has been promoted from associate professor to E of economics 
and insurance in the College of Business Administration of the University of Nebraska. 

Paul W. Ellis, formerly of the University of Oregon, has become assistant legislative 
auditor for the State of Washington. 

Paul T: Ellsworth has returned ‘to teaching duties at the Univesity of Wisconsin after 
having served a year as special adviser to the International Bank for Reconstruction and 
Development. 

William C. Emory has been oA to associate professor of marketing at the Uni- 
versity of Florida. ` j 

Frank Farnsworth has been promoted to ‘associate professor of economics at Colgate 
University. - 

Lloyd M. Faust has resigned from the School of Business of the University of Kansas 
` to accept a position in the Commerce Trust Company, Kansas City. 

Rendigs Fels has been promoted from assistant professor to professor of economics at 
Vanderbilt University. ` 

Robert B. Fetter has: been promoted to assistant professor ‘of management in the School 
of Business, Indiana University. 

Leo Fishman has been promoted from associate professor to professor of economics 
- and finance at West Virginia University. 

J. Marcus Fleming, of Columbia University, was in rEnelaad and on the Catinae in 
connection with a study of regional economic integration, during the past summer. He 
served, for part-of’the summer, as alternate delegate at the Economic and Social Council 
of the United Nations. 

Robben W. Fleming has resigned from the University of Wisconsin to pecans director of 
the Industrial Relations Center at the University of Illinois. 

Joe S. Floyd, Jr., has been promoted to associate di of finance at the University 
of Florida. 

_ Robert R. France has been appointed lecturer in the department of economics and 
social institutions of Princeton University. at 
Robert Freedman, of Colgate University, is director of the Economics Study ome in 

Knoxville, Tennessee, in the current term. 

Gilbert L. Gifford has resigned from the University of Tennessee to be head of the de- 
partment of transportation, traffic and ete utilities in the arante Division of the Uni- 
versity of Georgia. 


James M. Gillies has been promoted from lecturer to assistant eee of real estate 


and land economics in the School of Business / Administration of the University of California © 


at Los Angeles, ` 


Eli Ginzberg has been Somod to professor of economics in the Graduate School of, 
Business of Columbia University. 


Meredith B. Givens, who recently served as technical adviser to the Philippine govern- 


ment on labor statistics and related problems, is now -chairman of the Panel on Man- 
power, Committee on Human Resources of the Research and Development Board, Depart- 
-ment of Defense. ` 


j 


` 


z 
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Kalman Goldberg, formerly of the department of economics of Cornell University, has 
been appointed assistant professor of economics at Bradley University. 

Benjamin Graham is guest professor of finance at the Columbia University Graduate 
School of Business. 

Richard A. Graves has retired from teaching at the University of Minnesota. 

Edward Green, formerly of Georgetown College, has accepted an appointment with the 
University of Kentucky Bureau of Business Research. 

Julius Grodinsky has been promoted to professor of finance at ‘thie Wharton School of 
Commerce and Finance of the University of Pennsylvania. 

Morton Grossman has been granted a leave from Washington State College to accept a 
Ford Foundation fellowship for study in the field of international economics. 

Geza B. Grosschmid has been promoted to the rank. of associate professor of economics 
at Duquesne University. 

John G. Gurley has been appointed assistant professor of economics at Princeton Uni- 
versity. 
` Gordon M. Haferbecker has been granted a year’s leave of absence from the Wisconsin 
State College to accept an appointment as visiting lecturer in the department of economics 
of the University of Wisconsin. 

Wiliam Hamburger has been appointed instructor in economics at Stanford University. 

Rector R. Hardin has been appointed professor of economics in the College of Business 
Administration of the University of Georgia. 

Ralph F. Harris has been appointed assistant professor of economics at Stanford Uni- 
versity. 

Robert O. Harvey, assistant professor of real estate in the School of Business, Indiana 
University, has been given a year’s leave to serve as a lecturer-at the University of Cali- 
fornia, Berkeley. ` 

Hugh K. Hawk, formerly of Washington and Lee University, has aranied a position 
with the Offce of Price Stabilization i in Richmond, Virginia. _ 

H. Gordon Hayes has retired from the Ohio State University to accept the chairmanship 
of the department of economics in the Graduate School, Tulane University. 

‘Rolf Hayn has been appointed assistant professor of economics at Weenington State 
College. 

W. W. Haynes has been promoted to associate professor of economics at the University 
of Kentucky. 

Walter Heim has been appointed assistant professor of accounting in.the School of 
Business Administration, University of Pittsburgh. 

Oscar E. Heskin, of the University of Florida, is now on special assignment with the 
Department of State in Karachi, Pakistan. 

Bert Hickman, research associate at the National ‘Bureau of Economic Research, has 
been appointed assistant professor of economics at Northwestern University. 

George H. Hildebrand, of the University of California at Los Angeles, has received a 
Fulbright award for research in Italy during 1952-53. 

Franklyn D. Holzman has been appointed assistant professor of economics at the Uni- 
versity of Washington. 

Frederick F. Horn has been promoted to assistant professor of accounting in te Graduate 
School of Business of Columbia University. 

Charles Horngren has been appointed instructor in accounting in the School of Business 
of the University of Chicago. 

Howell A. Inghram has been promoted to professor of accounting in the Graduate 
School of Business of Columbia University. 
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Carl Iversen, of the University of Copenhagen, was visiting professor at the University 
of Washington, under Fulbright: arrangements, in the spring quarter of 1952. 
_ Charles E. Johnson, of the University of California, Berkeley, has accepted a position as 
associate professor in the School of Business Administration at the University of Oregon. 
Eliot Jones has retired from active teaching and is now professor emeritus, department 
of economics, Stanford University. 


K. William Kapp, of Brooklyn College, has received a Ford Foundation fellowship 
award. 


E. Gordon Keith has been promoted to professor of finance in the Wharton School of 
Commerce and Finance, University of Pennsylvania. 

Frederick G. Kempin, Jr., has been promoted from instructor to assistant professor of 
business law in the Wharton School of Commerce and Finance, University of Pennsylvania. 

Walter-Kennon has been appointed instructor in business administration in the School 
of Business of the University of Chicago. 

- Richard deR. Kip has been promoted from instructor to assistant professor of insurance 
in the Wharton School of Commerce and Finance, University of Pennsylvania. 

Paul Kircher, of the University of Chicago School of Business, has been appointed 
assistant professor of accounting in the School of Business Administration of the Uni- 
versity of California, Los Angeles for the academic year 1952-53. 

Oswald Knauth is guest professor of marketing in the Graduate School of Business of 
Columbia University. 


Edward J. Kuntz has been appointed assistant dean in the School of Business, Indiana 
University, 


Robert G. Layer has been appointed assistant ee of economics at the A & M 
College of Texas. 


James H. Lemly, of Indiana University, has been appointed assistamt professor of ° 
economics in the College of Business Administration of the University of Georgia. 

James W. Leonard, of Indiana University, has been appointed assistant professor of 
finance at the University of Illinois. - 

Samuel M. Loescher has been granted leave from Indiana University this year to accept 
an assignment in the Bureau of Industrial Economics of the Federal Trade Commission. 


Thomas J. Luck has been promoted to associate professor of labor economics at the 
University of Florida. 


Ossian R. MacKenzie has been spose assistant dean of the Graduate School of 
Business of Columbia University. 


Harry Malisoff has been appointed assistant professor of economics at Brooklyn College. 
Cho-ting Mao has been appointed instructor in economics at the College of Wooster. 


Edward Marcus has been appointed assistant professor of economics at Brooklyn 
College. 


Julius Margolis has been appointed research associate and acting assistant professor of 
economics at Stanford University. 


Jesse W. Markham has been promoted from assistant professor to associate professor 
in the department of economics of Vanderbilt University. 


David D. Martin has been appointed instructor in economics at Washington University, 
St. Louis. . 


Milton P. Matthews has been promoted írom instructor to assistant professor of Tarket- 
ing at the University of Utah. : 


Lester B. McAllister, Jr., formerly a Carnegie fellow in economics at the University of 
Oregon, has been appointed to the Oregon State College economics staff. 


David A. McCabe became Joseph Douglas Green, Class of 1895, professor of economics 
emeritus, Princeton University, in June 1952. 
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Kenneth H. McCartney has returned to the University of Minnesota as instructor in 
economics. 

Dan McGill has been appointed aoet professor of insurance in the Wharton School 
of Commerce and Finance, University-of Pennsylvania, 

James W. McKie a been appointed assistant professor of economics at Harvard Uni- - 
versity. 

Marvin McKneely has been appointed instructor in business administration i in the School 
of Business Administration of Emory University. 

R. Merrill Mikesell has been promoted from associate professor to professor of ac- 
counting in the School of Business of Indiana University. . 
Jerome W. Milliman has been appointed assistant professor of economics at Florida 

State University. 

'. Robert B. Mitchell has been promoted from associate professor to E of account- 

ing in the Wharton School of Commerce and Finance, University of Pennsylvania. 

Chester A. Morgan has joined the staff of the department of labor and industrial man- 
agement of the College of Commerce, State University of Iowa, as an assistant professor. 

Theodore Morgan, of the University of Wisconsin, has been given an extension of his 

leave of absence to continue service as economic adviser to the Central Bank of Ceylon. 

Irving A. Morrissett, Jr., has resigned as lecturer in economics at the University of 
California, Berkeley, to accept a fellowship in economics. 

_ Bruce D. Mudgett has retired from active teaching at the University of Minnesota and 
is now living in Orford, New Hampshire. 
Frank H. Mulling has been appointed instructor in accounting i in the College of Busi- 

ness Administration of the University of Georgia. 

Will S. Myers has been. named research associate in the Bureau of Business Research 
of the College of Commerce, University of Kentucky. 

Herbert E. Newman has been promoted from ‘associate professor to professor of 
economics and business administration at the University of Delaware. 

Edmund A. Nightingale has been promoted from associate professor to professor of 
economics and transportation at the University of Minnesota. 

Howard K. Nixon has been promoted to professor a advertising in the Graduate 
School of Business of Columbia University. ` 

Frank E. Norton, Jr., has been promoted from lecturer to assistant professor of business 
economics in the School of Business Administration of the. HAVER of California at Los 
Angeles. . 

Clinton Oakes has been promoted from instructor to assistant professor of ain 
at the University of Utah. , 

Cyril O'Donnell has been promoted from E to associate professor of business 
administration in the School of Business Administration -of. the University of alors 
„at Los Angeles. : 

Charles Off, formerly of the University of Bridgeport, has been appointed industrial 
coordinator at the New Haven Y.M.C.A. Junior College. 

Herman F. Otte has been promoted to professor of economic geography in the Graduate 
School of Business of Columbia University. : 

S. F. Otteson has been promoted from associate professor to prelen of -Hlarkenny 
in the School of Business of Indiana University. 
Frederick Ottman has been promoted to assistant professor of statistics in the depart- 
ment of economics of the School of Commerce of New York University. a 

Glen D. Overman, of Indiana University, bas been appointed dean of the School of 
Business of Oklahoma City University. 
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J. M. Owen has been promoted to assistant professor of accounting at Louisiana State 
- University. 
‘John Pagani, of Stanford University, has been appointed EITT professor of economics 
in the School of Business Administration of the University of Utah. 
Andreas G. Papandreou has been awarded a three-year faculty research fellowship by | 
the Social Science Research Council. 
Kenneth Parsons, of the University of Wisconsin, was in India during the past summer 
serving as consultant for the Point Four program of the State Department. 
Harold C. Passer hag resigned from Princeton University. to accept a position - as 
economist at the Eastman Kodak Company. - ' 
James P. Payne has been promoted to associate professor of economics at Louisiana 
State University. 
George S. Peck has been appointed assistant professor in the department of general 
` business administration in the College of Commerce of the State University of Iowa. 
Orme W. Phelps has resigned as public member and vice-chairman of the regional Wage 
Stabilization Board in San Francisco to return to full-time teaching at Claremont Men’s 
College. 
Chester A. Phillips, diks emeritus and professor of banking, has retired to part-time 
teaching in the College of Commerce of the State University of Iowa. 
Otto Pollak has been promoted from assistant professor to associate professor in the 
Wharton School of Commerce and Finance of the University of Pennsylvania. 
Arthur M. Prinz has been promoted from assistant professor to associate professor of 
economics at Dickinson College, 
Karl G. Rahdert, formerly of Indiana University, has accepted an ER as 
assistant professor of management at the Ohio State University. 
Jewel Rassmussen has been promoted from associate professor to professor of economics 
at the University of Utah. 
Elizabeth B. Raushenbush has been promoted to part-time lecturer with the rank of 
associate professor in the department of economics of the University of Wisconsin. 
Reed C. Richardson has: been promoted from instructor to assistant professor of man- 
agement at the University of Utah. 
Newton Y. Robinson has been appointed instructor in economics at Bowdoin College. 
Charles E. Rollins has been appointed acting instructor and research associate in the. 
department of economics at Stanford University. 
Earl R. Rolph is on leave from the University of California, Berkeley, to work on 
government debt problems at the National Bureau of Economic Research. ° 
John H. Roseboom, on leave from Indiana University, is in the Quality Control Divi- 
sion at Wright-Patterson Air Force Base, Dayton, Ohio. 
\ Gideon Rosenbluth has been appointed assistant professor of economics at Stanford 
University. 
Marvin Rozen, of the University of Washington, has been soneiced lecturer in eco- 
nomics at the University of California, Berkeley. 
Owen H. Sauerlender, formerly of the University of Illinois, has joined the faculty of 
of the University of Minnesota as instructor in economics and statistics. 
George Sause has been promoted to assistant professor of economics at Lafayette College. 
Howard G. Schaller, of: Duke University, has been appointed: assistant professor of 
economics at the University of Tennessee. 
Carlo Sciffo has been appointed instructor in economics in the School of Buses Ad- 
ministration of the University of Pittsburgh. 
Ralston D. Scott has been appointed professor of economics and business administra- 
` tion and chairman of the department at Otterbein College, Westerville, Ohio. 
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Warren C. Scoville has been promoted to professor of economics sat the University of 
California at Los Angeles. 


Joel Segall has been appoints? instructor in finance i in the School of Business of the: 
University of Chicago. 


Richard Selden has been appointed assistant professor of economics at Vanderbilt 
University. 


Francis J. Shannon has resigned from the University of Kentucky Bureau of Business 
Research to Join the research staff of the Kentucky Department of Revenue. 


Eli Shapiro has resigned from the School of Business of the University of Chicago to 
accept an appointment as professor of finance at Massachusetts Institute of Technology. 


Gordon Shillinglaw is now associated with the firm of Joel Dean Associates. 


Emile B. Skraly has accepted a position as senior economist with the New York State 
Department of Labor, Division of Placement and Unemployment Insurance. 


David W. Slater has resigned from Stanford University to accept an appointment as 
assistant professor of economics at Queen’s College, Kingston, Ontario. 

Spencer M. Smith, Jr., has been granted a leave of absence from the University of 
Minnesota to serve as chief division economist of the Food and Restaurant Division of 
the Office of Price Stabilization in Washington, D.C. 


J. Douglas Snider has been promoted to associate director of the Indiana University 
Bureau of Personnel Relations and Placement. 


Joseph J. Spengler, of Duke University, conducted a seminar in American Industrial 
Relations at the University of Kyoto, Japan, in the past summer. 


George J. Staubus has resigned from the School of Business of the University of Chi- 
cago to become acting assistant professor of accounting at the University of California, 
Berkeley. 


. Thomas A. Staudt has resigned from Indiana University to accept an appointment as 
assistant professor of marketing at the Massachusetts Institute of Technology. 


David Steine has been appointed assistant professor in the department of economics 
and business administration at Vanderbilt University. 


‘Claude W. Stimson has been promoted to associate professor of business law in the 
School of Business Administration of the University of California at Los Angeles. 


Wolfgang F. Stolper, of the University of Michigan, was visiting professor of economics 
at the University of Zurich during the second semester and summer of 1952. 


Daniel B. Suits is on leave from the University of Michigan in the current academic 
year to serve as research associate with the National Bureau of Economic Research. 


Daniel L. Sweeney has been appointed assistant professor of accounting in the College l 
of Commerce of the State University of Iowa. — 


‘Rhae M. Swisher, Jr., has been promoted to assistant professor of business law in the 
School of Business of Indiana University. 


Paul S. Taylor has been appointed chairman of the department of economics at the 
University of California, Berkeley. 


“Ordway Tead is guest professor of eae relations in the Graduate School of Busi- 
ness of Columbia University. 


Lionel Thatcher, of the University of Maryland, a sets an appointment as pro- 


fessor of economics and commerce at the University of Wisconsin. 


Douglas N. Thompson has been promoted from instructor to assistant proressor of 
banking and finance at the University of Utah. 


James H. Thompson has been promoted from assistant professor to associate professor 
of economics at West Virginia University. 


Wiliam O. Thweatt has been reappointed chairman of the economics donteni of - 
the American University of Beirut for the current academic year. 


~~ 
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George P. Torrence has been E, professor of business administration at the 
School of Business Administration of Emory University. 

R. W. Travis, of the University of Indiana, has joined the'staff of the University of 
Florida as assistant professor of real estate. 

Paul B. Trescott has been appointed instructor in economics at Princeton University. 

Henry R. Trumbower has become emeritus professor of economics at the University 
of Wisconsin. 


Marvin Tummins has been promoted to assistant professor of re at Louisiana 
State University. 

Robert C. Turner has been appointed a member of the Council of Economic Advisers 
to the President. He is professor of business administration at Indiana University and will 
return to Indiana periodically during the fall semester to conduct a graduate seminar. 

Richard A. Tybout has been appointed instructor in economics and research associatc 
in the Institute of Public Administration of the University of Michigan. 

Lloyd Ulman has been promoted to associate professor of economics and industrial 
relations at the University of Minnesota. 

George Umemura has been promoted from instructor ‘to assistant aires of market- 
ing in the School of Business of Indiana University. 

Donald H. Voss, of Princeton University, has joined the teaching staff of Bucknell 
University. 

Charles J. Walsh has been advanced to associate professor of economics in the Graduate 
School of Arts and Sciences, Fordham University. 

Arthur E. Warner has been named assistant director of the Bureau of Business Research 
in the School of Business of Indiana University. 

Louis A. Werbaneth, Jr., has been appointed instructor-in accounting in the School 
of Business Administration of the University of Pittsburgh. 

Irving Weschler has been promoted to assistant professor of personnel management and 
industrial relations in the School of Business administration of the University of Cali- 
fornia at Los Angeles, 

C. Arthur Williams, formerly of the University of Buffalo, has joined the iliy of 
the University of Minnesota as assistant professor of economics and insurance, 

Edgar G. Williams has been promoted to assistant professor of management in the 
School of Business of Indiana University. 

Ernest W. Williams, Jr., has been promoted to’associate professor of transportation in 
the Graduate School of Business, Columbia University. 

J. W. Wiley has been promoted from assistant professor to associate professor of 
economics at Purdue University. 

H. Lawrence Wilsey has transferred from the Mutual Security Agency’s Special Mission 
to Norway to its Special Technical and Economic Mission to the Philippines where he 
is program analyst. 

Willis J. Winn has been promoted from instructor to assistant professor of finance in 
the Wharton School of Commerce and Finance of the University of Pennsylvania. 

Norman J. Wood has been appointed imstructor in economics at the University of 
Tennessee. . 

Porter S. Wood has been appointed assistarit professor of accounting in the College of 
Business Administration of the University of Georgia. 

Max A. Woodbury has been appointed associate ‘professor of statistics in the Wharton 
School of Commerce and Finance of the University of Pennsylvania. 

Richard 5. Woods has been promoted to assistant professor of accounting in the 
_ Wharton School of Commerce and Finance of the University of Pennsylvania. 

Edwin Young has been promoted from assistant professor to associate professor of 
economics at the University of Wisconsin. | 


Elmer Young has been promoted to associate professor of accounting at the Univer- 
sity of Utah. 
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‘FORTY-NINTH LIST OF DOCTORAL DISSERTATIONS IN `- 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, but 
not regularly bound in the publications. A notation as to the earlier lists, extending from 
1905 to 1927, may be found in the Review for September, 1927, page 574. Annual lists 
thereafter are to be found in the September number of the Review ‘for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date given 
is the probable date of completion. 

The list represents the status of the several theses on June 15, 1952, except for a few. | 
rene later reported as completed. 


Economic Theory; General Economics i 


t 


Degrees Conferred 


Epwarp Amts, Ph.D., Harvard, 1952, Induction and probability theories in economics. 

GEORGE K. Brovecar, Ph.D., Chicago, 1952. Short-rum income-expenditure relationships. 

Joser CROPSEY, PhD., Columbia, 1952. Polity and economy; an interpretation of the 
principles of Adam Smith. 
Jonn Cuinc-Han Fer Ph.D., Massachusetts Institute of Technology, 1952. Diagramma 

i representation of some general equilibrium problems. ' 

` Rev. Patrick W. Grarty, Ph.D., Catholic, 1953. Economic and social philosophy of 
Monsignor Jolin A. Ryan. 

Howarp H. Greeweaum, Ph.D., Columbia, 1952. Fund-flow analysis in economic research. 

Dante, Hammer, Ph.D., Pennsylvania, 1952. Aspects of the theory of income growth. 

Henry J. OLTINGRA; Ph.D., Washington (St. Louis), 1952. Enterprise leadership in transi- 

. tion. f 
James W. Perersen, PhD., Syracuse, 1952. Short-run ‘variations in the consumption 
ratio. 

Rater W. Prours, Ph.D., North Carolini, 1952. The place of consumer’s surplus in wel- 
fare economics. 

Ricsard L. Porter, S.J., Ph.D., St. Louis, 1952. The specific and formal role of rationality 

in the ‘Anglo-American tradition of economic thought. , 
Reno C. Prerr, Ph.D., Georgetown, 1952. A critique of contemporary wage theory. 

SIDNEY SCHOEFFLER, PhD., New School for Social Research, 1952. A contribution to the 
theory of prediction in economics. 

Henry F. SCHognNBECK, Ph.D., Nebraska, 1951. The economic views of James K. Polk 
as expressed in the ‘course of his political career. 

Ann S. Scowrer, Ph.D., St. Louis, 1952. Pareto’s Manuel d'Economie Politique. 

Jacos A. STOCK¥ISCH, Ph.D., Califorinia, 1952. Tax capitalization and related issues in 
capital theory. - 

Rosert H. Strrorz, Ph.D., Chicago, 1950. Some problems in the pure theory of income 
redistribution: A study in welfare economics, 

F. AurRELIA Tover, Ph.D., New York, 1952. The economics of Toba Bates Clark. , 

Grtorce M. UMEMURA, D.CS. Indiana, 1952. The ‘marketing oe of the classical 
school 


pr 


Theses in Preparation D \ 


Dwi C. Arw, Je., B.A., Princeton, 1946; MA., tone The theory of the futures 
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ALBERT KESSLER, B.S., City (of New York), 1946; M.A., Wisconsin, 1948. The Israeli 
economic budget and planned development. 1953. Wisconsin, 

Louise P. Lerpav, B.A., Brooklyn, 1947; M.S., Wisconsin, 1950, The welfare state in 
New Zealand. 1954. Wisconsin. 

Jack Minxorr, B.A., Cornell, 1948; M.A., Columbia, 1950. State planning committee 
(Gosplan) of the Union of Soviet Socialist Republics. 1953. Columbia. 
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Wittiam W, Moor, B.A, Columbia, 1935; MEA., School of International Affairs, 
1948. Soviet social security system. 1953. Columbia. 

Morray E. Poraxorr, B.A., New York, 1946; M.A. Columbia, 1949, Theories on eco- 
nomic planning and freedom. 1953. Columbia. 

Jack E. Prince, M.A., Obio State, 1949. An economic analysis of the Mississippi bal- 
anced agriculture with industry program, 1954, Ohio State. 

NATHAN Rosenserc, B.A., Rutgers, 1950. Administrative aspects of socialist economy. 
1953. Wisconsin. ` i 

ABRAHAM SHUCHMAN, B.Sc., Pennsylvania, 1940; M.Sc., 1941. econome co-determina- 
' tion in W. Germany. 1953. Pennsylvania. 

CHARLES E. Sreperman, B.A., Columbia, 1946. New deal' policies in the U.S.A. 1953. 

' Columbia. 

Ricuarp B. Srmons, B.A., Miami, 1941, The controversy over the nationalization of 
the British coal industry, 1919- 1946. 1953. Chicago. 

EstHer Tauner, B.A., Missouri, 1932; M.S.Sc., New School for Social Research, 1937. 

_ Cooperative development i in Palestine. New School for Social Research. 

Epoar. Lynn Turcon, B.A., California, 1942; M.A., 1948. The pricing of producers’ ‘goods 
in the USSR. 1953. Columbia. 


National Income and Social ‘Accounting 


Degrees C onferred 


Hyman Menpuxez, Ph.D., Pennsylvania, 1952. Shares of the upper income groups in in- 
~ come by states 1919, 1929, 1933, and 1937. 
ROBERT Ri SORTI Ph.D., California, 1952. Transfer payments and income inequality. 


Theses in Preparation 


WENDELL M. Apamson, B.A., Indiana, 1928; M.A., 1937. The measurement of income in 
small geographic areas. 1953. Columbia. 

Hecror R. Anton, B.S., California (Los Angeles), 1942; M.B.A., 1947, Techniques of 
analysis of the flow of business funds. 1953. Minnesota. . 

Witsur T. Brurtavcton, B.S., Colorado, 1945; M.A., 1947. Income in the tenth Federal 
Reserve district—A study in economic adjustments. 1952. Minnesota. 

Francis R. Cerra, B.A., Wesleyan, 1933. Estimating Oklahoma income on a purren, basis. 
1953. Kentucky, 

BERNARD GOLDBERG, B.Ch.E., Cooper Union, 1943; MLCh.E., Brooklyn Polytechnic, 1949, 
Correlations on the distribution of income, and national income. New School for ee 
Research. 

Pair Goen, B.A., Minnesota: 1942, Consumers expenditures on services since World 
War. I. 1953. Columbia. 

Ernest C. Harvey, B.Com., British Columbia, 1941; B.A., 1942; MA. Columbia, 1948. 
A study of Arkansas income. 1953. Columbia, 

Detpert C. Hastincs, B.S., Minnesota, 1947; M.A., 1949. -The national income approach 
to regional] business activity: 1953. Minnesota. 

` KaToarine H. Y. Hoane, B.A., Kunming, 1943, International trade and national income. 
1953. Columbia. 

Joux L. Jonnson, B.A., Michigan State, 1949. Estimated distribution of income payments 
in Kentucky counties by amount, by source, and by size, 1950. 1953. Kentucky. 

GILBERT Kasxey, B.A., Pennsylvania, 1946; M.A., Delaware, 1948. Analysis of internal 
shifting of income recipients, continuous sample of tax returns of Delaware—1925-1936, 
1953s Pennsylvania. 

SHAo-Kuna Lin, M.A., Louisiana State, 1949, On using index numbers for real national 
income valuations, 1952. Illinois. 

HARRY R B.A., Hawaii, 1940. International comparisons of national i income. 1933: 
Colu 
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Howard: G. SCHALLER; B.A., Duke, 1947; M.A., Northwestern, 1948, The effects of govern- , 
ment transfer payments and federal prints aid upon differences in state per capita 
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Everett P, TRUEX, B.A., William Jewell, 1942; MA, Missouri, 1946. jaon structure 
of economic aréas in North Carolina. 1953. North Carolina. 

Lovis Winnicx, B.A., Brooklyn, 1946; ao Columbia; 1947, ‘Residential . wealth 
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‘ Business Fluctuations; Prices 
Degrees Conferred 


-Cuarence L, Barner, Ph.D., Minnesota, 1952. Inventories and’ the business cycle—with 
special reference to Canada, 

Myron J. Gorpon, Ph.D., Harvard, 1952. The dynamics of’ risk and investment. 

Paor Nicwors, Ph.D., Harvard, 1952. An investigation of the relationships between cer- ~ 
tain population changes and personal savings in the United States. 

Frank E. Norton, Jr., Ph.D., California, 1952. The acceleration principle and investment 
requirements, 

_ SaM Rosen, Ph.D. Harvard, 1952. The postwar business cycle: 1945-1949. 

ROBERT ‘SoLomon, Ph.D., Harvard, 1952. The postwar business cycle in Belgium. 

Merrie T.: WELSHANS, PhD., Washington (St. Louis), 1952. The influence of the invest- 
ment development company on secular. growth and cyclical stability. 
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Jonn Neter, B.S., Buffalo, 1943;-M.B.A., Pennsylvania, 1947. Wartime curtailments and | 
postwar behavior of durable goods: World Wars I and TI, Columbia. 

ARTHUR A. WICHMANN, B.S., Southeast Missouri, 1937; MLA., Northwestern, 1942. 
Fluctuations in the level of income employment and output; A comparative study of 
‘the theoretical views and policy proposals of Clark Warburton and Frank D. Graham. 
Northwestern, 


Theses in Preparation 


DANIEL S. AHEARN, B.A., Columbia, 1949. United States business cycles, 1919- 1950. 1953. 
Columbia. 

Joun S. Are, BS., Chicago, 1941. Political obstacles tb full aii planning. 
1953. Columbia. 

Rupen C. Berran, B.A., Manitoba, 1938; M.A., Toronto, 1941. Business Aumai in 
Winnipeg from 1900 to 1939. 1954. Columbia: 

_ Vivian Caruir, B.A., Radcliffe, 1945; M.S., Iowa, 1946, Price flexibility. 1953. Columbia. 
SDNEY E. CHERNIK, B.A., Manitoba, 1947; M.A., Toronto, 1948. Studies in the inter- 
national spread of business cycles. 1953. Massachusetts Instituts of Technology. 

Momamzsn L Gaozran, LL.B., Alexandria, 1944; M.A., Yale, 1947. The recession of 
1948-49. 1953, Yale. 

Wous E. Gress, B.S., Stout Institute, 1935; M.S., Purdue, 1940. pensation ad 
operation of the Full Employment Act of 1946, 1953. Wisconsin. 

CHartes C. Hort, B.S., Massachusetts Institute of Technology, 1944; MS, 1944; MA., 
Chicago, 1950. Analysis of selected proposals for mitigating undesirable effects of price 
level changes. 1953. Chicago. 

Jacovetryge R. Kasow, B.A, California, 1945; M.S., Columbia, 1947. Social aspects of 
business cycles in the Los Angeles aréa, 1954, Columbia. l 

Davin T. Lapxin, B-A., Harvard, 1942; MLA., Columbia; 1947. Business cycles and con- 
struction in selected cities. 1953. Columbia. - ea 

Francis H. Leacy, B.A., British eee 1941; Price behavior in Canadian business 
cycles, 1953. Columbia. 
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re-analysis. 1953. Colina. 
ArTuur M. Oxon, B.A, Columbia, 1949. Prices and economic expansion. 1954. 
Columbia. 
Lewis N. Osterman, B.A., Yale, 1949; MA., Columbia, 1951. An analysis of the de- 
pression of 1949, emphasizing monetary and fiscal measures. 1953. Columbia. ; 
Newton Y. Rosryson, B.S.,,Columbia, 1949; M.S. Hicks’ contribution to the theory 
~ of the trade cycle. 1953. Columbia. 
Arrour R. ROSENBAUM, BA, Brooklyn, 1939; MA., Columbia, 1941. Business atti- 
tudes toward counter-cyclical planning, 1929-1949. 1952, Columbia. 
Freverick N. Sass, B.S., Temple, 1938. Cyclical fluctuations in numbers and liabilities 
of business failures, Penylonna, 
James R. SCHLESINGER, B.A., Harvard, 1950; M.A., 1952. Wage-cost- Price relationships 
and economic progress. 1953. Harvard. 
Ira O. Scorr, Jr., B.A, Kansas, 1940; M.A., 1941; M.A., Harvard, 1952. Credit rationing 
in the business cycle. 1952-53. Harvard. 
Jonny P. Sexton, B.A., Pomona, 1941; M.B.A., Harvard, 1949. An empirical study of 
the nature of inventory cycles, 1953. Horoard. 
CuRWEN Sroppart, B.S., New York, 1930; MA., 1934. The increasing severity of busi- 
ness cycle contractions since 1865. 1953. New York. 
Perry D. Terrerpaum, B.S, City (New York) 1946; M.A., Columbia, 1948; MA, 
Chicago, 1951. A reconsideration of the acceleration principle. 1953. Chicago. 
C. Joann VanDewater, M.A, New School, 1950. The impact of federal. fiscal programs 
on economic activity. 1953. Iinois. 
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"d Money and Banking; Short-Term Credit; Consumer Finance 
Degrees Conferred 


Morris Bornsrern, Ph.D., Michigan, 1952. The role of the banking system in the eco- 
nomic development of Brazil. 

Daviy L. Grove, Ph.D., Harvard, 1952. Central banking in underdeveloped counties: 

Rene P. Hiconnet, Ph.D, Harvard, 1952. Monetary theory and the world de- 

_ pression. 

- Ropert F. Horron, Ph.D., Harvard, 1952. The country bank as a source of agricultural 

~ credit. 

Acnes Lrans, Ph.D., Catholic, 1952. Banking structure of the United States in-the twen- 
tieth century. 

Joen W. McCarrey, Ph.D., George Washington, 1952. Futures trading considered as an 
aspect of monetary theory. 

Gzrorce S. Pecx, Ph.D., Indiana, 1952. A critical survey of state commercial banking in 
Mississippi. 

ANTHONY L, Sancetta, Ph.D., Columbia, 1952. The development of central banking in- 
Italy, 

Winsert M. Sceweiwer, Ph.D., Southern California, 1951. History, organization, ‘and 
operation of the American Bankers Association. 

Rarston D. Scorr, Ph.D., New York, 1951. The Federal Home Loan Bank System. 

Warren L, Sarra, Ph.D., Michigan, 1952. Alternative monetary interest theories: a 
comparison and evaluation. 
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MoramMMaD HAMZEH ABBAS, B.A., Colorado State, 1949; M.A., Wisconsin, 1951. Bank- 
ing system and economic developments in Egypt. 1953. Wisconsin. . 

RicHarp J. Bannon, B.A., Catholic, 1948; M.A., 1950. Historical development of the 
weekly Federal Reserve Statement and its interpretation. 1953. Catholic, 
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Insurance Corporation, 1954, Columbia 

GrorcE BLas, B.A., Bates, 1949; M.A., Columbia, 1949. Land Bank of Massachusetts, 
1740. 1953, Columbia: 

Harry Branpt, B.A., Washington, 1947; M.S., Columbia, 1949. Post-war monetary and 
credit policy (1946-50). 1953. Columbia: 

Puri Cacan, M.A., Chicago, 1951. The monetary dynamics of hyper-inflations. 1953. 
Chicago. 

Curistos E, Cassmratis, B.A., Indiana, 1949; M.A., 1950. Post-war monetary reforms in 
Greece, 1944-1951: a critical evaluation of the attempts at monetary rehabilitation. 1952. 

- Indiana, 

SEYMOUR J. Conen, B.SS., City (New York), 1942; M.A., Columbia, 1949; M.HLL., 
Jewish Theological Seminary, 1949, Monetary problems of the Middle East since 1939. 
1954.. Pittsburgh. 

Raymonp R. Corton, B.S., City (New York), 1931; M.A., Columbia, 1932. Regulation 
of New York Savings Bank ‘and Trust investments. in gas and electric corporation se- 
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Lawrence V. Conway, M.S., Illinois, 1949. Current American proposals for monetary 
reform. 1953. Minois. 

Nora E. DorLymore, B.A., Dunbarton, 1944; M.A., Catholic, 1947. The banking system of 
Ireland with special reference to its experience under central banking. 1953. Catholic, 

Jean M. Due. Canadian post-war experience with monetary controls. 1953. IHinois, 

ANDREW EKLUND, B.A., Bard, 1943; M.A, Harvard, 1948. Investment theory and 
macroscopic analysis, 1952- 53. Harvard. 

Rogert E, Exar, M.A., Ohio State, 1934. Monetary and fiscal policy in Western Ger- 
many since the end of World War IT, 1953. Chicago. 

Davi L Fann, B.S., City (New York), 1944; M.A, Chicago, 1950. Monetary theory 
of the Federal Reserve Board, 1952. Chicago. = - 

Turor Gatnes, B.S., Washington (St. Louis), 1948; M.A., 1948. Federal Reserve policy 
1946-1950, 1953. Columbia. . 
Par J. W. Grarssner, B.A., Cambridge, 1940; M.A., 1944. Economic area betes and 

the inflationary potential. 1953. Columbia. 

Warren Gustus, M.A., Brown, 1950. The commercial banks as suppliers of capital in 
southern agriculture, 1953. Chicago. 

Joan W. Hannarorp, B.A., Wabash, 1947; M.A., Harvard, 1950. French monetary prob- 
lems between the wars. 1952, Harvard. 

Grorcr T. Hargs, B.A., Iowa State Teachers, 1947; M.A., Iowa, 1950. The capital struc- 
ture in American banking. 1953. Iowa. ; 

Raymond W. Hearwore, B.S., Virginia, 1939; M.A., 1947. South Carolina State cash 
depositories, 1953. Virginia. 

James Hexzze, B.S., Minnesota, 1926; MA., 1945. Interest rate policy in the war and 
postwar periods. 1982, Minnesota. 

Joas D. Hermaercer, B.S., Duluth, 1941; M.S., Minnesota, 1947. Couret credit and 
business stability. 1953. Minnesota. 

Grorce Horwicu, M.A., Chicago, 1951, Open market operations, the rate of interest and 
the price level. 1953. Chicago. 

Henry J. JarocHe, M.A., Wayne, 1949. The influence of contemporaneous monetary 
theory on United States Senate in banking legislation from the First Congress to 1860. 
1953, Michigan. 

Waram N, Kinnarp, B.A, Swarthmore. Impact of real estate finance on monetary and 
fiscal policy. 1953. Pennsyloania. 

PAuL Kownercer, M.A., Pittsburgh, 1948. The banks of Pittsburgh during the period of 
the Federal Reserve System 1914-1951. 1953. Pittsburgh. 

LEonarb J. Konopa, M.A., Pittsburgh, 1950. Some contributions of a cimmel bank 


to the creation, growth ‘and survival of small business in the Pittsburgh area, 1953, 
Pittsburgh, 
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ÅRTHUR LecHe, Analysis of the concept of forced saving. 1953. Kentucky. 

Bertram F, LEVIN, B.A., Roosevelt, 1949; M.S., Wisconsin, 1952. Various monday and 
fiscal policies. 1953. Wacanan, 

Jomi Livincston, B.A., Ripon, 1949. Commercial bank legal reserve policy : since the 
Federal Reserve Act of 1913. 1953. Cornell. 

Ermer P. LotsHaw, B.S., Ohio State, 1948; M.A, 1949. Inflation—an Ee T 
process? 1953, Iowa. 

Jorce S. MarsHatz, Licenciado, Chile, 1941; M.A., Harvard, 1951. Monetary inflation 
and economic development in Chile, 1938-1950. 1953. Harvard. a 

G. Preston Martry, M.B.A., Southern California, 1948; B.S., 1947. A comparison of 
the economic roles of branch banking and unit banking i in California, 1920-1950, 1952. 
Indiana. ` 

LAWRENCE J. Moer, B.A., Buffalo, 1948; M.S., Columbia, 1949. Changes in reserve Te- 
quirements, commercial banks, United States and foreign nations, 193071289. 1953. 
Columbia. 

Hersert H. Mircur, B.S., Alabama, 1939; M.S., 1950. A history of EEEE bank- 
ing in North Carolina since ‘the Civil War. 1953. North Carolina. 

Jack N. OcKERLANDER, B.S., Eau Claire State Teachers, 1940; M.A., Virginia, 1949. Some 
aspects of Federal Reserve credit policy. 1953. Virginia. 

Harod F. Rasmussen, B.A., Dartmouth, 1938; MA., Columbia, 1946. Changes in real 
cash balances and Auctions in output. 1953. Columbia: 

Winnie D. Rossms, B.S., North Texas State, 1943; MBA, Northwestern, 1947. An 
analysis of. the characteristics of consumer installment loans by the principal types of 
lending institutions and of the characteristics of the borrowers of such loans. 1953.: 
Okio State. i 

THomas C. SANDERS, B.A., Harvard, 1941; M.B.A., 1943; A proposal for the revision and 
' integration of federal snd state banking regulations. 1953. Virginia. 

Francis H. Scorr, B.A., Oberlin, 1949; M.A., Princeton, 1951. Monetary and fiscal 
policies in the low countries since World War II. 1953. Princeton. 

‘Leon M. Scmor, B.A., Wisconsin, 1946. Influences, exerted on the monetary authority. 
‘1952. Wisconsin. 

Donarv W. Scotron, MS., Ilinois, 1950. A study of the negulpeion of installment credit, 
1952. INinois. z 

RicHARD SELDEN, M.A., Columbia. A- study of monetary velocity in the United States. 
1953. Chicago. 

STEPHEN F. SHERWIN, B.B.A., Wisconsin, 1949; MBA, 1951. Postwar monetary policy 
in Europe. 1954. Wisconsin: 

Jan Somat, B.A., Leyden, 1946; eee 1949. Monetary reconstruction in ‘the Netherlands. 
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Rosert W. STONE, B.A, Connecticut, 1949; MA., 1951. Post-war Hainc developments 
in Belgium. 1953. Virginia. 

Grorck M. Taoxa, B.A., Stanford, 1940; MA. 1942. Control policies of the Bank of` 
Japan, 1937-45. 1953. Columbia: 

LYELL J. THomas, B.A., Berea, 1947; M.A., Virginia, 1949. An analysis of recent proposal 
for the restoration of the gold standard. 1953. Virginia. 

Merrityn N. Truep, B.A., Oregon, 1950; M.A., Virginia, 1951. Monetary and.credit in- 
stitutions in the Middle East. 1954. Virginia. 

Liypa WEN Merr Tsao, B.A., St. John’s, 1945; M.S., Columbia, 1948. The monetary role 
of gold. 1953. Columbia. À 

BEN H. VANDENBELT, M.A., Michigan, 1950. The structure of interest rates. 1953. Michi- 
gan. 

' CHARLS WALKER, B.B.A., Texas, 1947; MLB.A., 1948. Security market policies of the 
Federal Reserve System. 1952. Peansiluania. 

Ernest W. Warxrr, B.B.A., Mississippi, 1948; M.B.A., 1948, Growth and dëejdopmehi 
of consumer credit agencies of Indiana. 1952. Didana. ; 

- Paur M. Wesster, B.S., Wisconsin, 1947; M.S., 1948. Economics of sales finance i in- 
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Coniis Wittems, B.A., Netherland School of Economics, 1947 ;. MA, Harvard, 1950. 
Dutch monetary relon: 1952-53. Harvard.’ 

Haroro Wotozr, B.S., Tufts, 1942. Control of consumer credit TE war time. 1952. Co- 
lumbia. 

Isson Wu, B.S., Chiao-Tung, 1941; M.A., Washington, 1948. Statistical investigation . of 
liquidity preference and demand for money. 1953. Columbia, 

TALHA GAHLIB YAFFI, B.Sc., Utah, 1949; M.Sc, 1950. Banking in Syria and Lebanon. 
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Business Finance; Investments and 
Security Markets; Insurance 


Degrees Conferred 


ADAM 5, ARNOLD, Ph.D., Wisconaa; 1952. The investments of seven Negro life insurance 
companies. 

WALTER G. BECKER, Ph.D, iowa, 1952. The place and significance of investment com- 
panies. | 
Francis J. Corrigan, Ph.D., St. Louis, 1952. The New York Stock Exchange: A study _ 

of economic self-government. 

RAYMOND A. FARRELL, Ph.D., Toronto, 1952. Canadian industrial dAevelontient bank. 

Joan Grrpert, Ph.D. Harvard, 1952, A functional analysis of the capital markets. . 

Oscar HARKAVy, PhD., Syracuse, 1952. The relationship between retained earnings and 
common stock prices for large, listed corporations. 

Josx K. Hayes, Ph.D., St. Louis, 1952, The economic factors involved in the manage- 
ment of a specialized investment trust.. 

Davin L. Mosconi, Ph.D., New York, 1952. The financing -of industrial Aavalopinens in 
-Colorado (as illustrated by the financial policies of leading publicly owned industrial 
corporations). 

Douctass C, Norra, Ph.D. California, 1952. The large life insurance companies before 
1906, - 

HaroLp S. OBERG, Ph. D., New York, 1952. The mutual investment company. 

Ropert E. SCHULTZ, Ph D., Pennsylvania, 1952. A study of life insurance company in- 
vestment in housing rejects: 

H. LAWRENCE WILSEY, Ph.D., Cornell, 1952. The Securities and Exchange Commission. 


Was J. Winn, Ph.D, ‘Pennsylvania, 1951. Positioning of securities on the over the 
counter markets. 
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Mirprep LaverrELL, B.A., Vassar, 1942; M.A., 1943. Factors determining cash and/or total 
current assets of industrial corporations: a statistical study. Pennsylvania. 
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Herperr M. Axrorp, B.Com., Manitoba, 1941; M.Com., Toronto, 1947. Expansion of 
medium size manufacturing gorportieus: 1953, Wisconsin. 

Kennete Bracz, Jr, B.A., North Carolina, 1948; M.S., 1950. An analysis of group 
annuities. 1953. Pennsyliaria. 

Ven-Kar Cuou, B.A., National Central; M.B.A., Wisconsin, 1948. Retail profit sharing. 
1952.. Wisconsin. 

. ALBERT H. Comen, B.B.A,, Tulane, 1946; MBA, 1948. Accounting, financial, and tax 
problems of long-term leases. 1953. Michigan. 

Manvex O. Diaz, B.A., Puerto Rico, 1942; MA. Clark, 1943, The reana of in- 
surance in Puerto Rico. 1953. Pennsylvania. 

HERSHON FREEMAN, B.A., Amherst, 1943; M.B.A., Sree 1946, Life insurance and 
organized labor in the United States. Pennsylvania. 
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Jesse E. Groster, M.L., Pittsburgh, 1947. The historical development of North Caro- . 
lina Mutual Life Insurance Company. 1954. Pittsburgh. 

ROBERT A. Hences, M.A., Illinois, 1950. Principles of financial analysis of advance- 
premium property insurance operations. 1953. IHinois. 

Ricoarp M. Hems, B.B.A., Wisconsin, 1949; MLB.A., 1950. A study of rate deviations 
and dividend policies of fre casualty insurance companies, 1953. Wisconsin, 

Frep A. HENNINGSEN, B.A., Montana State, 1946; M.A., 1948. The development, scope 
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tion Finance Corporation in war and peace, 1942-49. 1953. Columbia. 
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small insurance companies. 1952. Indiana. . 

Harris Loewy, B.A., New York, 1935; M.A., 1937. Aspects of insurance company in- 
fluence on savings. 1953. Wisconsin. 

Joen D. Lowo, B.S., Kentucky, 1942; MBA, Harvard, 1947. Methods of insurance 
agency continuation. 1952. Indiana. 

ARTHUR W. Mason, JR, B.Sc., Nebraska, 1942; M.A., 1947. Development of recent 

- legal reserve life insurance companies since 1925. 1953. Pennsylvania. 

NorMan A. Mercer, B.S., Buffalo, 1941; M.A., Harvard, 1951. cy of the electrical 
machinery industry. 1953. Harvard. 

CHartes N. Mruican, M.A., George Peabody, 1947. Church financing in the United 
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RoserT R. Moss, B.A., Yale, 1943. Developments in'the American capital markets since 
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investment company. 1952. Indiana. 
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impact of mutual funds. 1984, Pennsylvania. 
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JoHN E. Pierce, B.A., Tennessee, 1943; M.S., 1948. The integration of property forms of 
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FRANK J. SCHWENTKER, B.A, Haar, 1928. An analysis of compensation of life insur- ~ 
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Donatp Scores, B.S., Northwestern, 1916. Development and application of the annuity 
principle by U.S. legal ‘reserve insurance companies. 1953. Pennsylvania. 
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ment decisions. 1953. Chicago. 

JOSEPH SosHniIK, B.Sc, Creighton, 1941; MS., Denver, 1943, A program for providing 
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Pennsylvania. 

Morton ZEMAN, B.A. Chicago, 1943; M.A., 1948. The effect of risk and enni on 
the corporate demand for funds. 1953. Chicago. 


Public Finance 


Degrees Conferred 


Davm H. Arsrrr, Ph.D., New York, 1952. An economic analysis of the post-war national 
debt up to 1951. 

Morris Becx, Ph.D., Columbia 1952. Tax treatment of business losses. 

Harvey E. Brazer, Ph.D., Columbia, 1951. Coordination in Canadian federal finance. 

Frorent Bravit, O.M.I, Ph.D., St.-Louis, 1952. The fiscal policy of Canada since Con- 
federation. 

James Coocan, Ph.D., Harvard, 1952. Sales taxes in the Soviet Union. 

Jor S. FLOYD, JR., Ph.D., North Carolina, 1951. Interlocal tax differentials, with special 
reference to their effects on hosiery, furniture and tobacco firms in selected industrial 
states. 

Howarp S. GORDMAN, Ph.D., Michigan, 1952. Financing the highway function in St. Louis 
County: a case study in the financial practice of government at mid-century. 

WirtuamM H. Hickman, Ph.D., Stanford, 1952. The burden of state taxes borne by Cali- 
fornia families. 

Daner M. Horranp, Ph.D., Columbia, 1951. The corporation tax as a personal tax. 

FRANKLYN D. HOLZMAN, Ph.D., Harvard, 1952. Taxation in the Soviet Union. 

ARTHUR D. Lynn, JR., Ph.D. ‘Ohio State, 1951. Local income taxation in the United 
States with special reference to the state of Ohio. 

Ropert J. Scaer, Ph.D., Southern California, 1952. A reappraisal of the concept, the 
potentialities, and the limitations of fiscal policy in the United States. 

Err Scawartz, Ph.D., Brown, 1952. Studies i in the distribution of tax burdens by income 
groups—a critique. 

Rosert A. Sicaroos, Ph.D., Indiana, 1952. The history and problems of the municipal 
incomé tax in the United. States. 

Arnod M. Soroway, Ph.D, Harvard, 1952. The purchase tax and British economic 
policy, 1940-1950. 

Lee C. Sorrow, Ph.D., Wisconsin, 1952. Wisconsin’s individual income tax yield. 

Carey C. THuomrson, Ph.D., North Carolina, 1951. Financial aspects of unemployment 
compensation. 
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| Theses Completed and Accepted 


Leon J. Quinto, B.A., Columbia, 1946; M.A., 1948. The municipal income tax: the- 
answer to New York City’s post-war financial problems? Columbia. . 


Theses i in Dreneation 


een L. Burton, B.S., Oklahoma, 1942; M.S., 1948. Pressure and control exercised 
through the use of the 'grant-in-aid. 1953, Columbia. 

. Jonn J. Carrort, M.A, Michigan, 1947. Fiscal aspects of social security programs, 1953, 
Michigan, 

_Marcarer M. CHARLESWORTH, B.Com.,. Queensland, 1942; M.S., Wisconsin, 1948. Inci- 
dence and effects of taxation under monopolistic competition. 1953. Wisconsin. 

AtpHa CruNc-I Carno, B.A, St. John’s, 1946; M.A., Columbia, 1948. Income taxation 
in the federal state: a study of jurisdictional conflict. 1953. Columbia, — 

CHARLES D. Crement, B.A., Piedmont, 1946; M.A., Georgia, 1951. Trends in property 
tax exemption. 1953. Virginia. x 

Ropert P. Corumer, B.A., Reed, 1942/ Incidence and effects of taxation in the red cedar 
shingle and Douglas fir door industries, 1953. Stanford. 

rates Coox, M.A., Michigan, 1949. The economics of multi-level públi finance, 1953, 

ichigan. 

DONALD J. Daty, B.A., Queens (Canada) 1943; MA, 1948. Forecasting Canadian federal 
tax yields. 1953' Chicago. 

Davi G. Davies, B.A., Stanford, 1949: M.A., California (Los Angeles), 1952. Analysis 
of California municipal sales taxation. 1954. California (Los Angeles). ` 

Horace J, Dz Popwiy, B.A., Middlebury, 1944; M.A., Columbia, 1949, PSE tax 
liabilities. 1953. Columbia. 

Avon M. Drever, B.A., Wisconsin, 1947; M.A., 1948. Public fnance in South Dakota. 
1953. Wisconsin. . 

Watnace I. Epwarps; B.S., Miami, 1949; M.S., Wisconsin, 1950. Wisconsin inheritance 

. taxation. 1953. Wisconsin, 

Aspex M. Fawzy, B.S., Fouad I (Egypt), 1939; M.5.B.A., Denver, 1949, A comparative 
study of gasoline faxes in the U.S. 1953. Kentucky, 

LENORE Franz, M.A, Michigan, 1947. Depreciation: an pet of net income for tax 

. purposes. 1953. Michigan. 

Henry J. FRANK, B.S, Columbia, 1938; MA., Rutgers; 1947. Municipal-federal fiscal 
relations. 1953. Columbia. 

RosBert FREEDMAN, Jr, B.S., Boston, 1941; M.A, inneni 1947. Budgetary effects 
of the operation of federal lending agencies, 1953. Vale. 

Huserr H. Frrsmycer, M.A., paula 1948. Michigan state highway expenditure policy, 
1953, Michigan. 

‘Rupyarp B. Goong, B.A. Davis-Elkins, 1947; M.A., Virginia, 1952. The evolution of ‘the 
tax system of West Virginia. 1953. Virginia. , 

Joun A. Gronousxi, Jr., Ph.B., Wisconsin, 1942; M.S., 1947. Valuation of railroads for 
tax, purposes. 1952. Wisconsin., 

Peccy Hem, B.A., Duke, 1945; M.A., 1946. Financial aspects of federal irrigation, 1902- 
1930, with emphasis upon the development of repayment policy. 1953. Columbia. 

. ROBERT S. Herman, B.A, Union, 1944; M.A., Cincinnati, 1943. Revenue estimating in 
New York state government. 1953, New York. 

W. W: Hirt, B.S., Florida State, 1949; MLS., 1950. Gross receipts taxation in Indiana. 
1952. Indiana, 

James E. Jensen, B.A., Wisconsin, 1948; M.A., 1949. Deduction of medical expenses on 
income tax returns, 1953. Wisconsin. ` 

Cuartes H. Kamn, B.A., Vanderbilt, 1947; MA., ee 1950. Income sensitivity of 
state tax yields. 1953. Wisconsin, 

Hannan W, Kaun, B.A., Vanderbilt, 1947; MA., Wisconsin, 1951. _ The fiscal relations 
between state and local governments. 1953. Wisconsin. 


ý; 
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Lezanp C. Leaman, B.A. Bluffton, 1942; M.A., Ohio State, 1947. The taxation of 
financial institutions with special reference to Ohio. 1953. Okio State. 

Donor M. Lion, B.A. Harvard, 1945; M.A., Buffalo, 1948. The federal debt and eco- 
nomic activity, 1800-1950. 1953. Harvard. 

CHARLES Lockyer, B.S., Miami, 1946, M.A., 1950. Kentucky income taxes. 1953. Ken- 
bucky. 

Dars C. A EEN B.S., Kansas, 1929; M-B.A., 1937. The level of the federal personal 
income tax exemption. 1953. Minnesota. 

Wuaram Marcuse, B.A., Connecticut, 1947; M.A., 1948. The development of local 
taxation and its ‘relation to function and theory in twenty CODEC towns, 1954. 
Columbia. 

‘Joun J. McDerworr, LL.B., 1927; B. S., New York, 1934. The treaty power in relation 
to revenue and appropriation laws. 1953. New York. 

THomas E. McMituan, Je, B.A., Texas, 1947; M.A., 1948. Governmental financial 
reporting in Texas and other states, 1953. Wisconsin: 

CHALMERS A. Montertra, B.S., Miami, 1947; MLA., Ohio State, 1948. The tax burden 
on Ohio businesses, by size of firm. 1953., Ohio State. 

Frank E, Mornis, M.A., Michigan, 1949. Criteria for government lending. 1953. Michigan. 

LAWRENCE B. Myers, B S., Temple, 1945; M.A., Wisconsin, 1947. Some aspects of Swedish 
public finance. 1952. Wisconsin. 

Cuester Mysticxr, M.A., Michigan, 1949. Problems of debt management. 1953. Michigan. 

CLINTON V. Oster, B.A., Montana State, 1946; MLA., Ohio State, 1949. An evaluation of — 
the modern retail sales tax. 1952. Okie State. 

Orn §. Pucu, B.S., South Carolina, 1948; M.A., Duke, 1951. A histona and critical 
survey of selected theories of public expenditure. 1954, Duke. 

CHARLES: RATLIFFE, B.S., Davidson, 1947. The property tax in North Carolina since 1925. 
1954. Duke. 

Ricwarp Rysar, MLA., Pittsburgh, 1950. Fiscal functions and policies of the United 
States Treasury. 1954. ' Pittsburgh. 

SEYMOUR Sacks, B.S.S., City (New York), 1943; M.A., Columbia, 1948. Tax estimates 
and the business cycle. 1953. Columbia. l 

Frank W. Scurr, B.A., Columbia, 1942. Monetary policy and “the control of bank hold- 
ings of the national debt. 1953. Columbia. 

Epira G. Severo, B.A, Hunter, 1941; MLA, Wisconsin, 1943, History of the U.S. De- 
partment of the Treasury, 1789-1836. 1953. Columbia: 

. JOHN SHANNON, B.A. Notre Dame, 1947; M.P.A., Wayne, 1951. Political aspects of 
property. Tax assessment as exemplified in recent state work programs. 1953. Kentucky. 

SHERMAN Sapiro, B.A., Queens; M.A., Chicago, 1951. A theory of public expenditures: 
‘state-local expenditures in the United States. 1953. Chicago. 

- Rosert B. SHutman, M.A., Michigan, 1951. Some cyclical aspects of selected state taxes 
and tax and expenditure systems: 1953. Michigan. 

RICHARD E. Speacrz, B.A., California (Los Angeles), 1946; M.A., 1947; MA., priaeeiea: 
1949, Comparative public debt policy, 1939-1949: United States and Canada. 1953. 

Princeton. ' 

FREDERICK D. Stocker, B.A., Lehigh, 1949; M.A., Cornell, 1950. Non-property taxes as 
sources of local revenue. 1952. Cornell. , i 

Gotpre Stone, B.A., Hunter, 1943; M.A., New York, 1945. Study of the relief provisions 
of Section 722 of the Excess Profits Tax Law. 1953. Columbia. 

JEROME C. STRONG, B.A., Grinnell, 1948; MS., Wisconsin, 1949. The taxation of small 
incomes, 1954. Columbia. 

RicHarp K, STUART, B.S., Rhode Island State, 1938; M.S. 1940. Financial public im- 
provement in Maine. Pennsylvania: 

Ciara’ G. SULLIVAN, B.A., Mt. Holyoke, 1936; MA., Columbia, 1942. The value-added 
tax. 1952. Columbia. 

I-SHuan Sun, B.A., St.. John’s, 1942. An international comparison of consumption taxes. 
1953, Wisconsin. , ; 
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Miuros C. Tavor, B.S.A., British Columbia, 1939; M.S.A., 1946. ae tax a a 
tions in Puerto Rico. 1983, Wisconsin. 

Witsurn R. THompson, M.A., Michigan, 1949. International ppe of fiscal Boney: a 
regional approach. 1953. Michigan. 

Norman Ture, M.A. Chicago, 1947. Amortization allowance for depreciable sates in 
federal corporate taxation. 1953. Chicago. 

Roserr L. WrNESTONE, B.A., Oregon, 1939; M.A., 1942. Undistributable profits tax as a` 
counter cyclical device. Northwestern. 

Jesse D. WINzENRED, B.S., Wyoming, 1945; M.S., Denver, 1946. The state of Wyoming: 
a history and evaluation of financial administration. 1953. New York. ; 

Donatp T. Woop, B.A., Harvard, 1937; MLA., Columbia, 1947. A critical reexamination 
of Henry George’s principles of site rent taxation. 1953. Columbia. 

LAURENCE N. WoopwortH, B.A., Ohio Northern, 1940; M.S., Denver, 1943, United States 
taxation of income earned abroad. 1953. New York. 


International Economics 


Degrees Conferred 


Mapo R. AMBACH, Ph.B., Yale, 1952. Aspects of the International: Monetary Fund. 

Donars G. Bancer, Ph.D., George Washington, 1951. A tool of economic analysis, 

Jack N. BEHRMAN, Ph.D., Princeton, 1952. Foreign aid as a technique in attaining 
United States international objectives. 

Warrer M. BEVERACGI-ALLENDE, Ph.D., Harvard, 1952. Argentine foreign trade under 
exchange control. 

Goprrey E. Briers, Ph.D., Harvard, 1952. Shifting patterns of trade. 

Henry J. Bruton, Ph.D., Harvard, 1952. Economic growth and the pattern of trade. - 

Hvua-Caanc CHow, Ph.D., Chicago, 1952. The influence of inter-regional and international 
commodity and factor movement on the distribution of income. 

Wiiriam A. Dymsza, Ph.D., Pennsylvania, 1952, Private long-term investments in South 
America: an inquiry into their economic effects upon the area. 

Harry C. M. Eastman, Ph.D., Chicago, 1952. Postwar Canadian commercial policy. 

FRANK H. Gotay, PhD., Chicago, 1951. The evolution of payments agreements in 
Western Europe under the E.C.A. 

Ropert W. Harrovcron, Ph.D., Iowa, 1952. Partnership control of aeon equity 
capital. 

Joserg A, Hasson, Ph.D., Chicago, 1951. Stabilization attempts i in a “dependent” economy 
and the effects on its balance of payments—a case study of Australia. 

Heren Hunter, Ph.D., Harvard, 1952. United States international trade in wood pulp; 
a case study in international trade. 

Nmap Nazem Ipranrm-Paswa, Ph.D., Columbia, 1951. Foreign trade and the Syrian 
economy. 

` Ermu MADISON, Ph.D., New York, 1952. International investments in the oil industry. 

Wit E. Mason, Ph.D., Princeton, 1952. The classical theory of adjustment to unilateral 
capital transfers. 

Warrer J. Mezan, Ph.D., Oregon, 1952. The nature of long term capital movements and | 
` unilateral transfers in the international balance of payments. 

Krisna Moman, Ph.D., Wisconsin, 1952. Capital imports and Japanese economic de- 
velopment, 1870 to 1931. 

Gorpon N. Perry, Ph.D., Harvard, 1952. The GATT: a postwar experiment in the 
limitation of retaliation a4 commercial policy. 

Joun M. Prav, Ph.D., Chicago, 1951. U.S. relations with Italy, 1920-1950. 

Epwin P. Reusens, Ph.D., Columbia, 1952. Foreign capital in economic development. 

Witson E. Scumapt, Ph.D., Virginia, 1952. Multiple exchange rates in Latin America. 

Nīicoras SPULBER, Ph.D., New School for Social Research, 1952. The economic relations 
between the U.S.S.R. and the Eastern European countries after World War II. 
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LELAND B. Yeacrr, Ph.D., Columbia, 1952, An aano of freely-fluctuating E 
rates. - 


Theses Completed and Accepted 


Cuartes M., Ramsey, B.A, Duke, 1920; M.A., Cornell, 1925; M.A., Harvard, 1928. Inter- 
national trade of the United Kingdom, 1914-1925. Harvard. 


~ 


Theses in Preparation 


Wriutam R. ALLEN. Modern American tariff debates and the Reciprocal Trade Agree- 
ments program. 1952. Duke. 

Howagp K. AMMERMAN, B.S., Kentucky, 1941; M.A., Chicago, 1950. Canadian devalua- 
tion, 1949, 1953. Chicago. 

ÅTHANASSIAS AwastassiapEs, M.A., Pittsburgh, 1951. Export control as a tool of national 
policy. 1952. Pittsburgh. 

Graypon K. Anperson, B.A., Willamette, 1938. The economics of the Marshall Plan. 
1952. Wisconsin. . 

Danie, Arr, B.S.S,, City (New York), 1942; M.A., Columbia, 1948, The terms of 
trade, a theoretical and statistical analysis. 1953. Columbia. 

Panir W. Bert, B.A., Princeton, 1947; M.A., California, 1948; M_A., Princeton, ©1950. 
The sterling area as a multilateral trading system and its problems, 1946-1950. 1952. 
Princeton. 

CHARLES S. Benson, B.A, Princeton, 1943; M.A., Columbia, 1948. United States imports 
of primary commodities since 1870, 1953. Columbia. 

RacHam Source BHATIA, BA., Punjab, 1945; M.A., Indiana, 1950. Role of foreign invest- 
ment in the economic development of South Asia. 1953. Columbia. 

Harry R. Breoerman, B.A., California (Los Angeles), 1948; M.A., Columbia, 1949, 
International aspects of the US. agricultural policies. 1953. Columbia. 

Royvatt Branpis, B.A. Richmond, 1940; M.A., Duke, 1947. Some factors affecting cot- 
ton exports. 1952. Duke. 

Marcus C. Bruun, B.Ed., Eau Claire Teachers, 1934; M.A., Minnesota, 1942. Swedish 
balance of payments, 1920-1950. 1953. Wisconsin. 

Bur Bron, B.A., Oslo, 1943; MA., Fletcher School of Law and Diplomacy, 1948. Inter- 
national maritime policy. 1953. Fletcher School of Law and Diplomacy. 

Roserto DE OriverrA Cameos, Brazil, 1932; M.A., George Washington, 1947, Terms of 
trade and economic development. 1953. C olumbia: 

Curis A. Carratt, M.A., Tulane, 1949. A survey and economic evaluation of the foreign 
trade of Florida. 1952. Florida. 

Epwarp J. Cuammers, B.Com., British Columba, 1945; B.A, 1946; M.A., 1947. Argen- 
tina’s postwar balance of payments, 1953. Nebraska. 

Kuo-Sur CHaxNo, B.S., Great China (Shanghai), 1947; M.S., Ilinois, 1950; MA., 1951; 
Great Britain’s commercial policy—changes in the interwar’ period. 1953. Illinois. 

Youxrenc Cmuanc, M.A., Chicago, 1951. British devaluation in 1949. 1953. Chicago. 

I-Nren Cmex, LL.B., Ching-Hwa, 1944; M.B.A., Denver, 1947. Analysis of Hong Kong 
trade. 1953. Minnesota. 

Harry B. Crewson, B.A., Wooster, 1935; M.A., Ohio State, 1948. Egyptian balance of 
payments~~1920-1952. 1953. Okio State. l 

Berty Lou Cross, M.A., Minois, 1950. An international investment board for economic 
development. 1953. IRinois. 

Wiiriam B. Daze, B.A., Michigan, 1944; M.A., Fletcher School of Law and Diplomacy. 
Full employment and American foreign policy. 1953. Fletcher School of Law and 
Diplomacy. 

MAURICE D'ARLIN, M.B.A., Pennsylvania, 1945. Qualitative tariff classifications. New School 
for Social Research. 

Nazim AumeEp Derr, B.Com., Fouad I, 1944; M.A., Chicago, 1951. Egypt’s post war II 
balance of trade. 1952. Chicago. 
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FRANCOIS M. Dickman, B.A.. Wyoming, 1947; MA., Fletcher School of Law and 
Diplomacy. The economic foreign policy of the US. in Western Europe from 1945-48. 
1954. Fletcher School of Law and Diplomacy. 

Ropert R. Duce, Je, B.S., Rutgers, 1945; M.A., California (Los Angeles), 1950. The ` 
Export-Import Bank and economic development. 1953. Cornell, 

Gorpon J. Dosson, B.A., Saskatchewan, 1948; M.S., Ohio State, 1949. The interna- 
tional wheat agreement. 1952, Ohio State. 

Loreto M. Doxincuez, M.B.A., Harvard, 1941; MA, 1942. Industrialization and foreign 

. trade: their role in the economic development at Latin America. 1952-53. Harvard. 

ANNA B. Dutra, B.A., Brooklyn, 1939; M.S.S., New School for Social Research, 1940. 
The role of Germany in the continental European pattern of trade, DAIR 1953. 
Columbia. l 

Maurice C. Ernst, B.A., Yale, 1948. Belgium’s monetary and foreign shee policy : . 

1944-51. 1953. Columbia. 

-Ropert F. Fuxrov, B.A., California (Los Angeles), 1949; M.A., 1951. The Schuman Plan: 
an analysis of the integration of the European coal end steel ‘industries. 1953. Cakfornia 
(Los Angeles). 

Kort Frexner, B:S., Johns Hopkins, 1946. The European Payments Union: its aims and 
prospects. 1953. Columbiu. 

Wuaram C. Freund; B.B.A., City (New York), 1949; MS., Columbia, 1950. The most- 
favored-nation clause in United States commercial policy, 1922- 1952: A study in equal 
treatment. 1953. Columbia. 

Jonn O. GALLAGHER, B.A., Tufts, 1943; WLA., Fletcher School of Law and Diplomacy, 
1948. The London Monetary Conference of 1933. 1952. Fletcher School of Law and 
Diplomacy. 

Rosert F. Gemt, B.A., Swarthmore, 1947; MA, Pennsylvania, 1948. The postwar 
German balance of payments, 1953. Hard. 

Rorr Hayn, B.A., Indiana, 1944; M.A.) 1948. Peruvian foreign ee 1929- 1950. 
1952. Wisconsin. ~ 

Ernest E. Heownace, M.SSc., New School for Social Research,.1943;. M.B.A., New 
York, 1946; M.A., 1951, Reciprocal -trade policy of United States with Latin America. 
New. School for: Social Research. 

Waram C. Hoxwrncer, B.A., Swarthmore, 1947. Inventory cycles and international. equi- 
librium. 1953. Massachusetts Institute of Technology. 

Rosert Horxme, B.A., New Zealand, 1947. Functional regionalism--a pattern of inter- .- 
national organization in the economic and social fields of the U.N. 1953. New York. 

Cm-Mıno Hov, LL.B., Catholic (Peiping), 1945; M.A., Oregon, 1949. A comparative | 
study of the role of foreign capital, in China and India’s economic development, 1953. 
Columbia. 

Tomas Hover, B.A., Washington, 1948; M.A., New York, 1949. The development of 
international organization in the field’ of inter-governmental Commodity arrangements. 
1953. New York. 

Haroro L, Horcas, BA, Chicago, 1935; MAs 1936. TEA ana the launching of 

` the Marshall Plan, 1953. Chicago. 

. Gzorcz M. Iwanaxa, B.A., Hamline, 1945; M.A., Ohio State, 1947, Bilateral trading in 
theory and practice. 1953. "Wisconsin. 

Wuarnam Jaracz, B.S., Harvard, 1946; M.B.A., Pennsylvania, 1948. Foreign commercial 

policy of 1952. 1953. Pennsylvania, 

Heinz Jauce, B.S., City (New York), 1942; M.A. New York, 1947. Rélationship of 
concentration of industry to international trade: 1953. Columbia. 

RALPH ‘Kaminsky, B.A., Manitoba, 1947. Canadian aperies in: foreign exchange con- 

-~ trol. 1953. Columbia. 

RicHarp S. Lanpry, B.A., Amherst, 1938; MA, Chicago, Rii: Unfair competition in 

foreign trade. 1952. Chicago. 

CHo-Tinc Mao, BS. St. John’s, 1946; M.B.A,, Northwestern, 1950, China’s fiscal policy - 
in relation to industry. Northwestern. 
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Gn M. Merr, B.A., Reed, 1947; B.Litt., Oxford, 1952.. British foreign investment and 
the process of international economic development, 1870-1913. 1953. Harvard. 

Tortiey Metros, B.A., Columbia, 1947; M.A., 1948. Norway's national income and balance 
of payments, 1946-52; a case study in the relationship between domestic policy and inter- 
national economic equilibrium, 1954. Columbia. 

Seymour H. Muer, B.A., Chicago, 1939, Portes rr control in France, 1939-1952. 
1954. Columbia. 

SuBIMAL Mooxeryet, M.A., Calcutta, 1946; M.A, Harvard, 1950, The sterling area. 1952. 
Harvard. oe 

Russert J. Morrison, B.A., Saskatchewan, 1944; MA, Toronto, 1947. Trends in 
Canadian wheat policy. 1953. Chicago. 

Norman W., Mosuer, B.A., Maine, 1943; M.A., 1947; MLA, Fletcher School of Law and 
Diplomacy, State trading and Great Britain: a case study of state trading, methods of 
its implementation, the effects on the national economy and its relation to multi- 
lateral trade. 1953. Fletcher School of Law and Diplomacy. 

Dante, P. Moyniman, B.N.S,, Tufts, 1946; B.A., 1948; M.A, Fletcher School of Law and 
Diplomacy, 1949. United States and the international labor organization. 1953. Fletcher 
School of Law and Diplomacy. 

Jonn. R. Nicsoxrs, B.A., Baldwin-Wallace, 1941; M.A., Ohio State, 1946. U.S, private long 
term foreign investment for Point Four. 1953. Okio State. 

Maxwe.i Ossr. Intra~European movements of capital in the postwar period, 1953. Chi- 
cago. > 

Per G. Outi, Fil. Kand., Stockholm, 1948; Fil. Lic.) 1949. Postwar commercial policies 
in Europe. 1952-53. Harvard, ji 

Ropert W. Otrver, B.A., Southern California, 1943; MA., Princeton, 1947, The Inter- 
national Bank for Reconstruction and Development. 1953. Princeton. 

Epwin 5. Overman, M.S., Oklahoma A. & M., 1947, Economic development of Turkey 
and American aid. 1952. Oklahoma A. S&M.. 

SHANTILAL N. Pater, B.Com., Sydenham, 1946; M.B.A., Pennsylvania, 1948. seen 
relations between India and Pakistan. 1953. Pennsylvania. 

RAMCHANDRA V. PATWARDHAN, B.A, Bombay, 1938; LL.B, 1941; M.A., New School 
for Social Research, 1950. Possible development of a regional system in Southeast Asia. 
1953, New York. , 

RICHARD PERLMAN, B.A., Cornell, 1947; M.A., Columbia, 1949. Balance of payments 
problems of developing countries. 1953. ‘Columbia. 

Rupotpa A, Posrwercer, B.S., Wisconsin, 1950; M:S., 1951. A reformulation of the 
comparative cost doctrine. 1953. Wisconsin. 

Joas H, Regy, B.S., Minois, 1939. Recent thought on balance of payments equilibra- 
tion through ercinnge rate adjustments. 1953. New -York. 

Roxrngey Rosrnson, B.A., McMaster, 1947; M.A., Toronto, 1948. Aspects of monopolistic 
competition in atema onal trade. 1953. Massachusetts Institute of Technology. | 

Henry Scuioss, B.A., Nebraska Wesleyan, 1946; M.B.A., Columbia; 1948. Bank for 
International Settlements reconsidered. 1953. Columbia. 

Wittarp D.. SHARPE, B.A., Carleton, 1947; M.A. Harvard, 1949. France in the great 
depression; particular attention to Blum Experiment of 1936-37. 1953. Harvard. 

Mary A, SHULMAN, M.A., Michigan,.1948, The changing pattern of foreign United 
States trade—prewar and postwar, and its relationship to location theory. 1953. 
Michigan. 

Epwarp SEGEL, B.A., Brooklyn, 1946; M.A., New School for Social Research, 1948. The 
terms of trade and economic development. New School fer Social Research. 

GERALD SRKIN, B.A., Harvard,. 1942; M.A., Columbia, 1948. The effects of the British 
devaluation of the pound. 1953. Columbia. 

Herman T. SKOFIELD, B.A., New Hampshire, 1947; M.A., Fletcher School of Law and 
Diplomacy, 1948. Private foreign investment. 1954, ii School of Law and Di- 
plomacy. . 

Davin W. Siarer, B. Comm., Manitoba, 1942; B.A., Queen’s (Canada), 1947; MA., Chi- 
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~ cago, 1950. Production adaptations in international economic adjustments. 1953. Chicago. 

Aucustus W, SPRINGER, JR, B.A, Michigan, 1946; M.A. Virginia, 1951. Recovery of 
foreign trade in the postwar economy of Japan. 1953. Virginia. 

Irvine Stonz, B.S.S., City (New York), 1946; M.A., Columbia, oe ‘Changes in British 
overseas investment, 1939-1945. 1953. Columbia. 

Wurm B. Tompson, B.A., Michigan, 1945; M.A., Columbia, 1947, American petroleum ` 
exports, 1861-1911. 1953. Columbia: 

Davin C. Townsend, B.A., Cornell, 1948; MA, Michigan, 1949. A study of interna- 
tional monetary blocs or cohesion. 1953. Losana State, 

Donard M. Troup, B.S., Mt. St. Mary’s, 1943; M.A., Catholic, 1948. Lend Lease; a new 
approach to the problems of intergovernmental debts. 1954. Catholic, 

Dowatp H. Voss, B.A., Princeton, 1947; M.A., 1949. The changing structure of the in- 
struments of commercial policy. 1953. Princeton. 

GEORGE WALDSTEIN, BÄ., Harvard, 1948; M.A., 1951. The outlook for Japanese foreign 
trade. 1953. Harvard. 

Mervyn Werner, B.Comm., McGill. 1943; B-Ph., “Oxford, 1948. Programs of financing 
foreign economic development. 1953. Johns Hopkins, 

Lzonard W. Weiss, B.S., Northwestern, 1945; M.A., Columbia, 1949, The colonies in the 
sterling area balance at payments, with special reference to capital movements. 1953. 
Columbia. 
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' Ejwin B. Frurpo, B.S, Missouri, 1947; MLB.A., Obio State, 1948. Analysis of methods ' 

of sustaining profit-sharing’ plans through profitless years, 1953. Ohio State. 

' Joun F. L. Gamard, B.A, Sacred Heart Seminary, 1939; M.S., Catholic, 1942. Some 
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war pattern bargaining in selected industries. 1953. Harari. 
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investment program: a defense of the Monnet Plan, 1952. Harvard. 
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T. Donard Rucker, Ph.D., Syracuse, 1952. State regulation of strikes and privately owned 
public utilities with particular emphasis on Illinois, Minnesota, and New York. 


: Theses Completed and Accepted 
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HARRY ALVIN MILLIS | 
Thirty-sixth President of the American Economic Association, 1934 


Harry Alvin Millis was born in Paoli, Indiana, May 14, 1873. He died in 
Chicago June 25, 1948. 
After receiving his A.B. degree from Indiana University in 1895 and his 


_ M.A. in 1896; Millis went to the University of Chicago. Among his fellow 


students were Wesley C. Mitchell, H. Parker Willis, Henry R. Hatfield, 
An Davenport, Simon James McLean, and George G. Tunell. He received 
his Ph.D. degree there in 1899 and after teaching at the Universities of 


, ene, Stanford, and Kansas for a number of years, he returned to the 
Unive 


tsity ofpChicago in 1916. In 1928, he became chairman of the Eco- 
nomics Départment, which post he held until 1938. 

Professor Millis was very active in the affairs of the Association. He was 

a member of the Executive Committee 1921-23, chairman of the Program 

Committee in 1984, a representative on the Social Science Research Coun- 

cil, 1930-35, and President of the Association in 1934. The title of his presi- 


dential address was, “The Union in Industry: Some Observations on the 


Theory of Collective Bargaining.” Although he was best known for his 
work f the field of labor, his early interest was in public finance. He did 


_.=practical.and pioneering work in scientific tax assessments when he was 


“2 


still an assistant professor at Stanford and he participated in the organiza- -` 


~ 'tion`of the National Tax Foundation in 1907. we 
wi PREE r Millis also served as director of the National Bureau of 


Economic Research and was a founder and director of the Agricultural - 


` Economics F oundation. 


* 


` Throughót*most of his career, he was engaged in some kind of public 
service. From 1908 to 1910, he was director of investigations for the Rocky 
Mountain and Pacific states for the United States Immigration Com- 


_ missi@n; he directed a,stuély of health insurance for the state of Illinois 





_ in 1917; from 1919 to 1921 he was chairman of the Trade Board of the 


Chicago Men’s Clothing Industry and from 1921 to 1923 and 1937 to 1940 
chairman of the Board of Arbitration; he was a member of the first National 


_ Labor,Relations Board from 1934 to 1935 and chairman of the Board from 


1940 to. 1945, when failing health forced him to resign. In the fall of 1945, 
he returned to the University of Chicago to become senior adviser to the 
newly' formed Industrial Research Center and, to begin the analysis of 
the development of our national labor policy which he had helped so 


_ much to formulate. 


“Millis’ writings were chiefly in the field of industrial relations. The most 
authoritative and comprehensive work is perhaps the three-volume series 
of the“Economics of Labor, done in collaboration with: Royal E. Mont- 
gomery, of Cornell University. The Twentieth Century Fund industry 
studiéssin How Collective Bargaining Works which he planned and edited 
set the pattern for many case studies in this field, and his last project, 
doneñiņ collaboration with Emily Clark Brown, of Vassar College, From 
Wagner Act to Taft-Hartley, was nearly completed at the time of his death. 

A memorial, prepared by E. Ç. Brown, P. H. Douglas, F. H. Harbison, 
Louis Lazaroff, W. M. Leiserson, and S. E.,Leland, was published in the 
June, 1949, American Economic Review, pages 742-750. 


-^ Number 36 of a series of photographs of past presidents of the Association, 
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ELASTICITIES, CROSS- ELASTICITIES, AND | 
MARKET RELATIONSHIPS ~ 


By RoBERT L. Brsxop* 


A number of attempts have been made to distinguish the various 
types of market situation of sellers in terms of implied elasticities and 
cross-elasticities of demand. The use of cross-elasticities to characterize 
competitive relationships between firms seems to have been suggested 
first by Kaldor:! The same conception was then developed more fully 
by Triffin.? The interpretations advanced by these two pioneers have 
subsequently been adversely criticized by a number of writers, most of 
whom have proposed alternative interpretations of their own.’ As a re- 
sult, there is still no settled consensus as to what elasticities and cross- 
elasticities really. are implied by the various market situations of pure 
and mixed monopoly and competition. The differences of opinion that 
have been expressed reflect, it seems to me, both some relatively simple 
misunderstandings and some fundamental inherent difficulties. 


* The author i is E professor of economics at the Massachusetts Institute of Tech- 
nology. He wishes to express special indebtedness to Joe Bain for his constructive criticisms 
and for having corrected at least one major error in the first draft of- this paper: 


1 Nicholas Kaldor, “Mrs. Robinson’s ‘Economics of Imperfect. Competition,’ ” Economica 
(new series), Aug. 1934, I, 335-41, esp. 335 and 340; and “Market Imperfection and Excess 
Capacity,” Economica (new series) , Feb. 1935, I, 33-50, esp. 35 and 46. 


2 Robert Triffin, Monopolistic Competition., and General Equilibrium Theory (Cambridge, 
1940), esp. pp. 102 ff. - 


35. Weintraub, “The- Classification of Market Positions: Comment,” Quart. Jour. Econ. bs 
Aug. 1942, LVI, ‘666-73; E. F. Beach, “Triffin’s Classification of Market Positions,” Can. 
Jour. Econ. Pol. Sei., Feb., 1943, IX, 69-74; Theodore Morgan, “A Measure of Monopoly in 
Selling,” Quart. Jour. Econ., May 1946, LX, 461-63; William Fellner, Competition Among the 
Few (New York, 1949), pp. 50-54; A. G. Papandreou, “Market Structure and Monopoly 
Power,” Am. Econ. Rev., Sept. 1949, XXXIX, 883-97; and E. H. Chamberlin, “Measuring 
the Degree of Monopoly and Competition,” a paper delivered at a round table of the Inter- 
national Economics Association at Talloires (Haute Savoie), Sept. 3-8, 1951, to be pub- 
lished in late 1952 or early 1953 in a collection of the round table papers provisionally 
titled Monopoly and Renae and ther Regulation. 
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I. The Bastc Types of Market Situation 


A principal advantage of the elasticity and cross-elasticity technique 
of market classification is its flexibility in characterizing market rela- 
tionships that are asymmetrical, either because the firms do not con- 

"stitute well-defined “groups” or because the firms differ greatly in size. 
' In order to straighten out the logic of implied elasticities and cross- 
elasticities, however, it is well to concentrate first on the relatively 
straightforward cases involving (a) a reasonably sharp grouping of 
related firms, at least from the ¿th firm’ s point of view, and (b) no 
strong asymmetries. i 

Accordingly, the following are the principal- alternative situations of ` 
a simple and symmetrical kind in which the ith firm may find itself, to- 
gether with the fundamental characteristics of each: 

1. Pure conipetition—many other producers of perfect substitutes, . 
_with no member of the group producing more than a small fraction of 
the total output of all; 

2. Pure oligopoly—at least one other and at most few other producers 
of perfect substitutes, with each firm progucing a substantial fraction © 
` of the total output; 

‘3. Differentiated competition—many other producers of relatively 
close but imperfect substitutes, with each firm PPO a small fraction ` 
of the combined output; . 

4. Differentiated oligopoly—at least one md at most few other pro- 
ducers of relatively close but imperfect substitutes, with each firm pro- 
ducing a substantial fraction of the combined output; 

5. Pure monopoly—no other producers of even relatively close sub- 
‘stitutes, with the :th firm producing only a small part of the whole 
economy’s output. 

The fact that perfect substitutes arè produced by one or more other 
firms.is thus the distinguishing feature of “pure” competition or oli- 
gopoly, by contrast with the imperfect substitutes under “differentiated” 
competition or oligopoly. Similarly the ‘Smanyness” of the rival firms. 
is the common characteristic of “competition,” pure or differentiated, 
by contrast with the “fewness” of rivals under either form of ‘“‘oligop- 
. oly.’ This rough contrast in terms of number and size of firms, how- 
ever, only stands for a more fundamental one in terms of market be- 


4 Obviously, “competititan’” is being used here in a narrow sense, simply in contrast to 
“oligopoly.” There is a broader meaning, of course, that includes oligopoly as a competitive 
relationship also, 

Of the terms I use, the only one that has not been widely used before is “differentiated - 
competition.” It fits very well, however, with such familiar terms as pure competition, pure . 
oligopoly, and differentiated oligopoly; and some such term, it seems to 'me, is badly needed 
‘as.a substitute for the lengthy “monopolistic Se a with large numbers” or the ponder- 
ous “atomistic heteropoly.” 
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havior: the essential feature of ‘ ‘oligopoly”’ is ‘a significant interdepend- 
ence between the price-output decisions of a given pair of rival firms, ` 
there being no such interdependence under the atomism of “competi- 
tion.” Finally, a “pure monopoly” is also characterized by substantially 
complete independence of its business decisions from those of any other 
one firm in the econony, but for the reason that there are no close sub- 
stitute products. It is significant that oligopolistic interdependence is 
avoided both when there are many, relatively close pee aes and 
when there is none. 


Il. The Concepts of Elasticity and Cross-Elasticity 


A main reason for the chaos of disagreement in this area is that in- 
sufficient care has been taken to specify exactly what. kinds of elastici- 
ties and cross-elasticities are being used. Oddly enough at this late date, 
it must first be.emphasized that the concepts in question are ‘elasticities 
and cross-elasticities of demand. This is necessary because some writers 
have casually qualified the concepts with supply restrictions—not con- 
sistently, to be sure, but only in the case of pure ‘competition. As will be 
brought out later, these writers have not stopped to notice the profound 
anomalies that are implied by their half-breed supply-demand elastici- 
ties; nor have they worried about the inconsistency of applying one 
kind of test to pure competition and a quiz different one to the other 
market situations. 

Second, it is necessary to specify the ceteris paribus assumptions that 
underlie the demand functions with respect to which the elasticities 
_ and cross-elasticities are defined. This choice narrows down to “other 
prices” versus “other quantities.” In the oligopolistic cases, of course, 
neither of these ceteris paribus concepts is even approximately “reall 
istic,” since oligopolistic interdependence implies that other firms typi- 
cally will readjust their prices and quantities in response to. a price- 
quantity move by the tth firm. But this does not justify attempting to 
incorporate these actions and reactions in a set of mutatis mutandis de- 
mand functions in the present context (even if oligopoly were sufficiently 
determinate for this to be confidently done). Since the sole purpose of 
the present analysis is to distinguish the various possible market rela- 
tionships, it is obviously necessary to use tests that are uniform in their 
application. This consideration alone limits us to the ceteris paribus con- 
cepts. After all, our purpose is not the ambitious one of solving the 
oligopoly problem, but only of identifying its existence; and this can 
be done in terms of what would happen #f other prices (or other quanti-: 

ties) are constant, whether or not they are likely to be so in actuality." 


t Weintraub is the only one of Triffin’s critics to have suggested explicitly that cross- 
elasticity be redefined in terms of the actual change of one firm’s quantity in the light of the. 
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There are two species of elasticity and cross-elasticity that have been 
used to describe the competitive situation of a given firm. One is the more 
usual price elasticity, which measures the percentage change in a quan- 
tity induced by a given percentage change in a price, with other prices ` 
constant. The other is a quantity elasticity, and. it measures the per- 
centage change of price induced by a given percentage change of quan- 
tity, with other quantities constant. The one is not simply a reciprocal 
of the other (although it may be approximately so in some situations), 
because the two species involve different ceteris-paribus assumptions— 
“other prices” in the one case and “other quantities” in the other. 

A. The Price Elasticities. Conventional price elasticities, both “‘own”’ 
and “‘cross,” are based on the following conception of demand for the 
products of all the various firms in the economy, where q is quantity 
demanded, » is price, and subscripts refer to firms: 


Qi = Qi(pi, fa, +++ fis >> Py De) 
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“Own” elasticity is then of the form, E,;= [(3q:/3p) -(p:/¢;) |p, which 
. signifies the ratio of the percentage change of quantity that customers 
would like to buy from the ith firm to an infinitesimal percentage change 
of that firm’s price, with all other prices constant but with the quantities 
that customers would like to buy from other firms varying as the buyers 
see fit. Cross-elasticity is of the form, E,;= [(0q;/0;) -(p:/qs) |p; and it 
' has an analogous verbal interpretation—the ratio of the percentage 
change of the jth quantity demanded to an infinitesimal percentage 
change of the ith price, again with other prices constant. 

B. The Quantity Elasticities. Quantity elasticities are defined with 
respect to a contrasting conception of demand price as a function of 
quantities supplied: 


actual change of its price induced ‘by a given change of another firm’s price (op. ch., pp. 668- 

71); but similar improvisations seem to be just below the surface of some of the misgivings 
expressed by others of Triffin’s critics as well. Cf. Triffin’s “Reply” (with which I quite agree), 
following Weintraub’s note (pp. 674-75). Weintraub himself points out very well the anom- 
alies of his own proposal—e.g., the reversed sign of “cross-elasticity” when a price cut by an 
oligopolist leads to matching price cuts by his rivals and a consequent increased quantity 
ny by all. As Triffin aptly remarks, such “odd results” flow from Weintraub’s proposal, not 

own. 
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These demand-price functions are the inverse of the demand-quantity 
functions Immediately above. For the present, these demand-price func- 
tions are assumed to be determinate and single-valued—that is, mono- 
tonic and without vertical ranges of indeterminate demand price at one 
or more quantities. The possibility of such indeterminacy will be com- 
mented upon later. 

Simple elasticity is then e;;=[(0p;/0q,) . (q:/Ż:)la, the ratio of the per- 
centage change of price that customers are willing to pay for the prod- 
uct of the ith firm to an infinitesmal percentage change of the quantity 
offered by that firm, with all other firms’ quantities constant but with 
their prices varying as needed to clear the market. Cross-elasticity of 
this type is ej;= [(9p,/0q:).(9:/Ps)]q, the ratio of the percentage change of 
one firm’s price to an infinitesimal percentage change of another firm’s 
quantity, again with all other quantities constant. 

E,; and e; are both negative in all usual cases. To simplify verbal dis- 
cussion, when I speak of them as being. large or small this should be 
understood to refer to aoe absolute values—without regard to sign. 
- The two coefficients of “own” elasticity, although only very rarely ex- 
act reciprocals, are ree approximately so in the non-oligopolistic 
cases, when it makes no significant difference whether “other prices” or 
“other quantities” are held constant.’ 

The cross-elasticities Ej; and E,; are positive between competitors 
and negative between complementary firms; but such elasticities as e; 
and e,;, by contrast, are negative for competitive firms and positive for 
complementary ones.’ Since I shall be mainly concerned with competi- 
tive relationships, I adopt the same convention as above in referring to 
large and small magnitudes of e; and e; without regard to sign, the ` 


6 E;; reflects the Bertrand assumption of other prices constant, while ¢;; reflects the Cournot 
assumption of other quantities constant. Under oligopoly, of course, the two assumptions have 
greatly contrasting implications, and accordingly neither is realistic; but in the absence of 
oligopolistic interdependence the two assumptions are approximate equivalents, so either is at 
least roughly acceptable as a model of realistic behavior. 


7 The mathematician would say that the matrix of all Æ; terms is the algebraic “inverse” of | 
the e; matrix. 
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negative value of those coefficients being understood from the context 
of the competitive relationship. - 

Although E; and e: have a superficial appearance of being recipro- 
cals—and similarly E; and e,;;—~they are not. For one thing, they 
typically differ in sign; and, in general, the effect on the jth quantity of 
a change in the ith price (with all other prices constant and other 

- quantities changing as they may) is a quite different phenomenon from 
the effect on the ith price of a change in the jth quantity (with all other 


quantities constant and the other prices changing as they may). Sim- . 


larly, there is no necessary presumption that E; and Eor ez and 
e; are exactly or even approximately the same, except by the accident 
of symmetry in the‘actual market relationships between the two firms.® 


UI. The Current Conflicts of Interpretation 


The widest and clearest of the differences of opinion among the vari- 
‘ous writers on this subject are those between Trifin and Chamberlin; 
so it is convenient to take these two authorities as the main iain 
in-the debate. 


. According to Triffin, as the TE E E Ey is (1) haat: (2) posi- — 


tive finite, or (3) zero, this represents a progression from (1) homo- 
geneous competition (7.e., pure competition or pure oligopoly) to (2) 
heterogeneous competition (i.¢., differentiated competition or differen- 
tiated oligopoly) to (3) pure monopoly. Triffn then distinguishes the 
‘subcases in the first two categories according as the cross-elasticity ej; 
is (a) negative small, implying atomistic competition, or (b) negative 
large, implying an oligopolistic or “circular” relationship.®? 


$ As measures of the competitiveness .or complementarity of the products ¢ and j, such 
coefficients as Ez and Fy should not be confused with Hicks’s measure—Value end Captial 
(Oxford, 1939), Appendix, pp. 309-12. The latter is a simple cross-derivative rather than a 
cross-elasticity; and, even more important, it refers to a “compensated” change of both 
price and income (with all other prices constant) such that the income effect of the price 
change is eliminated. Although it is not intuitively obvious, there happens to be a necessary 
symmetry in Hicks’s measure, whereby “compensated” 0q,;/0; equals “compensated” 
8q;/8p; for each individual consumer. Whenever Hicks’s measure implies “strong” com- 
petitiveness or complementarity, however, the cross-elasticities Hj; and E would ordinarily 
do so too. 

* Triffin’s tests are always formally stated in terms of Ex; (the effect of a change in the jth 
price on the #th quantity) and ej (the effect of a change in the sth quantity-on the jth price). 
‘In one sense, this pairing is well suited to his testing of circular versus non-circular relation- 
ships:.¢;; poses the question whether or not a change of quantity by the ith firm will affect 
appreciably the jth firm’s price, and if it does, Ex; poses the additional question whether or 
not further changes of the jth price (in accordance with that firm’s policy) will appreciably 
affect the sth quantity—both effects being necessary to establish the oligopolistic “circularity.” 


From -the point of view of the ith firm, on the other hand, it seems anomalous to use sy í 


rather than Ez, especially when analyzing the significance of this type of cross-elasticity for 
its own sake; for the effect of changes in the #th price on the jth quantity then seems to com- 
mand prior interest. Triffin did not treat this problem explicitly, perhaps because he was as- 


suming symmetry between firms 7 and 7. With symmetry, of course, it makes no difference—~- 


$ 
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‘Chamberlin, by contrast, thiriks that cross-elasticity with reapect to’ 
price, Ey; or En, distinguishes merely (1) non-oligopolistic or “isolated” 
selling from (2) oligopolistic or “non-isolated” selling, according as this 
coéfficient is (1)-zero or (2) greater than zero. He then distinguishes (a) 
heterogeneous from (b) homogeneous products according as the “own” 
elasticity Ex is (a) finite or (b) infinite. Chamberlin, incidentally, 
makes no attempt to distinguish differentiated competition from pure ` 
monopoly (as here cranes in his ew, both imply a finite Eis and a ` 
near-zero Ey or Ep.” 

Clearly, Triffin and Chamberlin have remarkably different under- 
standings of what the cross-elasticities E,; and E; signify. To Chamber- 
lin, this type of cross-elasticity significantly different from zero is an 
unfailing sign of oligopoly, while Triffin thinks it is nothing of the kind 
-—that phenomenon requiring an entirely different test.in his scheme. 
Even more specifically, where Triffin represents pure competition as 
implying infinite cross-elasticity with respect to price, and differentiated 
competition as implying merely finite values of that coefficient, Cham- 
berlin thinks that cross-elasticity must be zero (or nearly so) in both of 
these cases. Obviously something is very wrong somewhere.” 


IV. The Significance of Cross-Elasticity With Respect to Price 


To investigate the central disagreement between Trifin and Cham- 
berlin, imagine a group of 101 firms producing differentiated but closely 


Ey; and Ej can be used more or less interchangeably; but, in anticipation of some later dis- 
cussion of asymmetries, I prefer to pitch my own discussion primarily in terms of Ey. — 

10 This is more or less in accord with his long-standing conviction that there is no such 
thing as “pure monopoly” short of a simultaneous monopolizing of all economic goods. 

u Especially since I have chosen Triffin and Chamberlin as the principal antagonists mainly 
SRN of the dramatic clarity of their differences, the other combatants should not be neg- 

ected. i. 

Kaldor seems to be more or less on Triffin’s side; for he says, “ ‘monopoly’ and ‘perfect 
competition’ appear as the two limiting cases, where the ‘crdss-elasticities’ are zero or infinite, 
respectively; and there can be little doubt that the large majority of industrial producers in 
the real world are faced with imperfect markets in this sense,” (of. cit, p. 35, n.). This ob- 
servation is defective—-and.only a partial anticipation of Triffn—to the extent that it neg- 

lects the oligopoly problem and especially the case of oligopoly with infinite cross-elasticities. 
f Beach and Fellner seem to agree with Chamberlin that a cross-elasticity significantly 
different from zero indicates oligopoly. Beach also suggests a classification scheme that is 
very similar to Chamberlin’s in terms of simply “own” and cross-elasticities, but Beach’s 
proposal contains some puzzling inconsistencies. Although Fellner’s own proposed classifica- 
tion is quite different and much more complex, resting on both firm-and-firm and firm-and~ 
group cross-elasticities, its validity is subject to the same considerations on which Chamber- 
lin’s proposal will be seen to stand or fall. 

Morgan and Papandreou agree with Chamberlin as against Triffin only to the extent of 
criticizing the latter’s view that E,p'and Ex are infinite under pure competition; but 
Papandreou, after making this criticism on p. 889 (op. c##.), returns to agreement with Triffin 
on pp. 891, n. and 892, Papandreou also seems to side with Triffin and against Chamberlin as’ - 
to the implied cross-elasticities under differentiated competition; for he indicates that these 
are then merely between zero and infinity. 
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-_ substitute products. The products are physically: comparable, and all . 
' - the firms are producing equal outputs at the same price. Suppose further 
that Eu for each firm is —5, and that a change of p; with all other prices 
constant will have equal effects on the quantities sold by the other 100 
firms in the group and no. effect whatever on the Duana of any firms 
outside the group. - 

In this simple case, we can readily calculate the crose-clasticity Eji 
between any two firms in the group. As the 4th firm shades its price, it - 
increases its quantity sold q; by a percentage that is 5 times the percent- 

age cut in p, since E= — 5. Since this increase in q; comes in 100 equal. 

- installments from the 100 other identical members of the group, the 
' change in g; is just 100 times the change In q;, in both absolute and per- 
centage terms. And since E and Éj; are both related to the same price 
change, it follows that Ez; is .05—or —E, divided by 100. 

Clearly, with # firms in the group, £;;= —E;;/(m—1): Similarly, if the 
firms are not all of equal size, but if all other group members still lose 
equal percentages of their business to the price shader, an equivalent ` 
rule.can be phrased in terms of n;, the ratio of business done by all mem- 
_ bers of the group to that done by firm 7. Then £;;= — E;;/(m;—1); for the 
ratio of E; to Eu is still just a matter of the relative importance of the 
price-cutting firm 4, ee of the number and relative sizes of the 


_ other firms. 


-For any given value of Ew, the larger is » (or in the E more 
general case, %;), the smaller is Ej: This is undoubtedly what persuades 
Chamberlin and others.in his camp that cross-elasticity is fundamentally 
-a matter. of the number of competitors—or of the relative importance 
of the ith firm in its group. With En=— 5, Ej; would be 5 when n=2, 
or 2.5 when #=3; but when n= 1001, Ej; would be .005—or very small 
indeed. 

The fact that this cross-elasticity may be indefinitely small under 
differentiated competition is thus at least somewhat embarrassing for 
Triffin when he implies that near-zero values of that coefficient indicate 

an approach to pure monopoly. When Ej is very small with respect to 
_any.and all other firms j, all that can be said in general is that the ith 
firm is either a pure monopolist or in differentiated competition. But 


- these two situations can still be distinguished. Under differentiated ~ 


competition, although E; between the ith firm and the many other sup- 
pliers of close substitutes may be very small, the cross-elasticities with 
the remaining firms in the economy must be very much smaller still. 
Under pure monopoly, by contrast, Ej; will be small and of at least 

roughly comparable magnitude for all other firms—without any clear- 
cut peek ree that would indicate some alternative products to be. 
very much closer substitutes than others. The distinction between pure 


` 
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monopoly and differentiated competition, accordingly, i is aot a matter of 
“large” versus “small” ċross-elasticities, nor of “near-zero” values versus 
values “significantly different from zero”; but the desired distinction 
can be drawn in terms of the characteristics of the whole frequency dis- 
tribution of all the E;; magnitudes—with + referring to a given firm and 
j successively to all others. 

What- Trifin sees and Chamberlin misses, on the other hand. is that 
Ej, 1s not necessarily small under differentiated competition. Assuming 
again that n= 101, let us now imagine that the products of those firms 
become closer and closer substitutes in the eyes of buyers, so that 
“own” elasticity increases. With £;;= —5, E; was .05; but if E= 1000, 
Ej; becomes 10. Surely this approach to product homogeneity does not 
imply oligopoly, but rather an approach to pure competition! And no 
matter how high n may be, Ez can indeed be indefinitely large provided 
that Ew is all the larger. Clearly, a value of E;; significantly different 
from zero is not a sufficient ‘condition for oligopoly, although it does 
remain å necessary one. 

It may be objected, of course, harawi n large—E,;; becomes really 
high only as significant product differentiation disappears. That is true; 
but this observation at least disposes of the quite erroneous belief, enter- 
tained by almost all of Triffin’s critics, that Z;; must be zero or nearly 
so under pure competition. And it also disposes of the somewhat more 
consistently wrong view held by a sub-set of those critics, that Ej; is 
necessarily small under both pure and differentiated competition 

In short, both Triffn and Chamberlin seem to me to have been guilty 
of a rather interestingly opposite one-sidedness in their interpretation 
of the significance of the cross-elasticities E; and #,;. With an odd per-- 
versity, Chamberlin says, “Even if we... interpret the coefficient as 
having a value of infinity for pure competition, its value skips discon-’ 
tinuously to.zero with the slightest departure in terms of heterogeneity; 
it can only be made to proceed through a stage of finite values by oper- 
ating on the scale of numbers.’ The truth of the matter, of course, is 
that the value of #,; depends on both the scale of numbers and the scale 
of product homogeneity-heterogeneity; and consequently it is not a sure 
clue to either, separately. 

Triffin, on the other hand, says: “Our coefficient of interdependence 
measures the relative share of monopoly and competition in the situa- 
tion of the seller. In the ideal case of pure competition, the coefficient 
reaches the value of infinity, and monopoly is entirely squeezed out, In 

_ the same measure in which our coefficient indicates a loosening of the 


2 In an earlier draft of this paper, t must confess that I represented Ej; as infinite under - 
pure competition but necessarily small under differentiated competition. 


3 Ov. ci}. A: = g 
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. competitive ties, it also indicatés a growing strength of the monopoly 
element.” Even as Chamberlin 'saw clearly only the effect of numbers, 
Triffin here neglects that scale altogether, at least momentarily; fora 
decline of cross-elasticity may reflect either an increase of product 
heterogeneity and hence “‘a loosening of competitive ties” or an increase 
’ of nunibeérs, which is if anything a strengthening of competition and 
certainly not “a growing strength of the monopoly element.” But this 
is only temporary back-sliding on Triffin’s part; for his use of the quan- 
tity cross-elasticity ej; to bring out the distinction between few and. 
many rivals shows that he is certainly aware that his main coefficient 
E; does not do the whole job of distinguishing “monopoly” from “com- 
petition.” ™ 

From the number of able authorities who have stumbled on the point, 
T think we must regard it as a major paradox that a high cross-elasticity 
is not a necessary indication of oligopolistic interdependence. .As with 
all good paradoxes, of course, the contrary proposition has its deceptive ~ 


plausibility. If a firm cuts its price and that has an appreciable relative -_ 


. percentage effect on the quantity that another firm can sell, is not that 
exactly what causes the second firm to react in such a way as to imply 
an oligopolistic relationship between the two firms! The paradox i is re- ` 
solved only by considering Ez; in relation to Eşi. If Ei; is very high— 
-and specifically very much higher than £;,—the ith firm will then have 
to shade its price only very slightly in order to achieve.even an enor- 
mous percentage increase in its own quantity sold. Furthermore, provided 
that the increase In q; comes in small bits from each of many rivals, the 
‘actual change in their individual outputs will still be small—despite 
the fact that those changes are large, in percentage terms, as compared 
` with the very small initiating percentage change in #,. In short, it is 
“only when E; is high relative to Ex that oligopoly is likely. 

- This resolution of the pan) is implicit in the formulas already de- 
veloped: 
Ex 


my —- 1 





Ei 
Ex = —-—— and Eji ee Free 
n — y 


Obviously, the “numbers” implication in the simplest case is readily 
reflected by the expression — Ex/Ey=n— 1 (or the. number of other 
firms with which the ith firm is in ideally symmetrical ae 16 


u Op. cit. 1» Pp. 131-32. 

16 In the quotation given here, in fact, Triffin reverts to pare Kaldor’s early over- 
simplification, as quoted above, n. 14. 

16 Bain has suggested to me, as a similar test of abes, ” alak he calls a “quantity- 
quantity cross-elasticity,” namely (ðg;/ðgi) - (¢:/g;). This implies that p; is changed—with all ` 
other prices, including ~;, constant; and the coefficient then amounts to the percentage change 
in g; relative to the percentage change i in qu, both having been induced by the same initiating 


` 
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With all group members not of the same size but with competition still 
symmetrical in the sense that all other firms 7 are subject to equal per- 
centage changes of g; in response to the variation of p;, the expression 
—Ey,/Ej;;=n;—1 becomes a “numbers-equivalent” concept—as if the 
ith firm were a member of a symmetrical group of n, firms of equal size. 
And finally, even when there is no distinct grouping of firms, but when 
the ith firm is in thoroughly asymmetrical competition with certain 
other firms j, the coefficient — E/E; will still represent a “numbers- 
equivalent” concept of essentially the same kind. 

For logical completeness, it should be borne in mind that a market 
relationship is never the product of demand conditions alone, but also 
depends on the underlying supply or cost conditions as well. For exam- 
ple, I have concluded that a sufficiently high Es takes the oligopolistic 
curse off a substantial—but still relatively lower—Z,,;. This is so only 
to the extent that firm 7 will not, as a matter of fact, indulge in very sub- 
stantial changes of p;. That is to say, although the ith firm may increase 
its business several fold by slight reductions of p;, it must not have an 
inducement to expand output so much as to alter greatly its percentage 
. share of the total business done by itself and its significant competitors 
—and thereby make really substantial encroachments on the volume 
of those competitors. But whether or not the ith firm will have such an 
inducement—which amounts to reducing n; so much as to turn the 
situation into an oligopolistic one—depends fundamentally on cost con-- 
ditions. Just as purely competitive equilibrium is impossible with de- 
clining average cost, so is differentiated but near-pure competition 
rendered unstable by anything more than slightly decreasing average 
cost. Hence the case of a substantial #;,; and a still greatly higher En | 
necessarily implies an appropriate underlying cost structure. Indeed, it 
is surprising that we can go as far as we do in characterizing market 
relationships solely in terms of elasticities and cross-elasticities of de- ` 
mand, without explicit mention of cost conditions. It should be realized 
that this is possible only because the demand elasticities are implicitly 
symptomatic of the appropriate underlying cost patterns.” 


change in #;:; This is nothing but the negative reciprocal of my own expression—since, in the 
simplest case, 

UA LI Ly eg a N a R 

Eu of; af ob u OG y n-i 





~. I happen to prefer my own expression; but only because it is somewhat more directly related 


to the “numbers” concept and because Bain’s coefficient is a rather strange combination of 
two dependent variables without the independent variable. l 
17 Fundamental as costs are from a causal point of view, however, I think it is neither 
necessary nor fruitful to try to bring them into the elasticity-and-cross-elasticity classification 
of market situations in any more explicit way. I have reached this conclusion only after con- 
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© V. The Limiting Case of Perfectly H omogeneous Products 


Although it has already been shown that the elasticity Ej: approaches 
infinity as the products supplied by various rivals approach homo- 
geneity,'® some special problems are encountered at that limit, when the ` 
products are literally perfect substitutes. No one has registered any clear 
dissent to the proposition that Ep is literally infinite when perfectly 
homogeneous products are supplied by only a few sellers. An impres- 
sive majority of critics, however, have stoutly maintained that the’ 
cross-elasticities are zero (or nearly so) when the sellers of homogeneous 
products are numerous enough for pure competition. 

At the bottom of this belief is again the erroneous preconception that 
a high cross-elasticity inevitably implies oligopoly; and naturally an 
infinite cross-elasticity would then appear to be the ultimate in that 
kind of interdependence. As Chamberlin puts it, “the coefficient ... 
also has a value of zero under homogeneous competition with large num- 
bers, since it is a familiar aspect of pure competition that no one seller 
can have any substantial effect upon the sales of any other.’?® Or in 
Papandreou’s words: “Yet it should be obvious that, under conditions 
of pure competition, it is impossible for firm 7 to affect the actual volume 
of firm 2’s sales. If it could do so, ... the relationship would indeed be 
circular rather than atomistic, which contradicts our assumption that 
the situation is purely competitive. In a purely competitive situation, 
the cross-elasticity of demand for the product of firmi becomes zero, 
in terms of actual or realizable changes in the volume of firm i’s sales,”*® 


sidering Papandreou’s interesting but—it seems to me—abortive attempt to do so. Papan- 
dreou coins a “coefficient of penetration,” which he defines as Ey; times Ky, the latter being . 
represented as “‘an index of the capacity of firm f to match with supply units the demand units | 
which stand ready to shift to it following its price change” (op. ch., pp. 890-91). Papandreou 
concedes, however, not only that K; is “most awkward,” but that it depends on Æ; and the 
' elasticity of 7’s output with respect to its total-cost outlay (4.¢., the elasticity of its total-cost 
curve) in a way about which “we do not know much” except that “K is an increasing function 
of the elasticity of the output-outlay function and a decreasing function of the elasticity of 
demand.” Since Ez; may approach (and reach) minus infinity, and since the output-outlay 
elasticity may be anything between zero and plus infinity, it is hard to see how K; is limited 
to the values “between zero and unity, including both,” as the author states; but then he never 
specifies how K; depends on these two elasticities in the first place. Even apart from the 
difficulty of making anything at all out of so vague a notion, it seems to me that the output- 
_ outlay elasticity has nothing to add to such elasticities as Hz and Ey; in the classification of 
market relationships. Except that in pure competition the average-cost elasticity cannot be 
negative—and hence the total-cost elasticity cannot be greater than one—there are no distinc- 
tive correlations of any mere cost elasticity with any of the various alternative market situa- 
tions: 

18 Supra, p. 787. 

n Op. cit. 
20 Op, cit., p. 889, original italics, 
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The positive argument that pure competition implies zero (or near- 


zero) E;; and Ey runs as follows: (1) when a pure competitor shades 


the price in order to sell somewhat more, he is unable to accommodate a 
vast increase of business because of the cost and supply conditions that 
are necessary for stable pure competition in the first place; (2) hence, 
even though the quantity sold by the price-shader increases by a sub- 
stantial percentage, the reduction in quantity sold by any one of the 
many other competitors is negligible; and (3) the cross-elasticity be- 
tween any two pure competitors is accordingly zero, or at least very 
small. - 

The first objection to this reasoning is that proposition (3) is a com- 
- plete non sequitur with respect to the eminently acceptable propositions 
(1) and (2). The fallacy involves an illogical handling of a “negligible” 
change of q; relative to the even more negligible initiating change of ps. | 
When firm i and its many competing suppliers of perfectly homogeneous 
products are all producing positive outputs at the same price, Eu is 
"literally negative infinite; for a substantial finite increase or decrease of 
q; can be induced by an infinitestmal or indefinitely small decrease or inə 
crease, respectively, of pr—with all other. prices constant. Now this 
~ implies that at least some competing outputs q; will change by finite 
amounts; and, even though the finite change in q; is “negligible” in both 
absolute and percentage terms, and specifically very much smaller 
than the opposite change in q; it is still indefinitely large relative to the 
_infinitesimal initiating change of ,. In this sense, E,; is thus literally 
infinite (for at least some competitors), as a necessary implication ofthe . 
infinite Ezg 

As with the merely high finite values of E;; under differentiated but 
near-pure competition, there is no oligopolistic implication in this result. 
The purely competitive firm is essentially a quantity-decider rather 
than a price-quoter. Hence the extreme interdependence as to price 
that is implied by the infinite cross-elasticities has no oligopolistic con- 
sequences, in the light of the fact that the purely competitive firm has 
no significant price decision in the first place. Such a firm can increase 
its output several fold with only the slightest shading of price. It thus 
has—not zero—but very slight effects on the outputs of its rivals; but, 
- aS long as cost conditions are indeed such that the price-shader will not 
make’ more than trivial inroads on the outputs of the other individual 
firms, that.is enough to avoid the oligopolistic difficulty. While appro- 
priate underlying cost. conditions are thus unquestionably essential for 


M Ex is also Hiterally infinite, of course, eben there are only few (but at least two) producers _ 


of perfectly substitute products, because of the assumed constancy of other prices. Only with 
respect to different definitions of demand is “own” elasticity only “approximately infinite” 
under pure i i and significantly cuterent from SAR under pure eee 


792 THE AMERICAN ECONOMIC ‘REVIEW 


stable purely competing EN they do not contradict nor mod- 
ify the demand relationship that is implied By: the infinite cross-¢lastici- 
ties. | 

This observation leads to ‘the second—and saetiedslsaeally more 

fundamental—criticism of the practice of invoking supply restrictions 
to modify the definitions of elasticity and cross-elasticity of demand. I 
take it that no one would explicitly argue that the demand curve 
ought not even to be defined for quantities in excess of maximum supply 
quantities; yet this is precisely what is implied by those writers who ar- 
gue that purely competitive cross-elasticities are zero because of the 
unwillingness.of the individual firm to supply more than certain limited - 
quantities. After all, a demand schedule shows what customers would 
be willing to buy at various prices, quite independently of that other 
datum, the supply curve, which shows what suppliers are willing to sell. 
From the point of view of the firm, demand shows what it could sell, 
not what it will actually be willing to sell; and elasticities and cross- 
elasticities of demand are properties of such demand functions, as 
specified for outputs above and below the output that the firm actually 
decides upon in the additional light of its costs. Yet these elementary - 
definitions are ignored by those writers who measure cross-elasticity, 
following an assumed price cut, not in terms of customers’ willingness to 
buy, but in terms of the firm’s willingness to sell. 

If the demand curve is irrelevant for quantities in excess of the maxi- 
mum supply quantities, the monstrosity that results is a demand curve 
above the supply-demand intersection and a supply curve below that . 

_ point. The half-breed supply-demand elasticities and cross-elasticities 
— aré then indeterminate when supply equals demand; and, with a posi- 
tively sloping supply curve, they would actually have reversed signs for 

‘prices below the supply-demand intersection, thereby turning competi- 
tive firms into complementary~ones! Obviously no one will wish to 
acknowledge so peculiar a conception as his own, once its implications 
are spelled out; but the only alternative is to return to the standard 
formulation of demand elasticities and cross-elasticities in terms of what 
customers are willing to buy at various prices, regardless of the willing- 
ness or ability of firms to supply that demand. ` 


n Let me illustrate the widespread practice that I am criticizing—that of modifying es- 
pecially the definition of cross-élasticity of demand in the light of supply or marginal-cost 
conditions. Chamberlin says, “the coefficient may be interpreted as having a value of infinity ~ 
under pure competition only if the rising marginal cost curves of the individual sellers, which . 

_ are essential to pure competition, are ignored...’ (op. cit.). Papandreou conveys essentially 
the same sentiment in his italicized emphasis on “actual or realizable changes” in the volume of 
one firm’s sales as the result of a change of another firm’s Price (in the quotation already 
given above, p. 790). And Morgan, speaking of the effect on #’s revenue of a price cut by firm — 

Jj, specifically with reference to its “rising marginal costs with larger output,” says: “All that ~ 
will happen is that some few buyers on the market reap’a windfall advantage in consequence 


~ 
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So far I have concurred in Triffin’s conclusion that the cross-elastici- 
ties are infinite whenever two or more firms are producing perfectly 
homogeneous products. While I think that this conclusion is essentially 
unobjectionable, there is‘a subtle logical difficulty that should at least 
be mentioned. It is related to the fact that, when two or more -perfect 
substitutes are offered at the same price, the demand for any one of 
them is technically indeterminate, even though the total demand for 
the group of substitutes as a whole, is determinate. By convention, we 

. defne E;; and Ej with respect to whatever initial quantities we hap- 
pen to observe being produced and sold by the several firms. There is 
then no ambiguity about Ex: it is uniquely and literally negative in- 
finite because finite increases or decreases of q; are induced by infinitesi- 
mal decreases or increases, respectively, of p: With only two producers, 
moreover, there is no ambiguity about E; either: it is uniquely and 
literally positive infinite because any increase or decrease of q; is exactly 
matched by a decrease or increase, respectively, of g;. But with three or 

“ more rival suppliers, although the change of q; exactly matches the op- 
posite change in the sum of the“outputs of the other producers, there is 
again an indeterminacy as to the effect on the demand for the output 
of any one of them.” | 

As I have stated it above, in the context of a change of ~; in a purely 
competitive industry, the outputs sold by at least some other firms j 
must be affected to a finite extent and oppositely to the change of qx; 
and in this sense at least some of the coefficients F;; must be infinite. 
From a purely rigorous point of view, however, it should be conceded 
that the effect on any particular q; is uncertain; and hence any particu- 
lar H;; is technically indeterminate. There is no such difficulty as long 
as perfect substitutability among products is merely being approached; 
and this problem of indeterminacy at a limit is one that. frequently 
arises. Hence its importance should not be exaggerated. Nor do these 


of 7’s philanthropy”. (op. cit., p. 462, n.). It strikes me as peculiarly perverse to measure Ei; 
in terms of a purely philanthropic price cut, when the price-cutter is actually willing to sell 
less output after the price cut than before; but that does indeed seem to be the unavoidable 
consequence of letting supply limitations intrude-‘upon the definition of demand concepts. 

2 This implies that g; and at least one other homogeneous output are positive. If q; is zero, 
Ex is indeterminate for a price increase (zero over zero); and if q; is a maximum (with all other 
homogeneous outputs zero), Es is finite for a price decrease. These exceptions can be ignored - 
on the grounds that we are concerned only with cases of two or more positive outputs of the 
perfect substitutes. 


. ™ Especially is this so for an éncrease of pı; for then, even though q: goes:to zero, the real- 

location of that quantity as an addition to the quantities demanded of the two or more other 
individual firms is indeterminate. For an infinitesimal decrease of -pı, the same indeterminacy 
is present only if the increase of q; stops somewhere short of repressing all other outputs to 
zero; but, literally in terms of what customers are willing lo buy, the other RS demanded 
do indeed fall off to zero, and Ej; is again determinately infinite. , 
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observations concede anything to the view that E; is uniquely small l 
under pure competition. But with three or more rival suppliers of literally 
perfect substitutes, the conclusion that Ep is—if anything—infinite 
does call for at least the mental reservation that it may be, to a sensitive 
logician, merely indeterminate. 


VI. The Significance of “Quantity” Elasticity and Cross-Elasticity 


Chamberlin’s attempt to classify market situations simply in terms of 
the “price” elasticities and cross-elasticities, En and Ep, has been 
-~ shown to be unsuccessful. For one thing, these coefficients are both | 
infinite in both pure competition and pure oligopoly. For another, Ezi 
may be high in differentiated competition as well as in differentiated - 
oligopoly. On the other hand, the latter pair of market relationships 
can be distinguished in terms of the relative values of En and Ez, high 
values of — E,,/E,; signifying large numbers of rivals and small values 
signifying few rivals; but even this technique fails when En and Ej 
_are both infinite (or worse, indeterminate), as they are when literally 
perfect substitutes are produced by either few or many rival firms. In 
other words, Triffin is entirely correct in his interpretation that E; is 
not a reliable index of the presence or absence of oligopoly; and it was 
this that prompted his interest in the “quantity” cross-elasticity, ez 

The coefficient e; is small only in pure or near-pure competition. It 
may be significantly different from zero, on the other hand, for either - 
or both of two standard reasons: (1) because the ith product is sig- 
nificantly differentiated from all others, or (2) because the ith firm pro- 
duces a significant fraction of the total output of perfect or relatively 
close substitutes. The first reason applies alone in pure monopoly and 
significanily differentiated competition; the-second applies alone in pure 
oligopoly; and both reasons apply together in differentiated oligopoly. 
Because exu thus merely sets pure (and nearly pure) competition apart 
from all other market situations, it is of relatively little use in general . 
market classification. For the same reason, however, when it is said 
that only in pure competition does the firm face a (nearly) horizontal 
demand, one way of defining that demand is in these terms of “all other 
quantities constant”—with the implication in pure competition, then, 
that e;; is near-zero and its reciprocal (i.e., the customary form of elastic- 
ity, with quantity change relative to price change). near-infinite.® 

The “quantity” cross-elasticity ez; is equal to e; when the tth and 7th 
products belong to a group of literally homogeneous products; for then a 
change of q; will have the same effect on p; as on ~;. When the ith 
product is differentiated from its rivals, on the other hand, the effect 
on $; will be less than that on ,; so ez; will be numerically smaller than 


% This way of formulating demand for the ee of the individual firm is, of course, 
Cournot’s. : 
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ei. It is for this reason that ez; is represented as small in both pure and 
differentiated competition—and of course in pure monopoly as well. It 
is small in pure and nearly pure competition because es is small; and in 
significantly differentiated competition (as well as pure monopoly), 
when e: does differ significantly from zero, the same product differentia- 
tion that is responsible for this also guarantees that e;; will be small rela- 
tive to ei. Finally, if e;; is small in both pure and differentiated com- 
petition and in pure monopoly, but significantly different from zero 
under either form of oligopoly, this coefficient appears to be the needed 
key to the presence or absence of the oligopolistic relationship. 

So far I have presented a rather extended justification of Triffin’s 
interpretation and use of ez. Now, unfortunately, I must show that it 
is not altogether rigorous; for ej; may be relatively high and even infinite 
when the conditions for pure competition are otherwise fulfilled. This 
appears from a closer analysis of the exact determinants of e;;—and 
hence e;;—in the cases of two or more suppliers of perfect substitutes. 

Suppose, first, that there are » firms all producing equal quantities 
of a homogeneous product. Let the total industry output be Q and the 
price P. With respect to the zth firm’s output, Q=ng;; and, of course, 
P= pġ; Then, since all quantities except q; are constant, 0p;/0q; 
=0P/dQ. Accordingly, the “quantity” elasticity of industry demand 
is # times the “quantity” elasticity of demand as seen by the tth firm: 
(P/Q) -(Q/P) = (0p;/0q;) -(ng./ pi) =e. Alternatively, even if the 
-- n firms are not all of the same size, but with the total industry output 
n: times that of the ith firm, Q=n,g: and (3P/3Q) -(O/P) =nexs. 


? 


The coefficients e; and ej; are thus seen to be equal to the fraction ` 


1/n,; of the “quantity” elasticity of industry demand.” With n; small, 
of course, ex and ejz will represent relatively substantial fractions of 
industry elasticity; and as n; increases, the coefficients relating to the 
ith firm will accordingly decrease. That, in fact, explains why e;: and 
cj; are expected to be small when there are many firms—or, more 
specifically, when the ith firm’s fraction of total industry output is very 
small. But ex and ejz; will actually be small, even with large n;, only 
provided that the industry “quantity” elasticity i is not itself unusually 
large—that is, provided industry demand is not vertical or nearly so. 
Any use that wë make of e; as a device for distinguishing the presence 
or absence of oligopoly must thus be subject to this kind of qualification. 

A perfectly or nearly vertical industry demand may seem rare enough 
so that we need not worry too much about this qualification. Actually, 
however, the ceteris paribus assumption as to other quantities increases 


* In the more conventional form of elasticity, with percentage quantity change relative to 
percentage price change but still with other quantities assumed constant, elasticity as seen 
by the firm will be n; times the industry elasticity. 
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the na of such a phenomenon, even when it would not octur in the 
context of the alternative usual assumption of other prices constant. — 
Suppose, for example, that the commodity to whose total output the 
ith firm'contributes is perfecily complementary with one or more other 
commodities, each produced by one, few, or many firms-~such that _ 
the total demands for the various complements are always in absolutely ~ 
_ fixed proportion to one another, regardless of their relative prices. Then _ 
if the appropriate relative quantities of the complementary commodities - 


.. are specified as independent variables in the demand-price functions of 


Section III, Part B, the demand prices of the separate commodities are 
indeterminate.” This implies, of course, a vertical demand—up to the 
determinate sum of the demand prices for all the complements. With ` 
respect to positive initial prices for two or more of the complementary 
commodities, e: is then negative infinite; for an infinitesimal reduction 
of quantity, even by one small supplier, would increase p; to the top of 
its indeterminate range (all other quantities being specified as rigidly 
fixed), and a small increase of q; would make p; determinately zero. 
Similarly, e;; between competing suppliers is also negative infinite; and 
en between complementary suppliers is positive infinite—at least to the — 
extent that the smallest reduction of q; would reduce $; to zero. 

What would such a vertical industry demand imply as to the stability 
of pure competition—when supply is appropriately adjusted to that 
demand? From a strict interpretation of the conventional model) 
of instantaneous market equilibrium—when all supply quantities are 
regarded actually as literally fixed—there is, of course, no ‘determi- 
nate equilibrium; for a vertical supply would then simply coincide 


' “with the vertical demand over a’ substantial range. Moreover, the con- 


ditions for pure competition would be inherently violated; for despite 
‘the large numbers of buyers-and sellers of the perfectly homogeneous 
commodity, any one small buyer or seller could have a substantial in- 
fluence on the price with the slightest curtailment of his purchases or ' 
sales, respectively. In this sense, high or infinite values of es and ez are - 
indeed a sign of oligopolistic interdependence, regardless of the ee 
numbers of buyers and sellers of the homogeneous product. . | 
This result, I think, is not to be taken seriously; for the influence over 
price vanishes as soon as we replace the overly literal assumption of 
vertical supply with a supply curve of positive slope. That type of supply. 
is justified not only in Marshallian short-period equilibrium, when some 
” That is; there is a determinate demand price for a composite unit of the perfect comple- 
‘ments, but no determinate price for any one of the component commodities separately. This 
‘indeterminacy of the demand prices of perfect complements is closely analogous to the inde- 


terminacy of demand quantities of perfect swbstsiides in the rate aia | functions of ` 
Section II, Part A. 
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variation of production becomes possible, but also in the instantaneous 
market equilibrium as well—when even a small dose of “corrective” 
speculation on the part of either consumers, producers, or third parties: 
will serve to stabilize price in the vicinity of its short-period equilibrium. 

Supply conditions are thus again seen to play an essential réle in the 
stability of pure competition. The coefficients ex and ¢;-—defined as 
they are, in terms of othér quantities constant—may give an altogether 
misleading i impression of the individual firm’s control over price; for, 
even when the firm could influence price significantly if all other quanti- 
ties were actually constant, the variability of supply is almost sure to 
cancel that result.’ The practical significance of these weird cases of 
vertical demand should not be exaggerated; but, even so, they are sig- 
nificant exceptions to any general reliability of the “quantity” coeffi- 
cients ei and ej; as indexes of market relationships. 


. VIL. Market Classification Reconsidered — 


After all this constructive and destructive criticism of the various 
elasticities and cross-elasticities as. characteristics of different market 
situations, can any one classificatory scheme be recommended as best? 
.. I fear I must conclude that no plan emerges that is at once simple and 
fool-proof. 

Triffin’s classification in terms of E and e¢;; is nmi both because 
of the overlap of differentiated competition and pure monopoly i in the 
-- range of very small values of E, and because of the imperfect reliability 
of e;;.as a test of oligopoly. And Chamberlin’s use of En and E;; breaks. 
down completely because large values of E; do not necessarily imply 
oligopolistic-interdependence. 

Market classification depends primarily on two pase considerations: 
(1) the degree of substitutability of products, and (2) the independence - 
versus the interdependence of the business decisions of pairs of firms. 

_ The first of these determinants, in my opinion, is better conveyed 
by Eu than by Ep. Triffin. preferred the latter, because of his belief 
that as Ey falls from infinity to zero, this represents a progression from 
“more competition to less” and from “less monopoly to more.” This is 
_- ™ In other words, in the purely competitive case the Cournot conception of demand facing 
the individual firm (with other supply quantities constant) is inferior to 4 mutatis mutandis 
conception that allows other quantities to be adjusted to any new price. Demand as seen 
by the firm is then the excess of industry demand over the aggregate supply of all other sup-. 
pliers; and the Cournot demand is a special case of this when all other supply quantities are 
assumed to be fired. On the other hand, this redefinition is #oš acceptable for the general 
purposes of market ¢lassification, because it implies a “passive” adaptation to price that is 
decidedly unrealistic when there are only few suppliers. For example, regardless of the slope of ` 
industry demand, a horizontal industry supply would make this matis mutandis demand 


facing the individual firm also literally horizontal; yet that result woud -be-quite inapplicable 
- if there were very few firms. . 
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only true, however, as a given number of products become more and 
more. heterogeneous—or less and less substitutable; it is false as dif- 
ferentiated products with given substitutability are produced by larger 
and larger numbers of firms.”® -In other words, H;; depends on both 
product homogeneity-heterogeneity and the numbers of rival products; 
so it is an unsatisfactory indicator of either alone. Furthermore, -the 
former element is very well reflected by Fy, which is an index of the 
“total substitutability” between the ith product and all others in the 
aggregate. When E; is infinite, perfect substitutes for the ¿th product 
are supplied by one or more other firms; and as £;; declines, this ac- 
curately reflects the decreased willingness of customers to. substitute . 
between that product and any and all others.® . 

The second determinant of a firm’s market position, involving the 
likelihood of an oligopolistic relationship with one or more other firms, 
may be conveyed in either of two ways, neither of which is perfectly 
general. I am inclined to prefer the coefficient, — E;:;/ Ep. This is equal 
to the number (n—1) of other producers when there are perfectly sym- 
metrical. relationships among a well-defined group of n rivals of equal 
size; and otherwise it is a “numbers equivalent”—-with changes of pi 
affecting q; as if the firms 7 andj belonged to a symmetrical group of 
the indicated size. This coefficient seems very reliable when products 
are imperfect substitutes; but unfortunately it breaks down in the case 
of literally homogeneous products, when E. is literally infinite and Ez 

is either infinite or indeterminate." This is less disturbing than it might. ` 


2 My own demonstration of this in Section IV rested on the simplifying but artificial assump- 
tion that Ex; remained constant as the numbers of firms increased. Realistically, as additional 
suppliers of a certain genus of differentiated products appear, Hj; may more plausibly be 
expected to increase—as the availability of additional varieties of products makes at least some 
customers more disposed to switch from one species of product to another in response to a” 
change of any given price. But for similar reasons, Ej; may still be expected to fall—aince, in 
response to an increase of p; for example, some of the #th firm’s customers who would formerly 
have switched to the sth product will now switch instead to oné of the newly ayailable alter- 
natives. ‘ ’ 


%2 As an argument against the view that an infinite E; signifies the existence of perfect sub- 
stitutes, Triffin conjures the admittedly weird, but theoretically challenging, case of an alto- — 
gether distinctive product that will be bought in large quantity at a certain price but not at 
all at any higher price—perhaps “owing to traditionalism or stubbornness on the part of 
-buyers” (op. cit., p. 137). Actually, however, the infinite Ej; inevitably implies that Ez; will 
also be infinite between the peculiar product $ and any other product j to which customers- 

transfer any finite part of their expenditure in response to an infinitesimal increase of pi; 80 
' the relationship between firms ¢ and j is, in that sense, one of “homogeneous competition” by 
Triffin’s criterion, contrary to his allegation that the ith firm is a pure monopolist. Since the 
ith firm’s situation is indistinguishable from that of a pure competitor, at least with respect 
to a price increase—and, indeed, since the ith product is perfectly substitutable, at least 
locally, for certain other products—I feel that the case is readily assimilated into the purely 
competitive category. If the maximum demand for the product is being supplied at the critica] 
price, however, it is also true that the éth firm is indeed a pure monopolist for price decreases, 

1 Bain’s closely related “quantity-quantity cross-elasticity” (see above, n. 16) also breaks 
down when products are perfect substitutes—to the extent that the ‘effect on g; of an in- 
finitesimal change of #; is indeterminate. 


- 


~ 
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be, however, since the distinction between pure oligopoly and pure 
competition is readily drawn simply in terms of the numbers and rela- . 
tive sizes of the rival suppliers; it is only with imperfect substitutes (and 
especially when there are not sharply defined groups of rivals) that 
Es: and Ex are clearly more sensitive measures of market relationships 
than the older-fashioned number-and-size criteria. 

The alternative clue to the presence or absence of oligopoly is Triffin’s 
e;; This has the advantage of applying equally well with both homo- 
geneous and differentiated products—if it applies at all. But if industry 
demand is vertical or nearly so, ej; is misleadingly high for the large- 
number cases of'either pure or near-pure competition. Thus if 100 firms 
of equal size are producing,a homogeneous commodity, for which the 
“quantity” elasticity of industry demand is —50, ez; will be —.5; yet, 
by this test, this situation would seem “more” oligopolistic than if only 
two firms were producing such a product with an industry-demand 
elasticity of —.5 and e; values of —.25. Hence. I prefer not to use ej 
as an indicator of the presence or absence of oligopoly. 

‘I can now summarize my own recommended classification as follows, 


with Ba= [(0q:/0p;)- (p:/4:) |p and En= L(g,/ Op.) - (p/q) |»: 


Numbers or. ; ` Nature of the Product 
“Numbers ; 
Equivalent” of Near-Homogeneous Significantly Differentiated 
Other Suppliers —Ei o — E<% (significantly) - 
Ex ; Near-Pure Compe Significantly Differentiated ` 
Rx largo Competition or Pure Monopoly 
Zu small Near-Pure Oligopoly Significantly Differentiated 


Oligopoly 





The tabulated classification is thus based on: (1) the relative degree 
of product heterogeneity—but with the limiting case of perfect homo- ` 
geneity not represented; and (2) the independence versus interdepend- 
ence of the price-output: decisions of pairs of rival firms—as reflected 
specifically in the criterion of numbers or “numbers equivalent.” The 
cases of strictly homogeneous products must then be separated into pure 
competition and pure oligopoly by a direct measurement of the ith 
firm’s share of industry output. 

Differentiated competition and pure monopoly also remain to be 
separated. As suggested earlier, this cannot be done merely in terms of 
“large” or “small” values of Ej, but only in terms of the characteristics 
of the whole frequency distribution of that cross-elasticity, as it involves 
the ith firm and, successively, all other firms. In order to maintain ~ 
maximum ‘consistency with the table, the same separation can also be 


i 
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performed in terms of — En/Ep. This coefficient will then be high be- 
tween differentiated competitors ¢ and 7, but very much higher yet with 
respect to all other firms supplying products that are not significantly 
substitutable with that of the ith firm. For a pure monopolist, by con- 
trast, — H,;;/H;; must be more or less uniformly high me E to all 
other firms, without exception.™ . 

So far I have said nothing about those other important determinants 
of market relationships and results, the phenomena of entry and poten- 
tial competition. Entry, I feel; cannot be handled in an altogether satis- 
factory manner in terms of elasticities and cross-elasticities. This is so 
because no firm is typically willing to start producing, because of cost 


considerations, unless it is feasible to produce at least some finite mini- 
' mum output. Hence there is an inevitable discontinuity in the cross- 


elasticity E; between an actual frm 'i and a potential entrant j, and a 
similar hotizontal discontinuity in the demand for q; as a function of py, 
at the critical price where entry would occur. An act of entry, moreover, 
may be a peculiarly unique historical event—so that, in advance of the 
fact, the entry of a jth rival is subject toinherent uncertainty from the 


_ point of view of an existing ith firm, being merely a probability function | 


of p; rather than a certain one. Both because of this uncertainty sur- 


. ‘rounding the threat of entry and because entry depends so vitally on 


costs and other considerations in addition to demand, it is probably 
undesirable to try to squeeze the whole question into the framework of 


. demand elasticity and cross-elasticity. 


Some comments concerning entry are called for, however. While entry 


. is usually relatively easy under pure and differentiated competition, it 


is not an essential feature of those market situations; for even the most 


` arbitrary of restraints—for example, limited licensing—would not alter 
=~ the basic market characteristics in terms of which those competitive 


situations are defined. With or without entry, moreover, the price-out- 
put decision-making process is essentially the same under both pure and | 
differentiated competition, in the sense that no individual firm will take 


a En may then be uniformly negative as well as positive, but numerically very low in any 


_ casé. As Triffin has pointed out (op. ctt., p. 132), if a consumer good has unit-elastic demand, - 


Ex may be literally zero with respect to any and all other goods: as #; changes, expenditure 
on that good remains exactly constant; and if there is also no change in any qz, the conditions . 


for pure monopoly are exactly fulfilled. This would imply, incidentally, that consumer tastes - 


are consistent with an Edgeworth-Pareto assumption that the marginal utility of the ith good 
is independent of the quantities consumed of all other goods. With a similar assumption as to 
consumer tastes, but with demand for the th good (a) relatively elastic or (b) relatively in- 
elastic, all cross-elasticities Ej; would very likely be of at least roughly uniform smallness and 


. (a) all positive or. (b) all negative. (By wholly static criteria, of course, a pure monopolist, | 


would never maximize profit within the range of relatively inelastic demand; but on other, 
more realistic grounds, he might well choose to operate in that range.) All of these cases would 
be very acceptable examples of pure monopoly; and a less clear-cut cases would also qual- 
ify i in that category. - - 
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account of any threat of entry—any more than it will take account of 
any possible reactions by any of its existing rivals. The threat of poten- 
tial competition as an element entering into the decision-making of the 
individual firm, in other words, is essentially an oligopolistic phe- ` 
nomenon; and it is-merely one more reason why any ceteris paribus de- 
mand is an inadequate representation of the demand that is relevant for 
an oligopolist’s business decisions. Similarly, any significant threat of po- 


tential competition represents a serious qualification on the “purity” - 


of an otherwise “pure monopoly”; for a “monopolist” who does have 
to worry about the possible entry of one or more suppliers of either 
perfect or relatively close substitutes is really in an oligopolistic situa- 
tion. From one point of view, it might be said that pure monopoly, | 
by definition, requires no threat of entry; but any such specification that 
the appearance of even relatively close substitutes is ruled out would 
merely succeed‘in making that category even less. important, empiri- 
cally, than it already is.” 

The above table is limited to the relationship of substitutability among: 
various products; but it can also be expanded to include complementary _ 
relationships as well.. Complementarity implies that Æj; is negative, and 
hence that- E;;/Ez: is positive. If that coefficient is then positive and — 
small, this implies that a change of #; sufficient to have a substantial ` 
effect on q; will also have a substantial sympathetic effect on g;—q; and 
q; both being increased as ; is lowered, and decréased when p; is raised. 
Because the percentage effect on q; is substantial, relative to the per- | 
centage change ‘in q, a relationship of “complementary oligopoly” is 
thereby established; and this implies the possibility of explicit or tacit 
collusion “in furtherance of trade”—since a recognition of mutual inter- 
dependence between complementary suppliers will result in lower prices 
and higher outputs than would otherwise prevail. Finally, however, if 

E;;/Ey is positive and large, the complementarity that is present will be 
3 On the other hand, the fact than an otherwise “pure? monopolist does typically have at . 
least some. long-run concern for the effect of his price-output policies on the entry of potential 
-competitors persuades me all the more that “monopoly” is a significant theoretical category, 
distinct from differentiated competition—since the irrelevance of entry considerations to the | 
individual firm is implicit in the definition of that latter category. Chamberlin to the contrary, 
pure monopoly seems to me to be “unreal,” not because it is indistinguishable from any other 
“isolated selling” of differentiated products, but because it is likely to be “imperfectly isolated 
selling,” ż.e., oligopolistic—in the sense that there is almost always likely to be at least some 
threat of potential competition. 
_ The concept of pure monopoly naturally i is all the more significant when potential competi- 
tion can be neglected. One frequently hears the dictum that the competition of a pure monop- 
olist with all other “rivals for ‘the consumer’s dollar’ differs only in degree from competition 
among the members of a large-number group. This seems to me more misleading than helpful; 
for it tends to obscure the important contrast between no effective competition and a vigorous 
- competition fulfilling many, if not all, of its traditional functions. For Chamberlin’s latest 


expression of his contrary view, see his “Monopolistic Competition Revisited,” Economica 
(new series) Nov., 1951, XVI, 352-53. 
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negligible as far as the interdependence between the mere pair of firms 
4 and j j.is concerned.” 


VIII. Asymmetrical M arket Relationships 


So far, I have discussed the market situation of the ith firm in an es- 
sentially one-sided way—in terms of the effects of that firm's changes of 
price- or quantity on its own, or some other firm’s, quantity or price, 

: respectively. As I have said, I prefer this to Trifin’ S procedure, which 
is a “circular” testing of the effects of changes in the jth price on the 
ith quantity and of changes in the tth quantity on the jth price—and 
_ I shall indicate the basis for my own preference below. But the main 

„point is that both of these approaches are incomplete; for the relation- 
ships between the ith and jth firms cannot be fully characterized except 
from ‘both their points of view. 

Let us suppose that imperfect but relatively close substitutes are 
produced by a well-defined group of firms, with the tth firm producing 
50 per cent of the industry output and with 100 other firms—including ` 
the jth—~producing .5 per cent each. Suppose furthermore, for con- 
venience, that the relationships among these 101 firms is otherwise 

/ symmetrical, such that all have the same “own” elasticity, Eu or Ej, 
equal to —5 and that a change of price by any firm—the ith or the jth 
—wil have equal percentage effects on the outputs of the remaining 
firms. As my “numbers equivalent” concept implies, the situation is 
as if the ith firm were in an industry with one other rival of the same 
size (n;=2 and #;—1=1); and it is as if the jth firm were in an industry . 

with 199 equally small rivals (n;=200 and n;—1=199). Since both Ey | 
and E; are —5, Ezis 5, but Ey is only a shade more than .025—in the 
light of the formulas Fs — En/(nı—1) and Ey=—E,;/(n;—1). Fur- 
thermore, since —Eu/Ep=1, the ith firm appears to be a differenti- 
ated oligopolist: but, since — E;;/E= 199, the jth firm has every ap- 
pearance of being merely a differentiated competitor. For similar rea- 
sons, £z; is presumably large—since a given change of the larger firm’s 
output will have a significant relative effect on »,;; and specifically it is 
much larger than e;;—since a comparable percentage change of q; will 
have only a relatively small effect on p; or the price of any other firm 
in the group. 

Now Triffin’s tests (Es and e,; from the ith firm’s point of view, and. | 
E;; and e; from the jth’s) give quite misleading results in this case. 
They would indicate that neither firm has a “circular” relationship 
with the other—firm 7’s independence being implied by the small Eu, 


% Tf these complementary cases were to be aided to-the table, this would take the form of 
two additional rows; but there would be no significant further distinction to be made depend- 
ing on the relative magnitude of Eu alone. 


~ 


tionships are at least roughly symmetrical. 


\ 


BISHOP: ELASTICITIES AND ere RELATIONSHIPS 803- 


and firm 7’s by the small e;;. The flaw in A it seems to me, is that the ` 
large ith firm may well be in an oligopolistic position. It is certainly 


so to the extent that its price decisions have significant repercussions 
on all the other firms in the group; and, even though it might regard 


the reactions of any one of those other firms as negligible, it is bound . 
to take account of the reactions of all those firms together. My own 
oligopolistic test conveys this kind of interdependence, since — Ey:/ Ej: 
is small. 

On the other hand, it obviously does make a difference to the pro- 
ducer of 50 per cent of the total output of the group whether the remain- 
ing 50 per cent is produced by one or 200 other producers; and this is 
reflected, of course, in the large values of —£;,/E,;. With only one 
other producer, explicit or tacit collusion is obviously easier than with 
200 rivals. Yet it is also possible even in the latter case. Precisely. because 
firm 7 is likely to be vulnerable to the sum of the flea bites of 7 and all 
other such firms together, it may well have both the motive and the 
will to develop a microscopic interest in the small firms and a policing 
attitude toward them. Hence a disciplinary attitude on the part of the 
ith firm toward the price-cutting proclivities of the small firms might 
succeed in conditioning those firms to recognize an interdependence be- 
tween their otherwise negligible acts of aggression and 7’s retaliatory 
discipline. This is not a consistently necessary résult, however; for, even 
if the big firm tries this, it may never succeed in persuading the smaller 
competitors that their situation is‘anything other than the merely dif- 
ferentiated competition that it appears to be in terms of their elastici- 
ties and cross-elasticities. 

I can only conclude that asymmetrical market relationships have to 
be evaluated with caution; for there may or may not be collusive im- 
plications when firms that appear to be differentiated oligopolists are 
in the same group with others that have all the superficial appearances 
of being merely differentiated competitors. The same observation would 
also hold for similar asymmetries among rival suppliers of homogeneous 
products. As a corollary, inter-firm relationships can be regarded as 
definite from the present classificatory point of view only if those rela- 
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“BIOLOGICAL ANALOGIES IN THE THEORY OF THE FIRM? 


~ By EDITH TILTON PENROSE ~ 


Economics has always drawn heavily on the natural sciences for anal- 
- ogies designed to help in the understanding of economic phenomena. 
Biological | analogies i in particular have been widely used in discussions 
of the firr. Probably the best known and most common of these analo- 
gies is that of the life cycle, in which the appearance, growth and dis- ` 


'' appearance of firms is likened to the processes of birth, growth, and ` 


death of biological organisms. Marshall’s reference.to the rise and fall 


of the trees in the forest is an oft-quoted example of this type of anal- 


ogy: Recently, two additional biological analogies have been presented 
—a natural selection analogy, dubbed by one writer viability analysts, 


„and the homeostasis analogy designed to explain some aspects of the 
behavior of firms. The former, like the life cycle analogy, is for use in’ -_ 
, long-run analysis only. The latter is exclusively for short-run analysis. 


Both are supposed to represent improvements on the existing theory of 
the firm at the core of which lies the chief target of attack—the assump- - 
- tion that firms attempt to maximize profits. 

‘The purpose of this paper is to examine critically all three types of 
reasoning and to show that they lead in most cases to a serious neglect 


« of important aspects of the problem that do not fit the particular type _ 
of analogical reasoning, employed. The chief danger of carrying sweep- 


ing analogies very far is that the problems they are designed to illumi- 

nate. become framed in such a special way that significant matters are 

“frequently inadvertently obscured. Biological analogies contribute little 

either to the theory of price or to the theory of growth and development 

of firms and in general tend to confuse the nature of the important 

issues. - 2 : $ 
XY 


| The “Lifé Cycle” Theory of the Firm 


Amplicit.in the notion that firms have a ‘ife cycle” analogous to that’ 
_ of living organisms is the idea that there are “Jaws” Boverning the de- 


'* The author is research associate and lecturer in political economy in The Johns 
Hopkins University.. 

-t This paper is a by-product of iy work on the ae of the growth of the firm in 
connection with a project on firm growth directed by G. H. Evans, Jr., and Fritz Machlup, 
and financed by the Merrill Foundation for the Advancement of Financial: Knowledge, I~ 
am ` particularly indebted to Professor Machlup for his careful criticism of the manuscript 
‘and for many valuable suggestions, and to -Professor Bentley Glass for safeguarding my -. 
‘ventures into biology. - 
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velopment of firms akin to the laws of nature in accordance with which 

. living organisms appéar to grow, and that the different stages of de- 
velopment are a function of age. Were this implication not present, then- 
the life cycle concept would amount to little more than a statement that 
if we look at the past we find that all firms had some sort of a beginning, 
a period of existence and, if now extinct, an end. Even if a careful col- 
lection of the relevant facts about groups of firms in like circumstances 
should establish a statistical pattern in which some affinity in origin, ` 
regularity in development and similarity in disappearance could be dis- - 
cerned, it might be interesting history and might enable one to deduce 
a variety of ad koc theories but it would not be a theory of development 
without the further generalizations about the principles according to 
which the life cycle proceeds. 

Whatever superficial plausibility such a theory may have had in the 
days of the “family firm,” it lost even that when the publicly held cor- 
poration became the dominant type of firm. Even Marshall, who was an 
early exponent in economics of this theory of the growth of the firm, 
was doubtful about its applicability to the joint-stock company, and I 
would not spend much time on it now had it not been recently adopted 
and put forward with vigor by one of America’s foremost economists. 
Kenneth Boulding has virtually called for a “life cycle” theory of the - 
frm’ and has categorically insisted that there is an “inexorable and irre- 


In a paper published-on the sizes of businesses in the textile industries in parts of 
England from 1884 to 1911, S. J. Chapman and T. S. Ashton came out rather whole- 
heartedly in favor of a life cycle interpretation of the development of firms: “Indeed 
the growth of a business and the volume and form which it ultimately assumes are 
apparently determined in somewhat the same fashion as the development of an~organism 
` in the animal or vegetable world. As there is a normal size and form for a man, so- 
but less markedly, are there normal sizes and forms for businesses.” “The~Sizes of Busi- 
nesses, Mainly in the Textile Industries,” Jour. Royal Stat. Soc., Apr. 1914, LXXVI, 512. 
In this article the analogy between the firm and the biological organism -is carried very 
far, but in a “belated appendix” Professor Ashton, in his characteristically cautious 
way, very much. qualifies the analogy : “The picture of the growth ‘of an industry outlined 
here recalls a well-known passage in which Dr. Marshall compared business undertakings 

with the trees of the forest; and other biological analogies spring so readily to mind 
that it may be more useful to point out the differences, rather than the similarities, be- 
tween the life-history of businesses and that of plants, or animals, or men. Businesses 
are by no means always small at birth; many are born of complete or almost com- 
plete stature. In their growth they obey no one law. A few apparently undergo a steady 
expansion. ... With others, increase in size takes place by a sudden leap....” “The 
Growth of Textile Businesses in the Oldham District, 1884-1924,” Jour. Royal Stat. 
Soc., May 1926, LXXXIX, 572. Professor Ashton attributes some-of the differences between 
the development of firms in the earlier (1884-1914) and later (1918-1924) periods to the 
development of the joint-stock company. 


ast) |. we must go on further to discuss the problem of what eten the ‘optimum’ 
or equilibrium balance sheet itself, as this is also to some extent under the control of the 
firm. This should bring us directly into ‘life-cycle’ theory, and indeed one would have 
expected Marshall’s famous analogy of the trees of the forest again to have led economists 
to a discussion of the forces which determine the birth, growth, decline, and death of a 
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versible movement towards the equilibrium of death. Individual, family, 
firm, nation, and civilization all follow the same grim law, and the his- 
tory of any organism is strikingly reminiscent of the rise and fall of 
populations on the road to extinction... .’”* 

. The purposes a life cycle theory of the firm would serve are obvious, 
yet the theory as a bare undeveloped hypothesis has existed for a long 
time arid nothing has been done to construct from it a consistent theo- 
retical system with sufficient’ content to enable it to be used for any 
purpose whatsoever.’ The basic hypothesis is not one from which sig- 
nificant logical consequences can be deduced, such as can be deduced,° 
for example, from the proposition that firms attempt to maximize prof- 
its. Supplementary hypotheses about the kind of organism the firm is 
and the nature of its life cycle are required. Although we have a re- 
spectable collection of information about firms, it has not stimulated 
economists even to suggest the further hypotheses necessary to the de- 
velopment of a life cycle theory of the firm. This, I think, is primarily 
because the available evidence does not support the theory that firms 
have a life cycle characterized by a consistent transition through recog- 
nizable stages of development similar to those of living organisms. In- 
deed, just_the opposite conclusion must be drawn: the development of 
firms does not proceed according to the same “grim” laws as does that 
of living organisms, In the face of the evidence one is led to wonder why 
the analogy persists and why there is still a demand for a life cycle 
theory of the firm. 

The purpose of analogical reasoning in which we consciously and 


firm. In fact the theory of the firm, and of the economic organism in general, has not 
developed along these lines . . . much of the static theory of the firm can be salvaged . 
nevertheless, even when this has been done we still do not have a life-cycle theory ” 
- Kenneth E. Boulding, A Reconstruction of Economics (New York: Wiley & Sons, 1950), 
p. 34. 

* Ibid., p. 38. $ 

* The idea that a firm’s Vigot declines with age, which follows scully from the no- 
tion that firms have life cycles, did, however, enable Marshall to maintain the possibility 
of competitive equilibrium even when firms operated under increasing returns to scale. 
Growth takes time, and Marshall argued that before a business man got big enough to 
obtain a monopolistic position, his “progress is likely to be arrested by the decay, if not 
of his faculties, yet of his liking for energetic work.” And if conditions in an industry 
were such that new firms could quickly master the economies of scale, then it would be 
likely that the established firms would be “supplanted quickly by still younger firms with 
yet newer methods.” See Alfred Marshall, Principles of Economics (London: Macmillan, 
1920, 8th ed.) pp. 286-87; also p. 808, footnote 2. The importance of this decline in a 
firm’s luck or skill for the Marshallian use of the concept of the representative firm is 
clearly brought out by G. F. Shove in the symposium on “Increasing Returns and the 
Representative Firm,” Econ. Jour., Mar. 1930, XL, especially 109. 

* Theoretical models of competition between “populations” or of the conditions of popu- 
lation equilibria do not require the assumption that individuals develop in accordance with 
life cycle patterns but merely that there exist “birth” and “death” rates. 


oo 
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such deçisions, for we have every reason for thinking that these matters | 


are predetermined by the nature of the living organism. 
There can be no doubt, I think, that to liken a firm to an organism 


. and then attempt to explain its growth by reference to the laws of 


ow 


growth of biological organisms is an ill-founded procedure. If it were 
no more than this, one could still question whether one should take the 
trouble of seriously analyzing: the analogy. But, besides being ill- 
founded, this type of reasoning about the firm obscures, if it does not 
implicitly deny, the fact that firms are institutions created by men to 


` serve the purposes of men. It can be admitted that to some extent firms 


operate automatically in accordance with the principles governing the 


mechanism constructed,” but to abandon their development to the laws’ 


of nature diverts attention from the importance of human decisions and 
motives, and from problems of ethics and public policy, and surrounds 
the whole question of the growth of the firm with an aura of “natural- 
ness” and even inevitability. 


“Viability” Analysis. 


The second type of biological analogy I wish to discuss claims to have 
drawn on the principles of biological evolution and natural selection 


~ 


pore 


which were first put forth in a comprehensive form by Darwin. The dis- . ` 


cussion of the processes and progress of human society in terms of 


natural selection and evolution followed close on the introduction of 
these concepts into biology.** The analogy I am concerned with here 


avoids the crudities and attempts to avoid the value judgments that 


characterized the 19th century doctrines of Spencer and his followers in 
their application of these principles- to society. It is very modern in its 
emphasis on uncereaty and statistical probabilities. Nevertheless, it 


™ See the discussion of homeostasis below. tf analogies must be used, there is much to 
be said for comparing a firm to a machine that operates in accordance with the principles 
governing its physical organization, but the construction, evolution and uses of which 


are determined by a mechanic. However, neither Pe of analogical ReGSOBINE ‘has much’ 


explanatory value. 

* Not the least of the effects of this kind of reasoning is to bring “natural law” to the 
defense of the status quo. See the discussion in Richard Hofstadter, Social Darwinism in 
American Thought (Philadelphia: University of Pennsylvania Press, 1944) pp. 30 ff. and 
the quotation (p. 31) he gives from John D. Rockefeller: “The growth of a large business 
is merely a survival of the fittest... . The American Beauty rose can be produced in the 
splendor and fragrance which bring cheer to its beholder only-by sacrificing the early buds 
which grow up around: it. This is not an evil tendency in business, It is merely the work- 
ing out of a law of nature and a law of God.” 


“This subject was widely debated throughout the Western world and the literature is. 


far too extensive to cite. For a useful, though limited, bibliography, see Hofstadter, op. 
cit. The idea of the survival of the fittest, however, was ist suggested to Darwin by a 
work in the social sciences—Malthus on popuanen 


~ 
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is open to the same basic objections ‘that in my opinion adhere to all 
auc biological analogies. . 

- The purpose of the theory is to get sou: a logical difficulty alleged 
to be inherent in the assumption that firms attempt to maximize profits 
in a world characterized by uncertainty about the future. If uncertainty 
exists, firms cannot know in advance the results of their actions. There 
is always a variety of possible outcomes, each of which is more or less 
probable. Hence the expected outcome of any action by a firm can only 
be viewed as a distribution of possible outcomes, and it is argued that 
while a firm can select those courses of action that have an optimum 
distribution of outcomes from its point of view, it makes-no sense to say 
- that the firm maximizes anything, since it is impossible to maximize a 
' distribution. Hence profit maximization as a criterion for action is re- - 
garded as meaningless. According to the “viability analysis,” however, 
this is not a serious difficulty for the economist if he draws on the prin- 
ciple of natural selection and ae me adaptation required of firms: 
by their environment. 

The argument; originally set forth Be Armen A. Alchian,** is as fol-. 
lows: To survive firms must make positive profits. Hence positive profits 
can be treated as the criterion of natural selection—the firms that make 
` profits are selected or “adopted” by the environment, others are re- 
jected and disappear. This holds whether firms consciously try to make 
profits or not; even if the actions of firms were completely random and 
‘determined only by chance, the firms surviving, #.e., adopted by the en- 
vironment, would be those that happened to act appropriately and thus 
made profits. Hence “individual motivation and foresight, while suff- 
cient, are not necessary,”*® since the economist with his knowledge of 
the conditions of survival can, like the biologist, predict “the effects of 
-environmental changes on the surviving class of living organisms.”™ 

Alchian argues that thé introduction of the supplementary and real- 
istic assumption of purposive behavior by firms merely “expands” the 

model and also makes it useful in explaining the nature of purposive be- 
_ havior under conditions of uncertainty.** If firms do try to make profits ~ 
‘even though (because of uncertainty) they don’t know low to do so, 
then clearly they will have a motive for imitating what appears to be 


3 Armen A. Alchian, “Uncertainty, Evolution, and Economic Theory,” Jour. Pol, Econ., 
June, 1950, LVI. ' 
_ 7 Ibid., p. 217. 
" Ibid., p. 220. : 
* “Tt ig not argued that there is no purposive, foresighted behavior present in a reality. In 
adding this realistic element—adaptation by individuals with foresight and purposive mo- 
tivation—we are expanding the preceding extreme model.” I bid., p. 217. = 
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successful action by other firms. This explains ‘conventional rules of | 


behavior (traditional markups, etc.) which can be looked on as “codi- 
fied imitations of observed success.’’?® This is the evolutionary aspect of 
the theory: successful innovations—regarded by analogy as “muta- 
tions”—are transmitted by imitation to other firms. Venturesome inno- 
vation and trial and error adaptation are also purposive acts which, if 
successful, are “adopted” by the environment. Thus “most conventional 
economic tools and concepts are still useful, although in a vastly differ- 


ent analytical framework—one which is closely akin to the theory of - 


biological evolution. The economic counterparts of genetic heredity, 
mutations, and natural een are imitation, innovation, and positive 
profits.”?° 

In accepting and enlarging upon Alchian’s E, Stephen Enke has 
argued that, if.competition were so intense that zero profits would result: 
in the long run, economists could make “aggregate predictions” as if 


every firm knew how to secure maximum long-run profits. For with in- . 
tense competition only firms that succeeded in maximizing profits would - 


survive.” But under these circumstances, Enke notes, the economist 
can use the traditional marginal analysis and his predictions will be the 
same as they would be if he employed the “viability analysis.” Which 
of the two he uses however is not “immaterial,” since “the language of 
the former method seems pedagogically and scientifically inferior be- 
cause it attributes a quite unreasonable degree of omniscience and pre- 
science to entrepreneurs.”™* 

There is much to be said about this revival of an old approach to 
human affairs and about its relation to the traditional marginalist ap- 
proach in economics, in particular as to whether the two approaches 
really answer the same types of questions about the effect of “environ- 
mental” changes on price and output. In this paper I am not so much 
concerned to present an analytical critique of the theory as to discuss: 


the applicability of the biological analogy and the implications involved 


in its use. Again we find that the characteristic of the analogy employed 


3 Ibid, p. 218. | 

* bid., p. 219. It should be noted that the treatment of imitation as analogous to 
genetic heredity is essential to give the principle of natural selection any evolutionary 
significance. Natural selection has two meanings: “In a broad sense -it covers all cases of 
differential survival: but from the evolutionary point of view it covers only the differen- 
tial transmission of inheritable variations.” See Julian Huxley, Evolution, the Modern 
. Synthesis (London: Allen & Unwin, 1942), p. 16. 

= Stephen Enke, “On Maximizing Profits: A Distinction between Chamberlin and Rob- 
inson.” Am, Econ, Rev., Sept., 1951, XLI. The assumption of intense competition is essential 
for the results claimed by the authors of this approach, aswe shall see below. 

z Ibid., p. 573. - 
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. is to provide an explanation of human affairs that does not depend on 
- human motives. The alleged superiority of “viability” over marginal 
analysis lies in the claim that it is valid even if men do not know what 
they are doing. No matter what men’s motives are, the outcome is de- 
termined not by the individual participants, but by an environment 
beyond their control. Natural selection is substituted for purposive 

_ profit-maximizing behavior just as in biology natural selection replaced 
the concept of special creation of species, 

In biology the theory of natural selection requires the postulate that ~ 
competition—a struggle for existence—prevails, but it is a postulate 
that rests firmly on observed facts. Darwin deduced the struggle for 
existence from two empirical propositions: all organisms tend to in- 

. crease-in a geometrical ratio, and the numbers of any species remain 
more or less constant.” From this it follows that a struggle for- exist- 
ence must take place. Translated into economic terminology, the expla- 
nation of competition in nature is found in the rate of entry. The “ʻi 
cessive entry” is due to the nature of biological reproduction, But how . 
shall we explain competition in economic affairs where there is no bio-’ 

‘logical reproduction? The psychological assumption of the traditional 
economic theory that businessmen like to make money and strive to 
make as much as is practicable performs a function in economic analy- 


sis similar to that of ‘the physiological assumption in the biological . | 


theory of natural selection that the reproduction of organisms is of a | 
geometric type—it provides the explanation of competition (and in eco- 
nomics, incidentally, also of monopoly). To be sure, the two assump- 

- tions rest on vastly different factual foundations and should not be 
treated as analogous. We can only say that there is some evidence that 
such a psychological motivation is widely prevalent and that we have © 
found we can obtain useful results by assuming it. If we abandon this 
assumption, and particularly if we assume, that men act randomly, we 
cannot explain competition, for there is nothing in the reproductive pro- 
cesses of firms that would ensure that more firms would constantly be 
created than can survive; and certainly from observations of the real 
world we can hardly assume that competition is so intense that zero 
profits will result in the long run or that only the best adapted firms can 
survive. 

Although insisting it is not necessary, Alchian is prepared to assume 
that firms do strive for positive profits:** But I cannot see that even this 
is sufficient to explain the existence of competition sufficiently intense to 
enable the economist to assume that only the nae Onn aes acai 


-* Ses Julian Huxley, of. cit., p. 14. 

“The pursuit of profits, and not some hypotheti¢al undefinable petai E 
i the relevant objective whose fulfilment is rewarded with survival Unfortunately; even 
_ PA aa objective is too high.” Op. cit., p. 218, 
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firms will survive. Even with this modification firms would still be 
affected by environmental changes only when these changes. cause 
losses. When changes in the environment opened up new opportunities 
without acting adversely on the old, then; on the assumptions of this 
analysis, firms would not respond at all to the new conditions since 
profits would already be positive and firms are assumed to, be uninter- 
ested in increasing their profits.” 

Once motivation is introduced the usefulness of the model becomes 
even more questionable. Great emphasis is laid on the predictive power 
of the viability theory. Therefore the essence of the theory cannot be . 
that those firms best adapted to the economic environment will survive; 
this could easily become a circular argument. Rather it is that the econ- 
omist can know what the conditions of survival are and therefore can 
know the characteristics of firms that will be required by these condi- 
tions of survival. Now, apart from the pardonable notion: that econo- 
mists have a special knowledge denied to firms**—which is quite appro- 
priate if firms (but’not economists) are treated as non-motivated organ- 
isms—this would seem reasonable provided either that environmental 
conditions are identifiable and are independent of the actions of the 
firm or, if they are dependent on the actions of firms, that the economist 
can know how firms will, by their actions, change the environment. 

Once human will and human motivation are recognized as important 
constituents of the situation, there is no a priors justification for assum- 
ing that firms, in their struggle for profits, will not attempt as much 
consciously to adapt the environment to their own purposes as to adapt 


= Once we admit that when opportunities for making money arise, some firms will prefer 
to take a chance on making more money rather than to rest content with less, we might 
just as well assume that firms act as if they were attempting to maximize profits, since, 
for the purpose of detecting the direction of change,.we get more useful results from using 
this assumption than from any other that has yet been devised. It should be obvious that 
for this purpose marginal movements are the significant ones, yet the viability approach 
leaves us no way öf predicting marginal movements except under special conditions and 
leaves us completely helpless if there is a pronounced lag between the introduction of a 
given environmental change and, the effect of the change on the birth and death rates of 
firms, for “these long-run forces of adjustment operate in the main through the effect of 
altered conditions of survival and the births dnd deaths of firms.” Enke, op. cit., p. 572. 

» For the life of me I can’t see why it is reasonable (on grounds other than professional 
pride) to endow the economist with this “unreasonable degree of ommniscience and pre- 
science” and not entrepreneurs. Although this is incidental to our- discussion, it seems to 
me that the logic of the argument runs somewhat as follows: It is impossible to know in 
advance what actions will yield maximum profits. Therefore‘firms cannot know in advance 
what they should do to maximize their profits. If there is intense competition, zero 
profits will be maximum profits and firms making negative profits will fail. Economists can 
know the conditions of survival, Therefore economists can know what type of firm will 
escape negative profits. Therefore economists can know what firms must do to make zero 
or positive profits, Therefore economists can know how maximum profits can be obtained. 
Therefore it is not impossible to know in advance what actions will yield maximum 
profits, 

One can only suggest that firms should hire economists 
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themselves to the environment. After all , one of the chief characteristics 
of man that distinguishes him from other creatures is the remarkable- 


range of his ability to alter his environment or to become independent 


of it. Underlying the viability analysis is the assumption that, even if 
firms can and do make more or less intelligent choices, they can do noth- 
ing in unpredictable ways to “force” the environment to “adopt,” and 
thus make successful, the results of their action. - 

- The concept of the environment of firms on 1 which the economist 
_ using “viability” analysis bases his predictions is by no means clear. 
, There is little doubt that there aréparts of the external environment of: 
' firms which are identifiable and which for all practical purposes we can ' 
safely assume will not be quickly or unpredictably altered by firms— 
geographical factors, the conditions of transportation, established gov- 
ernment policies. There are other aspects of the environment that can 
be altered within fairly narrow limits and in more or less predictable 
ways—the amount of natural resources, the state of employment. There 
are still other aspects of the environment, equally important for sur- 
_ vival, which we cannot assume are beyond. the influence of firms and 
which can be unpredictably altered by them in a large number of ways 
—the state of technology, the tastes of consumers. 
_ It is these unpredictable possibilities of altering the environment by 
man that create difficulties in comparing the economist to the biologist 
observing the processes of natural selection and studying the nature of 
adaptation. Animals, too, alter their environment, but in a rather un- 
conscious fashion without much deliberation about different probable 
outcomes of their actions. The possibilities open to animals of affecting 
their environment in a given period of time are so much more restricted 
than those opén to men that the biologist has a very much easier task, 
' for the relative consistency of animal behavior and the relatively narrow 
limits within which animals can act give him a more secure basis for 
prediction.” If firms can deliberate, if they can weigh'the relative profit- 
‘ability of assaulting the environment itself and if they can act in ways 
unknown to the economist, what are the “realized requisites of survival” 
that can give the economist confidence in his predictions? Alchian has 
treated innovations as analogous to biological mutations. But muta- 
tions are “alterations in the substance of the hereditary constitution” of 
an organism,” while innovations, though they may consist of changes 
in the constitution of firms, more often than not are direct attempts by 


" As a matter of fact, it is doubtful if many biologists would agree that their powers of 
prediction are as sweeping as are implied here, particularly if man is included among the 
organisms with respect to whom the effects of. environmental change are predicted. 

. ™ Hurley, of. cdt., p. 18. 
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firms to alter their environment. In other words, innovations are directly 


related to the environment of firms whereas the biologists tell us that 
genetic mutations are apparently completely unrelated either to the en- 
vironment or to the agent inducing the mutation. The biologist cannot 
explain why mutations take the course they do while the economist, if 
he can assume with some justification that the activity of firms is in- 
duced by a desire for profits, has a plausible partial explanation of inno- 
vation. 

It is not possible to go very far with this aspect of the matter because 
the authors of the viability approach have given us no hint of what they 
mean by the environment. It is vaguely referred to as an “adoptive 
-Toechanism’”® but in view of the enormous complexity of the interrela- 
‘tionships in the economy, ‘a prediction of the types of organisms that 


will survive a given change in the environment involves the’ sang 


of a new general equilibrium and does not seem to me to be an ‘ 
tellectually more modest and realistic approach” than any other. After 


all, even the most ardent proponent of the marginal analysis never | 
- claimed that his tools enabled him to make such sweeping predictions >- 
as are implied here. By its very nature a prediction of the kinds of firms 


that will survive in the long run must take account of all the reactions 
and interactions that a given change in.the environment will induce. 
With our present knowledge this is impossible, and the assertion that 
“the economist, using the present analytical tools developed in the 
analysis of the firm under certainty, can predict the more adoptable or 


viable types of economic interrelationships that will be induced by en- ` 


vironmental change even if individuals themselves are unable to ascer- 
tain them’ places the wrong interpretation on the kind of thing the 
economist can do. If he can predict the consequences of environmental 
changes, it is not because certain types of interrelationships are‘ more 


“viable” in a long-run sense, but because he has an idea of how people . 


will behave. He knows little about long-run viability since he knows 
very little about all of the secondary and tertiary reactions that will in 
the end determine the “conditions of survival”—at least he has as yet 
given little convincing evidence of such knowledge. 

Alchian’s central objective of exploring the “precise role and nature 
of purposive behavior in the presence of uncertainty and incomplete 


2 “The suggested approach embodies the principles of biological evolution and natural 
selection: by interpreting the economic system as an adoptive mechanism which chooses 
‘among exploratory actions generated by the adaptive eae of ‘success’ or ‘profits.’” 
Alchian, op. cit., p. 211. 

™ Ibid., p. 221. 

” Ibid., p. 220.. 
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information” is important” but tbe biological framework in which he 
“has cast his model has led him to underestimate the significance of the 
very thing he claims to be exploring. After all, one of the more powerful 
effects of-uncertainty is to stimulate firms to take steps to reduce it by 
operating directly on the environmental conditions that cause it and 
men have a greater power consciously to change their environment than 
has any other organism. A direct approach, stripped of biological trap- 


_ pings, to the problem of what happens when men try to reach an objec- 


tive but don’t know the “best” route, would not lead to underemphasis 
on the significance of purposive activity on the part of men. It is by no 
means “straightforward” to assume non-motivation,™ for without moti- 
vation economic competition, leading to the elimination of all but the 
best adapted within a community, cannot be assumed. Hence, if the 
operation of natural selection through competition is made the guiding 
principle of the analytical technique, then an assumption equivalent to 
profit maximization must be made.and the professed raison dê être of the 
viability approach disappears. 


Homeostasis of the Firm 


A third biological concept that has appeared in one form or another 
in economic literature is the concept of homeostasis.** Organisms are so 


-` constructed that there is a certain “equilibrium” internal condition 


which their bodies are organized to maintain. Any disturbance of the 
equilibrium sets forces in motion that will restore it. Kenneth Boulding 
considers that “The simplest theory of the firm is to assume that there 
is a ‘homeostasis of the balance sheet’—that there is some desired ~ 
- quantity of all the various items in the balance sheet, and that any dis- © 
turbance of this structure immediately sets in motion forces which will 
restore the status quo.”** 

-Once again we find the characteristic of the biological analogy—ac- 
tion taking place in human affairs without the intervention of human 
decisions based on deliberation and choice. But here it is applied to 


“describe a characteristic of organized activity and a possible method 


by which men may achieve certain objectives. The notion of homeo- 


* Ibid., p. 221. 
aIt is straightforward, if not heuristic, to start with complete menno and non- 


- motivation and then to add elements of foresight and motivation in the Process of building 
an analytical model. The opposite approach, which starts with certainty and unique mo- . ` 


tivation, must abandon its basic principles as soon-as uncertainty and mixed motivations’ 
are recognized.” Ibid., p. 221. 
' "C, Reinold Noyes, for example, who believes that “economics is fundamentally a bio- 
logical science” uses the physiological concept of the homeostasis of the body in his dis- 
cussion of consumers’ wants, See Economic Man (New York: Columbia University Press, 
1948), pp. 29 ff, 

= Op. cit., p. 27. 
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_ Stasis, treated simply as a principle of organization, does not obscure 


the importance of purposive behavior in human affairs but rather 
emphasizes its significance and illuminates its rôle in a complex social 
- framework. This analogy is of the helpful descriptive sort: it is not 
claimed that tae principles of physiology can explain the working ofa 
firm. 

Indeed, one coi legitimately object to the appropriateness of in- 
cluding the “homeostasis theory” of the firm among the biological 
theories. Homeostasis is a word drawn from physiology, but it describes 
a characteristic of any activity that takes place within a framework 
so constructed that certain types of action are automatically induced 
without any interference from whatever agency is responsible for the. 


- construction. This notion can~be extended from’ the physio-chemical 


reactions which take place within a living organism in order to main- 
tain a constant internal environment, to include the operation of a 
thermostatically controlled heating or air conditioning system** and 


- even the conduct of a game of tag according to predetermined rules. 


Thus the managers of'a firm may lay down rules for the operation of 
the firm which are. determined with reference to some “ideal” interre- 
lationship of the parts of the firm. The desired ratio of assets to liabil- 
-ities, of inventories to sales, of liquid assets to fixed assets, etc., may 
be determined i in advance and an organization so constructed that any 
disturbance of the desired ratio automatically sets in motion a process 
to restore it. There can be little doubt that the more complex an organ- 
ization becomes, the more necessary it is to establish areas of quasi- 


automatic operation, The importance of routine as a means of taking - 


care of some aspects of life in order that others may be given more 
attention has frequently been stressed.” -The fact that many business 
, decisions are not “genuine decisions,” but are quasi-automatic and 
made routinely in response to accepted signals without a consideration 
of alternative choices has misled many into attacking the assumption 


__that firms try to make as much money as they can—particularly where. 


it can be shown that the rules- governing the routine actions are not 
fully consistent with profit maximization. 

This whole area of the behavior of the firm is still not adequately 
explained. Imitation of apparent success, may, as Alchian -suggests, 
account for ‘some habitual and apparently irrational behavior. The 
persistence of routine action after the conditions for which it was ap- 


= propriate have passed may also account for some of it; other partial 


~ See Kenneth. Boulding, “Implications for General Economics of More Realistic 
Theories of the Firm,” Am. Econ. Rev., (Papers and Proceedings), May, 1952, XLII, 37 ff. 

"For a well-balanced discussion of the rôle of habitual behavior and routine decisions 
‘in business activity see George Katona, Psychological Analysis of Economic Behavior 
(New York: McGraw-Hill, 1951), especially pp. 229 ff. 
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senators have. been suggested.” The theory of homeostasis provides 
- a formal framework of explanation into which many routine responses 
can be fitted, but it throws no light at all—nor does it claim to—on why 
and how the “ideal” relationships between the relevant variables which. 
the firm is now attempting to maintain were originally, established or 
on the conditions under which-decisions may be made to alter them.” 
Strictly speaking, the basic principle is not a biological one at all in 
spite of the name given it. It is a general principle of organization, 
examples of which may be found in biology, in mechanics and in social 
‘organization, and if one chooses to introduce into economics anotheér 
mysterious word borrowed from another science—well, that i is a matter | 


of-taste. ’ 
* * * 


The desire to. itaw biological concepts into the explanation of social 
affairs is hard to understand since for the most part they add to rather 
_ than subtract from the difficulties of understanding social institutions. 
The ‘observed regularities and the postulated explanations of nonmoti- 
vated biological behavior are related to chemical processes, thermal 
reactions and the like; they are unrelated to conscious deliberation by 


the organism itself. The appeal of such biological analogies to the social -< 


scientist plainly springs from a persistent yearning to discover “laws” 
that determine the outcome of human actions, probably because the 
discovery of such laws would rid the social sciences of the uncertainties 
and complexities that arise from the apparent “free will”-of man and 
-would endow them with that more reliable power of prediction which 
for some is the essence of “science.” It should be noted that the dis- 
tinction to be made is not that between human and non-human beings 
but between actions that are in some degree bound up with and deter-. - 
mined by a reasoning and-choosing process, no matter how rudimen- 
tary, and actions that are, as it were, “built into” the organism, or into 
the relationship between the organism and its environment, and cannot 
be altered by conscious decision of the organism itself. 
Our knowledge of why men do what they do is very AE S but 
there is considerable evidence that consciously formulated human \ 
values do affect men’s actions, that many decisions are reached after a 
conscious consideration of alternatives, and that men have a wide range 
of genuine choices. The information that we possess about the behavior 
` of firms, small as it is, does furnish us with some plausible explanations 


bid, p. 230. pa j 

* The homeostasis principle “, , . says nothing about what determines the equilibrium’ 
state itself, In biology this can generally be assumed to be given by the genetic constitution: . 
_in social organisms, the equilibrium position of the organism itself is to a, considerable de- - 
gree under the control of the organism’s director,” Pee i ei of Economics, 
pP. 33-34, - ` 
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- of what firms are trying to do and why.*° Biological explanations re- 
duce,.if they do not destroy, the value of this information and put noth- 
ing in its place.“ 
To treat the growth of the firm as the unfolding of its genetic nature 
is downright obscurantism.” To treat innovations as chance mutations 
not only obscures their significance but leaves them essentially unex- — 
plained, while to treat them directly as purposive attempts of men to 
do something makes them far more understandable. To draw an 
“analogy between genetic heredity and the purposive imitation of suc- 
cess is to imply that in biology the characteristics acquired by one gen- 
eration in adapting to its environment will be transmitted to future 
generations. This is precisely what does not happen in biological evo- 
lution. Even as a metaphor it is badly chosen although in principle 
metaphorical illustrations are legitimate and useful. But in seeking 
the fundamental explanations of economic and social phenomena in 
- human affairs the economist, and the social scientist in general, would 
be well advised to attack his problems directly and in their own terms 


rather than indirectly by imposing sweeping biological models upon 
them. 


= As Jacob Marschak observed, “It ould be a pity if we should not avail ourselves of 
that type of hypothesis provided by our insight-—-however imperfect or ambiguous—in the 
behavior of our fellow-men. This is our only advantage against those who study genes 
or electrons: they are not themselves genes or electrons.” “A Discussion on -Methods in 
Economics,” Jour. Pol. Econ., June 1942, XLIX, 445. 


“If one attempts to apply the biological evolutionary principle to kiam activity, one 
must first show that human activity does not differ in kind from that of other organisms, 
and the argument ‘of one noted biologist must be shown to be invalid: “Man differs from 
any previous dominant type in that he can consciously formulate values. And the realiza- 
tion of these in relation to the priority determined by whatever scale of values is adopted, 
must accordingly be added to the criteria of biological progress, once advance has reached 
the human level.” Huxley, op. cit., p. 575. 


“ Boulding, for example, finds “mysterious” the “problem of death and decay” of 
firms and asserts that “the question as to whether death is inherent in the structure of 
organization itself, or whether it is an accident is one that must remain unanswered, es- 
pecially in regard to the social organization,” “Implications for General Economics of 
More Realistic, Theories of the Firm,” p. 40. 

It is surely unwarranted to confine the explanation of the disappearance of fra to 
some obscure thing, “inherent in the structure of organization itself” or to “accident,” and 
it would not have been so confined if the very nature of the problem had not been pre- 
judged and limited by the biological approach. I am not sure that there is any precise 
meaning at all in Boulding’s statement and I suspect that this is the reason his question 

“must remain unanswered.” . 


_ But one should be discriminating in a using them, The aia of biological phenomena ‘ 

are so numerous that a parallel may be found somewhere for every conceivable type of 
social situation. There is even apparently a type of symbiotic growth among algae and 
fungi which combine. to form characteristic- lichens that can be compared to the growth 
of a firm by merger. Very curious “parallels” are sometimes drawn. For example, one 
biologist finds that “There is an ‘interesting. parallel in the need for salt by the organism - 
and the epiorganism [i.¢., society]. The commodity is so important for the’ social group 
that it was one of the earliest and most prized objects traded . .\”] R. W. Gerard, Bio- 
logical Symposia, op. ct., pp. 77-78. 
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DEPRECIATION ALLOWANCES, REPLACEMENT - 
REQUIREMENTS AND GROWTH 


By ROBERT, EISNER* 


I. Setting of the Problem 


Recent years have witnessed an increasing attention to the size of | 
depreciation allowances. It has been realized that the magnitude of de- 
preciation charges is a major determinant in the distribution of income. 
Fundamentally, the larger are depreciation allowances the larger the 
proportion of the national product which will be absorbed by business 
enterprises before any “distribution” of income takes place. For one 
thing, the higher are depreciation charges, other things remaining un- 
changed, the lower must be “profits”; hence the lower will be profits’ . 
taxes. And a corporation whose official profit figures are low may also, 
be better able to resist trade unions, stockholders and others who might 
covet the corporate gain. 7 

‘A not uncommon defense against charges by aha and consumer 
groups that corporate profits have been unconscionably high has been 
the argument that depreciation allowances are too low and hence 
profits are overstated. This argument, in perhaps unsophisticated 
fashion, declares that the cost of replacing-expiring equipment in to- 
day’s inflated market is actually much greater than current depreciation 
charges, which are related. to original cost of assets. | 

There are various levels at which those who are so inclined may care to 
meet this argument. For one thing, they may raise the effect of tech- 
nological advance and increases in productive efficiency. It may be quite 
possible, in spite of inflated prices, to replace old assets with.new ones 
whose dollar’cost per unit of productive capacity or output is less than 
that of the cheaper but less efficient assets being replaced. Secondly, 
some question may be posed:as to the basic relevance of replacement 
requirements to the consideration of depreciation allowances. Many 
accountants will insist that depreciation accounting is merely a device for 
allocating original cost and is entirely unrelated to replacement require- 
ments. 

It is not my purpose to do more than call attention to the challenge 
as to the relevance of replacement requirements to depreciation allow- 


* The author is assistant professor of economics at Northwestern University..He expresses 
indebtedness to Edward Budd, William M. Capron, Everett E. Hagen, C. Addison Hickman, 
Leonid Hurwicz, Robert K. Mautz and Owen H. Sauerlender, for advice and assistance in 
various phases of the preparation of this article. 
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‘ances. A more complete treatment would have to consider depreciation 
allowances as an aspect of basic social, political, and moral problems 
of the rights of ownership. Since, however, replacement requirements . 
and depreciation allowances have been connected directly in professional 
and popular discussions, it seems appropriate, regardless of the correct- 
ness of that connection, to apply certain tools of formal analysis to their, 
joint consideration. Í 


H1. Assumpiions 


~ 


Let us lay the groundwork for our formal analysis by setting forth the 
following symbols. Our subsequent assumptions will enable us to evade 
the aggregation problem and relate our variables to either the economy 
as a whole or the individual firm. . l 

I= gross investment 
R= replacement requirements. 
D = depreciation charges 
E=(D/R)—1, the ratio by which depreciation charges exceed or fall 
short .of replacement requirements 

a=length of life of assets (in years) 

6=period of amortization (in years) 

t=the year to which a magnitude refers; thus 
: [,= gross investment in the year #, 
R,=replacement requirements in the year 4 
E,.=(D,/R) — — Í, etc. 

r=the rate of growth of gross investment 


(r= $ -1). ` j (1) 
Iii ' i f 
Then let us add the following simplifying assumptions. 
(1) All capital assets have the same length of life, a years. 
(2) All capital assets have periods of amortization of the same length, 
= ġ years. 

(3) Gross investment grows at a constant rate, r. 

(4) All depreciation charges are made by the “straight-line” method, 
that is, by allocating an equal amount of the original cost of each 
asset to each year of its-amortization period. 

(5) Depreciation charges are begun for each asset.at the beginning of 
the calendar year following the year of its acquisition." i 

(6) There is no change in the general level of prices. 

(7) All capital assets are of the “one-horse-shay” variety, giving the 

- 1 Firms generally charge at least part of a year’s depreciation to an asset in the year in which 
it is purchased. However, recognition of this fine point would merely complicate our mathe- 
matical expression without altering significantly our conclusions: We assume, in effect, that 


one full year’s depreciation charge is made for each asset exactly one yéar after its installation 
and that subsequent charges on each asset are made at exactly annual intervals. 
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same level of service until their moment of extinction, at which 
point serviceability drops abruptly to zero. 

The first three assumptions above should cause no difficulty. For our 
assumptions of identical time spans for all assets and identical rates of 
growth for all time periods the reader may substitute in his mind con- 
cepts of mean length of life, mean period of amortization and mean rate 
of growth. The fourth assumption, of straight-line depreciation, is both . 
simplifying and reasonably realistic, since probably close to 90 per cent 

of all corporate capital assets are depreciated by the straight-line 
method. 

We shall employ initially assumption (6), barring general price in- 
creases, to delineate the implications of real growth. We shall relax 
this assumption in the course of our analysis. 

The one-horse-shay assumption (7) is the troublesome one, on which 
critics might well focus their attention. Its complete abandonment 
would complicate tremendously and perhaps vitiate much of the simpli- 
fied: analysis in this article. PE there seem to be weighty 
justifications for its use. 

First, there does seem to be some agreement, patali among 
accountants, that productive efficiency (not to be confused with value) 
of most capital goods drops more sharply when assets are old than when 
they are new. “One-horse-shay” assets are merely the limiting case of 
assets whose serviceability declines over time at an increasing rate. We © 
may Clarify this by a brief algebraic and geometric digression. 

Let P=productive capacity and let g=age of asset. 

- Then, in our “general” case, which we shall refer to as Case A, we may 
-= state that , i 


P = f(g) (2) p CASE A 
such that Po 

dP , 
— <0 (2,1) 

~ dg 

_ and. ai 
— < 0. (2.2 g- 
= GD o : | 


In the “one-horse-shay”’ situation : 
which we shall dub Case A-1, © P CARR ARI 


P = f(g) (3) 
such that 


Pa fr 0Zg<a 
P= 4 


3.1 g 
0 for.g 2 a. G1) 9 l 
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Our conviction that the common situation in the real world is cer- 
tainly within the general category indicated by Case A and is probably 
close to that of Case A-1 is strengthened by the reflection that depreci- 
ation charges do not include charges for maintenance costs. It is thus 
quite legitimate -in the function above to define P as the productive 
capacity of an asset which has been kept in good operating condition 
by appropriate repair and maintenance expenditures. 


P CASE 8 


We may grant the existence of p 
Case B, in which (dP/dg) <0 but 
(d*p/dg3) > 0, but we shall ignore it 
in most of our subsequent analysis.? 





. II. Replacement Requirements 


With the aid of the definitions and assumptions presented above we 
may now approach the problem of replacement requirements in straight- 
forward fashion. From our definitions and assumption (3), that riscon- ` 
stant, we can write, ; 


lia = me! + r). (4) 


Now, on the basis of assumptions (1), (6), and (7), according to which 
there is no general change in prices and all assets remain fully produc- ` 
tive for a years and then die a sudden death, replacement requirements 
are equal to the value of the assets installed a years earlier, whence 


R, = I,{i ~t- r), i l (5) l 


It.is well to be fully aware of the implications of equation (5). In a 
stationary economy, since r=0, replacement needs of any. year are 
equal.to gross investment of the current year. However, in a constantly 


2 For this dismissal of Case B we may offer the following justification: 

1. Case B situations are likely to include a large proportion of the assets which are handled 
by methods other than straight-line depreciation. Though replacement requirements for 
Case B assets will be higher in growing firms than is indicated in our'Case A-1 analysis, de- 
preciation allowances may also be higher than is indicated by our assumption of straight-line 
depreciation. 

2. To the extent that firms with Case B assets maintain straight-line depreciation they may 
be-expected to write off their assets over a shorter period than the entire time of the assets’ 
useful lives. This, as will be seen below, will increase depreciation allowances in growing firms 
and thus counterbalance the increased replacement requirements which we have ignored by 
our Case A-1 assumption. 

This positive effect of growth on the ratio of depreciation ‘allowances and replacement 
requirements requires only the general Case A assumption. However, the specific quantita- 
tive relationships which we shall advance below do depend on our Case A-1 (“one-horse- — 
shay”) assumption. 
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growing economy, replacement requirements in real terms are less than 
gross\investment. The ratio of replacement requirements to gross in- 
vestment varies inversely with the length of life of capital and the rate 
of growth. 
| IV. The Basic Algebraic Rèlationship 


So far, our results, while perhaps not previously presented in this _ 
formal mathematical manner, are not new to economists. Indeed, 
George Terborgh emphasized that replacement requirements could ac- 
count for an increasing proportion of gross investment in an economy 
with a declining rate of growth.? However, Terborgh, who was‘ con- 
cerned in this emphasis with refuting Professot Hansen’s doctrine of 
secular stagnation, did not concern himself with the rather inverse . 
problem of “excessive” depreciation allowances in their context of 
resultant lower statements of net Income, investment and profits. 

We shall examine now, with the explicit assumptions we hav: indi- 
cated, the specific relationship between replacement requirements, de- 
preciation allowances and the rate of growth, under the system of 
straight-line depreciation. We shall shortly distinguish two situations: 
(1) the period of depreciation of each asset is identical with the life of 
the asset; (2) the period of depreciation is shorter than the life of the 
asset. Situation 1, to which we shall refer as “unaccelerated amortiza- 
tion,” may be taken as a ‘limiting possibility in growing economies or, 
growing firms, indicating a minimum disparity between depreciation 
allowances and replacement requirements. Situation 2, to which we shall 
refer as “accelerated amortization,” indicates that this disparity may ` 
be, actually, of very substantial magnitude. | 

“In both situations 1 and 2, if an asset is fully depreciated i in b years, 
the proportion of the asset charged to depreciation in any one year is 
1/b. Therefore, the total depreciation charge in any year, t, is equal to 
1/b multiplied by the value of assets installed i in the, years t—6 ene 
t—1. 5 Thus, recalling (4), 


Die ES tam © 


3 The Bogey of Economic Maturity ee 1945), pp. 99-119, 

1 The term “excessive”.is employed here merely to indicate the arithmetic relation to current 
replacement requirements. No implications are intended as-to desirable policy pom the point - 
of view of financial reserve, investment decisions or other such matters. 

5 Depreciation charges would be larger and our conclusions would actually be seen R 
somewhat if our assumption (5) were relaxed to recognize the fact that depreciation charges 
are generally ‘made before an asset is one year old. For this would mean that the bulk of 
depreciation of each asset would be completed somewhat sooner and the charges made in any 
one year then would relate on the average to assets which were installed later. In a growing 
economy these later assets are, of course, of greater value than the assets installed at an earlier 


period. 


~ 


EISNER: DEPRECIATION ALLOWANCES AND GROWTH ` 825 


Then, applying the usual rules for the sum of such a series, we find 
1—(+7- an 
D= L pa) | (7) 


Dividing (7) by (5) A recalling that we have defined E;=(D./R.)—1, 
we obtain _ 


~ 


1 a— {i a~b ; l 
yatta to y (8) 


where E papers the ratio by which depreciation charges exceed re- 


placement requirements in the year ?. 
\ 


Situation 1: Unaccelerated Amortization 


In the situation which we categorize as “unaccelerated amortization,” 
the period of depreciation for each asset is identical with the period of 
its useful life or, in terms of our symboly; a=b, Substituting i in (8) we 
secure, 

1+r)—1 o 
E,= at- e (8.1) . 


ar 


Similarly, we may rewrite (7), 


Ti-(d ms 
p= AEE] ; i . A 


ar 


Our major findings can now be deduced quite readily. First, substitut- 
ing, we see that when | 
a r= 0, D: = I, Ri = fi, 
and 

I; aa qT, 


š f E; = = 0. \ 
I, 





But, differentiating (8.1) with respect to r, it can be proved that 


Ok i f 
ae > 0 when ¢ > ft and r> — 1 but not equal to zero, (8.2) 
- r cd , . 


and 
(OF | | 
: ae. z 0 as r Z 0, ; Sn 
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Then, so long as r> — 1 (which includes all meaningful values of r), 


E50 as rS0 (8:4) 
j hai P . i 

Literary: presentation of our equations may appropriately accentuate 
their impact. 

1. On the aggregative level, replacement requirements equal de- 
preciation allowances only in the very special case of a stationary econ- 
omy. On the level of the individual firm, similarly, replacement require- 
ments equal depreciation aromances only in the firm wae net invest- - 
ment is zero.’ 

2. Replacement requirements are more than deped allowances 
only in declining economies or shrinking firms. 

3. Depreciation allowances exceed replacement requirements in 
growing economies and in growing firms. Since growth is clearly a 
dominant characteristic of both the American economy and its oo 
this finding would seem to be of decisive significance. 

_ 4. The amount of the “excess” of depreciation allowances over re- 
placement requirements varies directly with the rate of growth. Where 
the rate of growth is positive, the greater is the rate of growth the 
greater is the ratio by which depreciation allowances exceed replace- 
ment requirements. Where the rate of growth is negative, the smaller 
is the rate. of growth (the faster gross investment is declining), the 
greater is the ratio by which depreciation allowances fall short of re- 
placement requirements. 

5, In growing economies or in growing firms the “excess” of deprecia- 
tion allowances Is greater as the life of assets is longer. In declining econ- 

omies or in shrinking firms the proportion by which depreciation charges 
are less than replacement requirements is greater as the nen of life of 
assets 1s greater. 

Illustrative values of Æ, for various values of r and a may help con- 
-yey the significance of the relationships expressed in the equations 
- above. Thus we may note that in an economy which grows steadily at 
a 3% rate and which applies straight-line depreciation methods through- 
out the life of its assets, the excess of depreciation allowances over re- 
placement requirements for assets which last five years is 6.2%. For 
assets which last 10 years, this excess is 14.6%; for 15-year assets the 
excess is 24.0% and for 20-year assets the excess is 34.4%, etc. These 
excesses would be more for a more rapidly growing economy and less in - 
a less rapidly growing economy. 


«Where r=0, D;=J;; hence net investment=J,;—D,=0. 
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Situation 2: Accelerated Amortization 


The effect of changing the period of amortization may be determined > 
by going back to equation (8) and securing the partial derivative of Fy’ 
with respect to b. Accordingly, 


OL; (1 + r)a? l 
— = — |1 + 6] t-4-r)— (1 bi, 8.5 
m zy (LE + b log (t +7) — (1+ 7) (8.5) 
It may then be demonstrated that 
OF; - 
E <0 when r>o0, (8.6) 
and 
Of: 
ara >0 when r <0. (8.7) 


In words, where the rate of growth is positive, the shorter is the period 
of amortization, the greater is the ratio by which depreciation allow- 
ances will exceed replacement requirements. Accelerated amortization 
means increased depreciation charges (and, consequently, lower “‘prof- 
its” and profits taxes). Conversely, in a declining economy or firm, 
shortening the period of amortization increases the amount by which 
depreciation allowances fall short of replacement requirements. 

The magnitude of the effect of acceleration of amortization is sub- 
stantial. In an economy growing at a constant three per cent per annum 
rate with assets lasting ten years, excess depreciation (E+) is raised from. 
14.6% to 23.1% of replacement, requirements if amortization is ac- 
celerated from ten years to five years.’ With twenty-year assets, ac- 
celeration of amortization to a five-year period would increase excess 
depreciation from 34.4% to 65.4% of replacement requirements. With 
thirty-year assets, excess depreciation, already at 58.6% of T 
requirements with unaccelerated amortization, is raised to 122 3% if 
amortization is speeded to a five-year period.’ 


V. The Effect of Price Changes 
So far we have operated with the assumption that there is no change 


T Five years has been' the depreciation period which federal authorities have allowed to be 
used for tax purposes in much of the accelerated amortization. during the second World War 
and again in the last two years. 

8 It may be noted that where the amortization period i is longer than the asetil life of assets, 
depreciation allowances may be less than replacement requirements, even in growing econ- 
omies. In such cases an increased rate of growth would accentuate the deficiency of deprecia- 
tion allowances vis-a-vis replacement requirements. 

A fuller treatment of the subject of accelerated amortization, including consideration of 
_ relevant statistical data, may be found~in the author’s “Accelerated Amortization, Net 
Profits and Growth,” in the November 1952 issue of the Quarterly Journal of Economics. 


~ 
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in the general level of prices. Our analysis: should indicate that those 


who would unhesitatingly adduce price increases as proof that current . 
depreciation allowances are insufficient to meet replacement require- 


ments have ignored the effect of growth. Specifically, they have failed 
to consider that in our growing economy depreciation allowances would 
substantially exceed replacement requirements if there had been no 
price increases. Correct statement of the issue would present the prob- 
lem of whether price increases have been sufficient to eliminate the 
excess of depreciation allowances which would exist with an unchanging 
price level. Let us apply our formal system to this problem. | 

Therefore, let us now assume that the general price level or, for our 
purposes, the price level of investment goods, changes at the constant 
rate 7. Then, let us use r’ to denote the constant rate of change of the 
monetary value of gross investment. Thus, 


tHre=(Ltn+a. (9) 


Also using the prime symbol (’) to designate our other variables under 
conditions of changing Pues, we find that depreciation charges may be. 


expressed as 
1— (1 = 
DIEN izat (1.2) 


- while replacement requirements become, 





i -+7 
Then, dividing (7.2) by (5.1), and simplifying, - 


Na Na—b 
pe C E (8.8) 
| br’(1.+- i)e 

” We may pause to deduce the unaccelerated amortization case which, 
although of some general economic interest, is mathematically merely 
a special case of the relationship expressed above. Thus under our new 
assumptions of price changes we may describe situation 1 (where a=b) . 
by aopn a for b in (8.8). Then, P 


fi a 
: : ar’ (t +i) 


_ Equations (8.8) and (8.9) confirm clearly the common sense notion 
that price Increases raise the cost of replacement requirements in rela- 


1+i\e | 
Ri = 1 ( ). (5.1) 


(8.9) 


A 
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tion to decata allowances. Put: A emit it is apparent that, 
with the usual qualification that r>—1 but not-equal to zero, 

: OF,’ 
| - ði 





<0. > l =- (10) 


However, it can also be made quite clear that the fact of an increasė in 
prices is no proof that replacement requirements are not more than 
covered by depreciation allowances. It is indeed possible to state the 
function which indicates precisely how much prices would have to in- 
crease to warrant the charge that replacement requirements cannot be 
met by depreciation allowances. The price increase 7, which would just 
eliminate the excess of depreciation allowances may be calculated by 
setting E,’=0. It can then be shown that | 


a—b7 1/a f i 
Ep edial ue ‘an a 
br’ 
_ Itis a simple exercise to calculate the rate of increase of prices which 
would be necessary to wipe out the excess of depreciation allowances for 
any particular combination of our variables. For example, if r’=8%, 
a=20 and b=a, substitution in (11) reveals that #=0.042. Unless prices 
increased at more than a 4.2% per annum rate depreciation allowances 
would continue to exceed replacement requirements. | - 
Accelerated amortization would increase substantially the rate of in- 
crease of prices necessary to cancel the excess of depreciation allowances. 
To illustrate numerically, again, if r=8%, ¢=20 and b=5, then 
i= 1.051. Thus, unless prices increased at more than a 5.1% per annum 
rate, depreciation allowances would. exceed replacement requirements. — 
It is ‘important to bear in mind that the rate of change of gross in- 
vestment in monetary terms is itself a function of the rate of change of 
prices. Recall that 


i+r = a + r)(1 + i). (9) 


Therefore, an increase in the rate of change of prices, 4, which would” 
, Taise replacement requirements, would also raise r’ and hence raise 
depreciation allowances. However, the increase of depreciation allow- 
ances resulting from an increase in the rate of change of prices would 
be less than the increase in replacement requirements. We may note, In 
connection with the magnitudes which we have used for illustrative 
purposes, that the rate of increase of prices necessary to wipe out the 
excess of depreciation allowances is somewhat more than half of the 
rate of increase of gross investment in monetary terms. Another manner 
of expressing this relationship would be to state that the rate of increase 
of prices must be somewhat more than the rate of increase in the real 
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volume of gross investment in order for price increases to wipe out the 
excess of depreciation allowances over replacement requirements.’ 
VI. Summary and Conclusions 
We may summarize our major findings as follows: 


A. Abstracting from price changes 


(1) Depreciation allowances exceed replacement requirements in 
growing economies or growing firms. 

(2) The excess of depreciation allowances over replacement require- 
‘ments varies positively with (a) the rate of growth of gross in- ° 
vestment and (b) the length of life of assets. 


? Those who prefer geometric presentations may find in the following diagram a convenient 
synthesis of the relationships which we have been considering. 


‘DOLLARS ye Çi 





: = TIME 
O t-a T-d t-3 t-2 t-l ` t 


I'm ],!(i+¢r')! (f=, ee ; F3, 
indicates the annual rate of gross investment in monetary terms. 


i yr 
Cm J. "| depreciation charges in the year # expressed as a function of the length of 


` the depreciation period, k. 

D, =the height of C at 4—b (the value of C when kab). 

R= the height of J’ at t—a. 

R,' =the height at ¢ of a curve which grows at a (1-+s) rate from Ies’ (or Ra). 

It should be apparent that increasing the value of r’ will tilt J’ further upward and in turn 
raise C, thus increasing D,’. If b=a, Dr exceeds R; by the distance between C and I’ at i—a. 
On the other hand, if a <b (for example, if a <3), R; may exceed D,’. One may observé gen- 
erally that as long as J’ rises over time, the slope of C is also positive, and decreasing the value 
of b must increase D,’. Similarly, decreasing the value of a must increase R, and, by thus 


raising the price increase curve which leads from Re to Rë, must also increase R,’. Finally, if - 


price increases account for a sufficiently large proportion of the growth,in investment, the 
curve leading from R; to R’ will be so close to the I’ curve that Rë will equal or exceed Dë. 


+ 


~ 
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@) The excess of depreciation allowances over plameni require- l 
ments varies negatively with the length of the period of amor- 
tization; accelerated amortization i increases depreciation allow- 
ances. ` 7 


B. When price dage are considered- 


(1) Increases in prices may not be sufficient to wipe a the excess of 

depreciation allowances over replacement requirements caused ' 

_ by growth in the real volume of investment. l 

(2) The extent of price increases necessary to cancel the effects of _ 

growth in the real volume of investment is a function of the rate 

of growth of investment (in monetary terms, which is a product 

‘of the real growth and the change in prices), the length of life of 

assets, and the period of amortization. Illustrative examples re- 

-= veal that only when prices increase somewhat faster than real 

investment do replacement requirements approach the magni- 
tude of depreciation allowances. 

We may conclude that the phenomenon of growth places on shaky 
ground those who would argue that depreciation allowances are insufh- 
clent to meet replacement requirements. To the extent that replacement 
requirements may offer a criterion for the size of depreciation allowances 
a contrary hypothesis would appear appropriate. Perhaps depreciation . 
allowances are too high and net profits, as well as net income and net in- 
vestment, are understated by conventional accounting practices! And 
perhaps our traditional analyses of the distribution of “income” over- 
look, consequently, a substantial component of the social product which 
accrues to business enterprises in the form of generous depreciation al- 
lowances. Finally, our analysis may have suggested that in this entire ` 
area—as perhaps In others—economists must avoid explaining our de- ` 
veloping world with models which ignore the phenomenon of growth. ° 


THE SHAPE OF- THE AVERAGE COST CURVE 


By Witrorp J. ErreMan and GLENN E, GUTHRIE* 5 


„E. The Problem 


It has been argued that, when manufacturing is conducted with 
facilities ‘designed by modern engineering techniques, the least cost 
point of a plant is located either at or near capacity output. By capacity 


‘is meant the greatest physical output possible in some relatively short 


period of time, such as an hour or a normal work day. The argument 
continues that, when modern engineers are successful, the short-run 
marginal cost curve for a product always lies below the average cost 
curve at all levels of operation short of capacity. The result is that the - 
marginal cost.curve cannot intersect the marginal revenue curve (1) if 
the average revenue curve is horizontal, or (2) if the average revenue 
curve is high and. relatively elastic.* The orcas thesis has been at- 
tacked from many quarters.? 

The’ validity of much price analysis iiis upon the shape of the 
average cost curve, to which are related both the location of the least 


_ cost point and the shape of the marginal cost curve. To discover the 


shape of the average cost curves for actual companies is an exceedingly 


\ 


difficult task. Even if the shape of the curves could be ascertained, the 
existing controversy would continue. The reasoning of marginal price 
theory is valid if businessmen belteve curves to be shaped as theorists 
assume, even though the curves are actually shaped as opponents con- 
tend; conversely, orthodox price theory is not valid if businessmen 
believe curves to be shaped so that their least cost points are at or near 
capacity, even though the curves really have the shape which conven- 
tional theorists maintain. Hence, marginal price theory. stands or falls 
depending upon what businessmen think, because their short-run de- 


cisions to expand or to contract are based upon what they belseve 


rather than upon what is actually true. 
The easiest way to discover what businessmen think i is to ask them. 
* Wilford J. Eiteman is professor of finance and Glenn E. Guthrie i is a graduate student 
at the University of Michigan. 
*W. J. Eiteman, “Factors Detarmining the Location of the Least Cost Point,” Am. 


` Econ. Rev., Dec. 1947, XXXVII, 910-18. 


2 The thesis has been censured by Mr. Bishop and Mr. Haines in two communications “ 
published in the September 1948 Review. A rejoinder to their criticisms will be found in 
the December 1948 Review. 


\ 


EITEMAN AND GUTHRIE: THE AVERAGE COST CURVE . 833. 


Accordingly, a research foundation provided the authors with a small 
fund with which to finance a questionnaire study of what businessmen 
think concerning the shape of the average cost curves. The sole purpose 
of this paper is to describe the methods and to report the results of this 

study. 


“. If. Description of the Study 


á In order to engage the cooperation of the right individual in each 
company, the paragraphs which follow appeared at the beginning of 
the questionnaire: 


SHAPE OF THE AVERAGE Cost CURVE 
Why This Questionnaire Is Sent to You i 
Economists are currently engaged in a controversy regarding the shape 
of industry’s “average cost curye.” Their dispute has great theoretical 
importance, and indirectly some practical importance. Interestingly the 
argument relates to what businessmen think about the shape of the 
curve and not to the actual shape of the curve. This questionnaire is 


an attempt to discover what businessmen think. Your ae will be 
appreciated.. l 


Who Should Answer the Questionnaire , 


Somewhere in your organization there is an individual or a group of 
individuals charged with the responsibility of deciding that production 
in the plant will be increased or decreased tomorrow, next week, or 
next month. That individual or a representative of ‘that group is the 
one whom we would like to answer this questionnaire. May we solicit 
your aid in seeing to it that the proper individual gets this question- 
naire. 


What Is Meant by the Average Cost Curve 


The average cost curve is a line on a graph which shows the cost per 
product at each possible scale of operation from the minimum to the 
maximum (excluding all over-time work). At each scale of operation 
the average cost is computed by dividing total costs.of production al- 
located to a product by the quantity of the product produced. Obvi- 
‘ously average cost varies as the scale of operations changes. The ques- . 
tion is, How? 


How to Answer the Dastonnaie Í 


Eight small graphs follow. Will you kindly indicate the one which 
you think comes nearest to representing the cost situation for each of 


* The italicized phrases automatically rule out long-run T ER without confusing 
a businessman with technical economic phraseology. The questionnaires were taken very 
seriously, Several companies called meetings of top management-to discuss the subject and 
to formulate a memorandum to accompany the returned questionnaire. 


/ 





Unit Cost 


Unit Gost 
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Curves Interpretation 
Capacity 


1, If you choose this curve you believe that your 
lowest cost point is at minimum output and that unit . 
costs increase rapidly at a decreasing rate as output 
expands. l 


Scale of Output 


Capacity 
l | 
Z 
2. If you choose this curve you believe that your 
lowest cost point is at minimum output and that unit 


costs increase slowly at an increasing rate as output 
expands. 


Scale of Output 


q? Capacity ý 


“m 


3. If you choose this curve you beleve that unit 
costs are high at minimum output, that they decline 
rapidly to a least-cost point, and then that they rise 
until capacity output is reached, 


Scale of Output : 


f 


_ Capacity 


| 
4 i = 
a | 4. If you choose this curve you believe that unit 
T’ costs are high at minimum output, that they decline 
to a least-cost point located about midway between 
minimum and‘ maximum output and then rise. 


Scale of Output 
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Capacity 


5 


_ 5. If you choose this curve you believe that unit 
costs are high at minimum output, that they de- 
cline gradually to a least-cost point sear capacity, 
after which they rise sharply. 


Unit Cost 


| 
| 
|. 
4 
| 
| 
| 
| 








Scole of Output 


Capacity 
6 


6. If you choose this curve you believe that unit 





| 
{ 
z | 
8 l costs are high at minimum output, that they decline - 
| gradually to a least-cost point near capacity, after 
a | which they rise slightly. . 
“S|. 
| 
scale of Output 
Capacity 


T | ` 
| 7. If you choose this curve you believe that unit 

| costs are high at minimum output, and that they _ 
! decline gradually to capacity at which point they are 

f lowest. , - 

i 

j 


Unit Cost 


Scale of Output i i ' 


Capacity 
8 


8. If you choose this curve you believe that unit 


je" costs are the same at.all scales of operation. 
i ; [ 
|. 


‘Scale of Output 


Unit Cost 


ww 
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your ‘principal products. Do not make a statistical or accounting in- 
vestigation before indicating your answer because, as was previously 
explained, we are interested in what you think rather than in the actual . 
shape of the curve. 


The eight graphs mentioned above were so placed that all eight were 
visible without necessitating a turning of the page. The curves and the 
explanations which appeared beside them are on pages 834-35. l 

Questionnaires were sent to one thousand manufacturing companies’ 
located in forty-seven states. The companies chosen were manufac- 
turers having more than 500 but less than 5,000 employees. It is im- 
portant to note that-the questionnaires were sent by mail. Personal ~ 
interviews would have permitted the bias of the researcher to influence 
the thinking of the one being interviewed. 


ITI. Results of the Study | 


Of the one thousand questionnaires sent, 366 replies were received 
from companies in thirty-two states." Table I indicates the positions in 
the firms of the persons who provided the requested data. © 


“ 


TABLE I.—Posrrion.oFr INDIVIDUALS WHO REPLIED 





_ Number of Replies 

President | 105 
Vice-president (no function stated) i 55 
j Treasurer or secretary-tressurer 60 
Secretary 3 -45 
Controller | : 17 
- Accountant 15 
Production manager ` 39 

Miscellaneous other 30 
Tota > | A 366 


Some replies indicated that all the products of the company fell un- 
der one curve. Others listed numerous products but indicated that a 
single curve was applicable to all. Still others listed their products and 
indicated different curves as applicable to each. A few indicated that 
one curye was applicable under certain conditions but that another ': 


‘t Immediately preceding the array of curves was the following note: “Please interpret 
capacity as meaning the maximum output possible without the use of overtime payments 
for labor.” a 
= “The largest number of replies came from Ohio (65), followed by Michigan (49), 

Massachusetts (33), Illinois (33), New York (29), Pennsylvania (26), Wisconsin (22), 

Connecticut (19), California (14), and Indiana (13, with lesser numbers from the other 
twenty-two states. 


A 


” 
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curve was more correct for the same product under other conditions. 
Therefore, several tabulations were necessary. 

Of the 366 replies, 334 indicated one curve as applying to all the 
products of the company. Their choices are tabulated in Table IT. 


/ ; 
TaBe I.—Cuoice or Cost CURVE sy Companies WITHOUT REFERENCE 
TO NPMBER OF PRODUCTS 


Number of Companies 





The remaining thirty-two replies specified one curve as applying to 
one product and another curve as applying to another product. Table 
III indicates-the choice of curves by products for all 366 questionnaires 
received. When a company did not specify products, it is included in 
this table as producing only one. Some products were reported under 
a specific curve subject to a qualification.® Replies of this nature are 
noted in the third column of the table. 

Of the average cost curves included in the questionnaire, numbers 3, 
4, and 5 can be taken as supporting conventional marginal price analy- 


TABLE ILL.—-CosT Curves CLASSIFIED BY PRODUCTS 


A 


7 i Products Listed 
Curve Number Doo alia w under Curve Total Products Listed 
: See with Qualifications 





`l 0 
-2 -1 
3 5 
4 15 
5” _ 42 
6 381 
7 636 
8 2 - 
- Total 1,082 





*Such as, for example, “Curve 7 provided we have two weeks notice of the step-up, 
otherwise curve 6.” 7 


~ 
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sis. Curves 1, 2, 6, 7, and 8 do not support marginal theory. A compila- 
tion of the replies in terms of those for and those against conventional - 
' theory is given in Table IV. : 


TABLE IV Cost CURVES GiouneD AS SUPPORTING OR Nor SUPPORTING 
MARGINAL ANALYSIS 


r 


By Product 


OO =q O Un a Go O e 


Total 








IV. Conclusion 


The discussion above presents a factual report of the procedure ap- 
plied and the results obtained from the study undertaken. The replies 
demonstrate a clear preference of businessmen for curves which do not 
offer great support to the argument of marginal theorists. If some of 
the personal comments of`those who answered the questionnaires were 
to be repeated here, they would serve further to emphasize this conclu- | 
sion. For example, after the questionnaires were returned, a letter was 
sent to each businessman explaining the reason for and the results of 
the study. The replies of two businessmen are given in the footnote.” 
Another operations manager reported that regardless of the shape of 
the curve, the least cost point is considered by him to be the capacity - 
of his plant, since his efficiency is judged by his superiors entirely on 
the basis of his average costs as reported by the accounting department. 
Consequently, he would not under any circumstances push production — 
beyond the least cost point. 

If the beliefs of businessmen in pedera coincide with those included 
in this sample, it is obvious that short-run marginal price — should 
be revised in the light of reality. 

The amazing thing is that any sane economist could consider No. 3, No. 4 and No. 5 


curves as representing business thinking. It looks as if some economists, assuming as 8 
premise that business is not progressive, are trying to prove the premise by suggesting 


| 


- curves like Nos. 3, 4, and 5.” A manufacturer of road building equipment wrote, “Even 


with the low efficiency and premium pay of overtime work, our unit costs would still 
decline with increased production since the absorption of fixed expenses would more than - 
a aca aaa aa 


CORPORATE TAXATION AND METHODS 
OF CORPORATE FINANCING 


os By Donatp C. MILLER* 





Among the many economic effects of our present federal corporate 
tax laws are those upon decisions as to the extent of capital expansion 
and the form that its financing ail take Under existing law there is 
pressure on any corporation with excess profits tax liability to obtain 
additional capital in order to increase its excess profits credit and _ 
thereby reduce or eliminate income subject to the 30 per cent excess 
profits tax. Such additions may be made either through equity or debt 
financing; and depending upon the cost of obtaining additional capital 
as shown by the contractual interest rate or equity capital cost rate, 
“net tax saving is possible over a significant range of these rates even if 
no return is obtained by the use of these funds. Decisions to increase 
invested capital thus may be made in part or entirely because of tax 
considerations. This bias introduced by our tax system extends farther 
to affect the form that such financing will take. Corporate income tax 
laws have long encouraged debt as compared with equity financing, and 
this unneutrality is continued under the additional impact of.excess- . 
profits taxation. on. {This paper will consider the extent of the pressui pressure for 
capital ac additions which is induced by tax considerations as well as the 
asis for the use of borrowed funds rather than equity capital for such . 
ansion. Some of the technical aspects of the law affecting corporate 


orrowing are interpreted 1 in order to determine the manner in which 
ts savings can arise and also the extent of ‘such savings.) cma 
| e most practical possibility of making an actual tax profit is in 


those cases where capital additions result in a reduction of both the 
corporate income tax and the excess profits tax. This is possible where 
borrowed funds qualify as invested capital additions, and this also ex- 
plains the advantage of debt over equity financing. The interest ex- ~~ 
pense of borrowing is used to reduce income subject to both the cor- 
porate income and excess profits tax, while with equity financing the 
dividend payments which may be necessary to attract additional capi- 
tal are not allowed as a deduction. For this reason, allowances for bor-_ 
rowed capital.and the derivation of tax saving underéxisting Taw: are | 
giver special ial emphasis in “this ‘pape. Boe re ee eee eg 


am The author is economist, Board of Governors of the Federal Reserve System. The 
views expressed in this article are those of the author and do not reflect those of the Board. 








f 


840 `, THE AMERICAN ECONOMIC REVIEW _ 
I. Tax Saving through Use of Borrowed Capital ' 
In order to determine the effect of borrowed capital on. corporate 


` . excess profits tax liability, it is necessary to differentiate between the- 


two principal credit methods that may be used i in arriving at the amount 
of a corporation’s income subject.to this tax. Both methods are designed 
to develop a credit or amount which is subtracted from excess profits 
net income in order to determine the excess income, if any, which is . 
the excess profits-tax base.’ One method—the income method—is based 
on the average income record of the corporation during an arbitrary . 
base period—the best three years out of the four-year 1946-49 period. 
_ Tbe other—the invested capital method—is based on specified returns 
on capital investment. The rate of return allowed on this investment, 
before earnings are subject to the excess profits tax, varies from 12 to 
8 per cent depending on the amount of invested capital. The total in- 
vested capital credit is the sum of 12 per cent of the first $5,000,000 of 
invested capital, 10 per cent of the second $5,000,000, and 8 per cent 
of all invested capital over $10,000,000. Under both the income and 
invested capital credit methods a 12 per cent return is allowed on all 


+ capital that can qualify as net new capital addition, and 75 per cent of 


any borrowed funds are included in computing this allowance for capi- 
tal changes, 

The effect of an increase in E ETT these credit methods is 
shown in Table I. For comparative purposes Corporations A, B, and C 
are assumed to have corporate normal tax net incomes of $1, 000, 000 
and excess profits tax credits of $800,000 before borrowing while Cor- a 
poration D is a larger firm with a corresponding income and credit of > 
$2,000,000 and $1,800,000 respectively. Corporation A is a-non-bor- . 


' | rowing corporation and affords comparison with the other corpora- 


tions, each of which is assumed to borrow $1,000,000 -at an interest 
= rate of 3 per cent. Corporation B represents those firms.qualifying for 

-a 12 per cent rate of return on their borrowing and thus may be (1) a ` 
firm using the invested capital credit method and having less than 
$5,000,000 of capital (with a carry-back or carry-forward of an unused 
excess profits credit sufficient to give a total credit of $800,000 so that 
it may be compared directly with the other firms), (2) a firm having 
more than $5,000,000 of capital but one in which the borrowing quali- 
fies as- a net new capital addition, or (3) a firm using the income 
method in which the borrowed funds a a capital addition. Corpora-. 


1Theré is also a minimum credit, or exemption, of $25,000 which is available if the 
credit computed under the principal methods is less than $25,000. Another form of the 
invested capital credit method is the historical capital approach which may be used’ by 
some corporations. There are also various other credit allowances that may be used ye firms 


qualifying for — relief, 


ai 
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TABLE I..~TAx ADVANTAGES FROM BORROWING UNDER CORPORATE INCOME 
AND Excess Prorirs Tax LAws © 


Corporation| Corporation} Corporation| Corporation 
A B C D 


A. Tax SAVINO—CORPORATE INCOME 
Tax 





1. Corporate Income before Borrowing $1, 000; 000 [$1,000,000 ($1,000,000 [$2,000,000 
2. Less: Interest Cost at 3% 30,000 30,000 30,000 
3. Corporate Normal Tax Net Income 1,000,000 970,000 970,000 | 1,970,000 
4, Tax Saving (52% of $30,000) mm 15,600 15,600 15,600 
B. Tax Savinc—Excess Prorrrs Tax 
Because of Interest Allowance , oe 
5. Corporate Income before Borrowing | 1,000,000 | 1,000,000 | 1,000,000 | 2,000,000 
6. Less: 25% of Int. Cost of $30,000 — -7,500 7,500 7,500 
7. EPT Net Income 1,000,000 992 , 500 992,500 | 1,992,500 
_ 8. Tax Saving (30% of $7,500) — 2,250 2,250 2,250 
Because of Additional Capsial 
Credit from Loan 
9, EPT Net Income after Borrowing F> 
(#7) 1,000,000 992 ,500 992,500 | 1,992,500 
10, Less: (a) EPT Credit (before Bor- l 
, rowing) 800,000 800,000 800,000 | 1,800,000 
(b) Additional Credit from` 
Loan - , m 90,000 75,000 60,000 
11. Total EPT Credit - l 800,000 890,000 875,000 | 1,860,000 
12. Adjusted EPT Net Income ($9-$11)) 200,000 102,500 117,500 132,500 
13. EPT (30% of $12) 60,000 30,750 35,250 39,750 
14. Tax Saving Due to Additional i 
- Credit [30% of #10(b)] — 27 ,000 22 , 500 18 ,000 
15. Total EPT Saving (#8 plus #14) — 29,250 24,750 20,250 
C. Tora Tax SAVING à 
16. Tax Saving from Int. Exp. (#4 plus l ; . 
#8) — 17,850 17,850 17,850 
17. Tax Saving from Add’l. EPT 
Credit (#14) — 27 ,000 22,500 18,000 
18, Total Tax Saving — 44,850 40,350 35,850 © 
19, Less: Int. Cost of Borrowing. — 30,000 30,000 30,000 
20. Net Tax Profit from Borrowing — 14,850 10,350 5,850 


tions C and D represent firms using the invested capital credit method 
whose invested capital is greater than $5,000,000 and $10,000,000 
respectively and whose borrowings do not qualify as capital additions 
and therefore receive only 10 per cent and 8 per cent allowances re- 
spectively.,It should be noted that the possibility of a net fax profit 
. depends upon both the interest expense allowances and excess profits 
credit allowances that may be derived from the additional borrowing. 


~s 


i 
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Deductsbility of Interest Expense . 


The net cost of borrowing is affected by interest expense allowances 
found in both the excess profits and corporate income tax laws. The 


entire interest cost of borrowing may be-used to reduce corporate nor- » 
. mal tax net income. If a corporation is subject to the marginal rate of 
52 per cent, its income tax will thus be decreased by over half the in- ' 


terest expense. This represents one of the long-standing features of - 
corporation income taxation in this country influencing the use of debt 


~ or-equity financing. 


Table I (Part B, #8) shows that additional tax saving results be- 
cause one-fourth of interest expense is also exempt from the 30 per 


_ cent excess profits tax. This interest cost allowance in effect applies to 


that part of borrowing not contained in the credit. Under the invested 


_ capital credit method, regardless of the size of the borrower and regard- 


less of whether or not the borrowing qualifies as capital additions, the 
two factors involving deductibility of interest expense result in de- 
creased tax bases as indicated. This is also the case for the income 
method if the borrowed funds represent an increase in capital which is 
. included in the credit base. 

Considering just the tax saving resulting from the deductibility off in- 
terest expense, the cost of borrowing is equal to the interest expense 
minus 52 per cent of the interest expense and 30 per cent of one-fourth 
of the interest expense. This is applicable for all corporations using the 
invested capital credit or for those cases under the income credit 
method where the borrowed funds represent net capital additions. The 


- cost of borrowing (Cı) considering only the deductibility of interest, 


where A is the expense, is as follows: 
(1) G = A — (652A + 075A) 

= A ~ 595A 

= AOSA , 


Thus in these cases the net cost of borrowing when only the tax provi- 
sions concerning interest expense are considered is only 40 per cent of 
` the interest cost. 

If none of the borrowing under the i income credit method galis as 
“net capital addition, all interest expense escapes both the corporate and 
excess profits taxes at their combined marginal rate of 82 per cent; 
that is, the net cost of borrowing is only 18 per cent of the interest cost. 
Under ‘the i income credit method for corporations that have only a part 
of their total borrowing qualifying as net capital addition, the net cost 


of borrowing (considering just the effect of interest cost allowances) 


~ a 


- 
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will fall between 18 and 40 per cent, depending on the portion of total 
Sorrowin that represents a net increase in borrowed capital.” 


Borrowing and the Excess Pro fits Credit 


Actual tax profits from borrowing are possible, however, only when 
a part of borrowing enters into the excess profits credit which serves to 
reduce the excess profits tax base. If the invested capital method of 
computing the credit is used, 75 per cent of borrowed funds are in- 
cluded in all cases; but if the income credit method is used; borrowings 
enter into the credit only if they can qualify as net capital additions. 
Thus a corporation can have borrowed funds in the taxable year but 
no allowance of these funds in the income credit: if the amount is not 
‘above the borrowing of the base reference period. If there has been a 
capital reduction since the base period, the excess profits credit must 
be correspondingly reduced.’ When this possibility is considered, the 
low net cost of borrowing—mentioned above for some cases as 18 per 
cent of the interest expense when only the deductibility of interest ex- 
pense was taken into account—may be greatly modified by the effect 
of the credit. 

If the invested capital credit method is used, the rate of return al- 
_ lowed in computing the credit also depends in many cases upon whether 
or not the borrowing qualifies as net new capital addition.‘ If it can so 
qualify, a 12 per cent rate of return on 75 per cent of the borrowed 
capital is allowed in computing the credit.” In determining whether or 
not the borrowing and other capital changes qualify as net new capital, 
three factors are considered: (1) a comparison of equity capital at the 
beginning of the taxable year is made with the amount as of January 1, 


*If D is the net increase in borrowed capital (the excess of the average daily amount 
of borrowed capital for the taxable year over the borrowed capital at the beginning of the 
first taxable year—January 1, 1950, for calendar year corporations) and E is the average 
daily amount of borrowed capital for the taxable year, the net cost of borrowing (Ci) 
is determined as follows: 

C,=A— .52A + (30A — 30AD) 


E 
= 48A — 30A + 30AD 
E 
= .18A + 30AD 
E 


? Thus this is a factor tending to inhibit the repayment of borrowing, 

‘The methods used to determine “new capital addition” under the invested capital ` 
method and “capital addition” under the income method are similar. 

8 Except in those cases where the historical invested capital credit is used. In these 
casea the credit from all borrowing depends on the invested-capital | size classification of 
the corporation. 
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1950 (for calendar year corporate returns); (2) the net amounts of 
money and property paid in for stock, or paid in as surplus, or as a 
contribution to capital, are computed for the taxable year; and (3) a 
comparison is made of the amount of borrowing as of January 1, 1950, 
with the average amount of borrowing for the taxable year. These com- 
parisons are used to derive the net new capital additions or reductions. 
In an expanding economy much borrowing will qualify as net new capi- 
tal addition and thus for the 12 per cent rate allowance regardless of 
the size of the firm. . 

“For corporations using the invested capital method, all borrowing by 
those with less than $5,000,000 invested capital, and all borrowing 
qualifying as net new capital additions for larger firms, receives a 12° 
per cent rate of return on 75 per cent of the borrowing: The cost of 
borrowing (Cz) where A is the interest expense and B is the amount of /’ 
qualified borrowing, is determined as follows: ) 


(2) Ca = A — .30 (.12 X .75B) 
= A — .30 (.09B) 
= A — 027B 


For the pea sorpordtions using the invested capital method, bor- 
rowing that does not meet the new capital addition requirements will 
receive less preferential treatment, and the cost of borrowing at the 
higher interest rates, or the tax saving at the lower interest rates, can. 
be determined as follows for the two largest size cecince tans re- 


tivel 
oer (3) Ca = A — .0225B 
(4) C: = A — .018B 


In these cases the only difference from formula (2) is the lower rates of 
return of 10 and 8 per cent used in formulas (3) and (4) respectively. 

. Under the income method all capital additions also are allowed the - 
12 per cent return. If the borrowing does not qualify as such under this 
method, no credit allowance is made for whatever borrowings exist in 
the taxable year; and the credit is decreased for any capital reductions. 


Total Tax Profits from Borrowing’ 


If all of these factors which result in some tax reduction (or lower. ` 
effective interest rates) are considered, the total net tax cost of borrow- 
ing or net tax profit (C) for many firms may be obtained by combin- 
ing formulas (1) and (2)." Thus the expense of borrowed funds minus 

*In determining tax saving or cost it is assumed that the borrowed funds are not in- 


_ vested ‘and also that all borrowing is “incurred in good faith for purposes of the business” 
as specified in Section 439, Internal Revenue Code. 


™For some of the larger corporations formula (1) and formulas (3) or (4) may be 
applicable. For corporations using the income credit base, the combination of formulas ap- 


a 
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the tax reduction factors resulting from excess profits credit dorana 
and interest expense allowances equals the net tax profit of ane l 


if the result is negative or the net cost if it is positive: 


(5) C= =A (.027B + 595A) ` 
/ AQSA ~ .027B 


If the contractual interest. rate is given, formula (5)-may be reduced 
to still simpler terms—all in terms of B, the amount of ‘borrowing. Hf, 


yof 


for example; a rate of 3 per cent is assumed—the current prime rate 


for corporate borrowing at money center banks—an effective interest 


rate is derived which when applied against the amount of borrowing . 


(B) gives the net tax saving or cost: 


(6) C = 405 (.03B) — .027B 
.01215B — .027B 
i —.01485B 


With the contractual interest rate of 3 per cent, the effective interest 
rate (on. borrowing which qualifies as net new capital addition for a 
corporation subject to a marginal corporate rate of 52 per cent and an 
excess profits rate of 30 per cent) will be negative and about 1.5 per 
cent. Thus borrowing will not be a net cost to the corporation but will 
yield a tax profit. 

Table II shows the gross tax saving rates that may be obtained on 
borrowed capital at specified rates of interest under the conditions 
mentioned above for firms using the invested capital credit or the in- 
~ come credit if the borrowing qualifies as a capital addition. The gross 
tax saving rates (G) under the different rates of returnare obtained as 
_ follows where X is the contractual interest rate: 


(7) G = 595K + .027 (12% rate of return) 
` (8) G = 595K + .0225 - (10% rate of return) 
(9) G = 595X + .018 ( 8% rate of return) 


It will be noted that these gross tax rates are derived from the afore- 
` mentioned tax-saving provisions with formula (7) accounting for smaller 
corporations or for any net new capital while formulas (8) and (9) 
_are applicable to the larger corporate-size groups. Table II also shows ~ 
the break-even interest rates on borrowing for the three different rates” 
of return allowed on borrowed capital. 

These formulas may be used to estimate the tax effect of borrowing 


by corporations which meet the qualifications specified for each for- 


mula. Such computations in effect estimate what the tax would have 


plicable will depend on the relation between borrowing in the ‘taxable year and in the 
base period. If the borrowing can qualify as a capital addition, formula (5) is applicable. 


w 


“ 
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TABLE L.--Tax Savine RATES ON BORROWED CAPITAL FOR VARIOUS CONTRACTUAL 
i RATES OF INTEREST UNDER 1952 Excess Prorrrs Tax RATES* - 


Gross Tax Saving Rates? 
yeti ae : Percentage Returns Allowed Borrowed Capital . 
12° 10 -8 
(Per cent) 
3.295 2 2.395 
3.592 3.142 2.692 . 
3,741 . 3,291 2.841 
3.890 3.440 2.990 
4,187 3.737 3.287 
4,485 4.035 3.585 
4,782 4,332 3.882 
5.080 4,630 4,180 
aes aa 4,444 
Silt: -% 4.927 4.477 
5.675 5.225 4.775 
5.972 5,522 5.072 
= 5.555 a 
6.270 5.820 5.370 
6.567 6.117 : 5.667 
6.666 ` — ae 
6.865. 6.415 5.965 
7.162 6.712 6.262 . 
7,460 . 7.010 6.560 





8 Effective interest rates may be obtained by subtracting the gross tax saving rates from 
the corresponding contractual interest rates. These data apply only to firms that may fully 
utilize their borrowings for excess profits tax purposes. 

b Reduction in tax liability as.a result of borrowing, expressed as a tatio to the amount of 
borrowing. 

e The tax saving rates shown in this column are applicable to all re if the bor- 


- rowed capital qualities as a net new capital addition. 


been if the corporations had not borrowed and compare this with the 
actual tax paid in order to determine tax reductions’ en from 


_ borrowing. 


In those cases where the excess profits credit exceeds excess profits 
income, all of any borrowing that may have been done does not involve ~ 
tax saving advantages such as those shown in formula (6), for example. 


Any “excess” borrowing will give no tax saving benefits through the 


excess profits credit and therefore will always result in some net cost. 
This cost must be subtracted-from any tax savings obtained d by apply- 


_ ing formula (6) to total borrowing.* 


_*In a case where there would have been some excess profits tax liability if there had 
been no borrowing, the amount of the “excess” borrowing effect contained in formula (6) 
is removed by subtracting the tax value of the excess credit where L is ‘the excess profits 
credit and ie is excess profits income, 


-G=—LO01sB — .20 (L— ¥)] = 
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Two other factors which will affect the amount of tax saving in some | 
cases are the possibility of a carry-back or carry-forward of unused 
, excess profits credits and the possibility that some corporations will be 
subject to the ceiling rate of 18 per cent rather than the 30 per cent 
rate. If a corporation’s total excess profits tax liabilities are so high 
that the ceiling rate is-applicable, the above formulas for determining 
tax saving do not apply. As long as a corporation remains subject to the 
ceiling rate, the only tax reduction resulting from borrowing will be 
that coming from the allowable interest cost deductions.’ The formulas 
shown, however, will apply to most of the cases involving borrowing, 
and formula (5) will apply to the situations involving borrowing that 
qualifies as a capital addition. 


Relative Strength of Tax Saving Features 


The relationship illustrated in formula (6) is shown in Chart 1 on 
line J. This chart also shows effective interest rates (net tax profit or 
net tax cost) of various contractual interest rates ‘and the relative con- 
tributions of the tax saving features. The chart is based on the assump- 
tion that the borrowing will qualify for a 12 per cent rate of return and 
thus shows that at a contractual interest rate of about 6.7 per cent the 
cost of borrowing would be offset by tax saving under existing law— 
i.e., the effective interest rate will be zero. 

It has been shown that tax savings through borrowing arise both be- 
cause of the effect of the borrowing on the excess profits credit and 
because the interest expense arising from the borrowing also reduces 
the tax base. The relative strength of these two tax saving features de- 
pends on the level of the contractual interest rates involved. The ex- 
pansion of the credit base—2.7 per cent of borrowing for firms using 
the invested capital credit or income credit if the borrowing is a capital 
addition [see formulas: (5) and (6) ]—will be the same regardless of 
- high or low interest rates. The tax saving from the deductibility of in- 
terest expense, of course, depends on the contractual interest rate. 
Formula (7) indicates that about 60 per cent of the interest cost may 
be saved under present tax laws affecting interest deductibility. Thus 
there always-remains a net interest expense of about 40 per cent of 
the contractual interest cost. This is more than offset by the credit al- 


*For such corporations subject to the ceiling rate the net cost of borrowed funds is 
determined as: follows: j : 
l C = A — [.18 (.25A) + 52A] . 

= A— (.045A + .52A) 

= 435A 
If the interest rate is 3 per cent, the net cost of borrowed funds would be .435 (.03), or 
0131 per cent of the amount borrowed. i l 
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lowance at lower interest rates—i.e., there is'a net tax profit. This net 


> expense grows as interest rates rise, however, and, as Chart 1 and Table ` 


II show, eventually offsets the saving effects of the constant credit 
allowance. 

For any given contractual interest rate the effective rate (net tax - 
profit or net tax cost of borrowing) shown by line J in the chart may be, 
determined by taking the algebraic sum of the applicable points on’ 
lines H, I, and K. At low rates of interest the credit allowance resulting 
from borrowing is a more important tax-saving feature than the interest 


Carr 1. Excess Prorrrs Tax Gann ALLOWANCES AND EFFECTIVE INTEREST RATES FOR 
Ner New BORROWING AT SPECIFIED CONTRACTUAL INTEREST RATES* i 


' Per Cent 
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_Per Cent 
"For corporations allowed a 12 per cent return on borrowed capital. 


expense allowance. The chart shows that as interest rates increase the 
interest expense (line K) eventually is sufficient to offset all tax saving 
features, and there is a net borrowing cost. 

Other tax provisions have been proposed which would alter the pat- 
terns of the interest expense allowance and the excess profits credit al- 
- lowance and make borrowing more or less attractive. Treasury recom- 
mendations and the Ways and Means Committee proposal for the 
Excess Profits Act of 1950 would have given much more weight to 
the interest expense allowance by basing the credit allowance on the 
interest cost as well as allowing complete deduction of this cost from 
both the corporate and the excess. profits tax base. The total aF 
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Jowance on this basis. would be solely and directly dependent on the ’ 
interest cost but would not be sufficient at any interest rate to give a 
net tax profit. Under existing law the possibility of large tax profits 
‘through the use of borrowed funds at very low interest rates arises 
from the effect of the credit based on the amount rather than the cost 
of borrowing. Under the Treasury: plan the effective interest rate 
would have increased more gradually than under existing Jaw because 
of the cost-offsetting effect of the more liberal interest cost allowances 
at the higher interest rates. If the interest cost. allowance under the 
Treasury plan were made- sufficiently high, net tax profits would be 
possible. In this case, the profit would increase at higher interest rates in 
contrast to the present law’s effect.” The line on the chart showing the 
effective interest rate would have a positive slope in such a case rather 
than the negative slope shown for the existing law. _ 


I. Tax Saving through Use of Equity Capital 


Treatment of equity capital changes will be brief since many of the 
provisions of the law determining tax saving by means of. increased 
` borrowing apply also to increases in equity capital. 

The gross tax saving features of increases in the equity capital of a . 
corporation are confined to the benefits obtained from the expansion of 
the excess profits credit. An increase in the credit base is allowed equal 
to 12 per cent of the total increase in equity capital. Thus the gross tax 
saving resulting from such increases will equal 3.6 per cent of the in- 
crease in equity capital.“ The net tax saving possibilities, however, 
will vary with the manner and conditions under which additional equity 
capital is obtained.” If equity capital can be obtained under conditions 


10 This would be the case if, for example, full allowance for interest cost were also 
allowed in the excess profits credit, 


“Twelve per cent of the capital increase escapes the 30 per cent excess profits tax. This 
rate is based solely on the allowances provided in the tax law, 


* On new stock the gross tax savings rate minus the gross cost rate will equal the net tax 
savings rate. For this calculation, the gross cost rate on the new stock to the old stock- 
holders is measured by the net earnings rate on the new issue which allows for both the 
dividends and undistributed profits going to the new stockholders instead of to the old. 
If the net earnings rate, so measured, is less than 3.6 per cent, the issuance of new stock 
will result in tax saving; but since few corporations can issue stock at such a low net earn- 
ings rate, the issuance of stock for tax purposes alone is likely to be limited. If all net _ 
earnings are paid out in dividends, then the ee rate is the significant-cost rate and 
is comparable to the contractual interest rate of borrowing; or if new capital is obtained 
by preferred stock, its dividend rate is the significant cost rate. If capital is increased 
through additions to surplus, there are no similar offsetting cost factors; and the net tax 
savings rate equals the gross tax savings rate. (This explains why many corporations have 
shifted their dividend dates at the start of the taxable year so that more of earnings would 
qualify as surplus.) 
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” 


such that the gross cost rate of the new capital i is less than 3.6 per-cent, 
net tax saving from equity capital additions in this form is also pos- 
sible. Chart 2 shows the net tax saving rates at different equity cost 
rates, and thus affords a comparison of the net tax saving or net tax 
cost possibilities of expanding invested capital through debt or equity 
financing. The lines showing the effective interest and equity capital cost 
rates may be interpreted as follows: even if it is assumed that for obtain- 
ing a given capital addition the contractual interest rate on borrowed 


CHART 2, EFFECTIVE RATES ror Cost of NEw Desr or Equiry CAPITAL 


Per Cent 


o 
L 
> 
o 
om Ww 
2 x 
2 oS 
U 
“o 
~ i 
E CONTRACTUAL INTEREST RATE. 
OR COST OF EQUITY CAPITAL 
= Per Cent 
D 
me z 
(e) 
H 
Py x 
= ie 
= 





money is the same as gross cost rate on equity funds, borrowing isa 
more profitable operation, tax-wise, than equity Gnancing at all rates 
except the very lowest. At 3 per cent, for example, net tax saving for 
equity financing and borrowing are .6 and 1.5 per cent respectively. At 
1 per cent, net tax saving through the use of equity financing is larger 
because the smaller excess profits credit allowance resulting from bor- 
rowing (only three-fourths of borrowing is considered invested capital) 
_ is not sufficiently increased by interest expense allowances to offset the 
full credit allowance given to equity capital. Over the significant range 


* For comparative purposes the cost rate on equity capital should also include any 
differential- between the cost of flotation of new stock issues and the non-interest costs of 
borrowing. Allowance should also be made for the difficulties that some corporations may 
have of selling new stock where the market valuation is substantially below book value, 
and where the sale of new stock results in dilution of the equity of existing stockholders. 


i 
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of rates, however, there is a decided tax advantage in the use of bor- 
rowed funds: 


e ITT. Rélative Tax Advantages. 


Although under existing tax legislation there is an advantage in debt 
rather than equity financing, the differential between the two forms of 
financing is not as great for the significant range of interest and equity 
cost rates as would be the case without the excess profits tax but witha © 
corporate income tax. At interest rates under 12 per cent, the effect 
of the excess profits tax is to wipe out part of the differential advantage 
of borrowing arising from the corporate income tax laws because the 
amount of interest expense allowed as a deduction from the income sub- 
ject to excess profits taxation (one-fourth of total interest expense) is 
not sufficient to offset the fact that there is only a fractional credit al- 
lowance on borrowed capital as compared to complete allowance for > 
equity capital.** It should be noted, however, that it is only under both 
corporate income and excess profits taxation that there is a possibility 
of net tax profit. Although the differential advantage of debt over equity 
financing is narrowed under existing corporate taxation over the sig- 
nificant range of interest rates, this differential advantage is neverthe- 
less substantial and is of greater importance than any advantage ob- 
tained under just a corporate income tax since under present laws debt 
financing is much more likely to involve an actual tax profit than is 
equity financing. 

Pressure for increasing invested capital will continue as long as a 
corporation has an excess profits tax liability, and it will be profitable’ 
within the rate limits specified above to borrow or sell stock (or in- 
crease surplus) until this liability is eliminated. Once excess profits tax: 
liability is eliminated, however, the tax advantages of further capital 
increases are decreased so that no net tax savings are possible. The 


` 


"If borrowed capital can be obtained at lower cost rates than equity capital, there afe 
advantages in borrowing to get a given amount of new tapital-in addition to thóse shown 
. in Chart 2. With the exception of additions to surplus, the possibility. of obtaining equity 
capital (or capital through preferred stock issues) at a gross cost rate low enough to 
give net tax savings is small, whereas this is not the case with borrowing. The most at- 
. tractive tax saving device, however, lies in additions to surplus where the corporation has 
no external costs to face. In such cases met tax saving from these increases in equity 
capital is 3.6 per cent. To the extent that tax considerations affect corporate dividend | 
policy, the tax saving possibilities of retained earnings would tend to be an important 
influence on corporate decisions, This would be true especially in those cases where cor- 
porations viewed the excess profits tax as a temporary tax measure. 

* The difference in the credit allowance between equity and debt financing is equal to 
3 per cent of the principal. The excess profits tax interest allowance is one-fourth of the 


interest expense and would therefore equal the credit difference at a 12 per cent interest 
Tate. 


~ 


wt 


852 l THE AMERICAN ECONOMIC REVIEW 
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. amount of borrowing or equity financing (or sale of preferred stock) 
necessary to eliminate a given amount of excess profits tax liability 
depends upon the gross excess profits tax effect of these activities. 
Whether or not it is profitable-to use these financing techniques at all 
depends on their total mez saving effect. Thus it will be profitable to 
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borrow at rates of interest of less than 6.7 per cent or to 1 use equity 
financing at rates of less than 3.6 per cent. Within these limits the 
amount of borrowing required to eliminate a given amount of excess 
profits tax liability varies with the interest cost of the borrowing be- 


~ cause 4 part of interest expense enters into BTOSS Excess ‘profits tax - 


Saving. - l 

Gross excess profits tax saving under equity financing NT only 
on the amount of the capital addition and is not influenced by the cost 
of such additions. The gross excess profits tax saving rate for equity 
financing is thus 3.6 per cent which means that $28 of capital addition 
is necessary to eliminate each dollar of excess profits tax liability where 
the credit is computed as a 12 per cent return on the added capital. The — 
- gross excess profits tax saving rate for borrowed capital is lower than 
3.6 per cent for all interest rates under 12 per cent; and thus the 
amount of borrowing required to eliminate each dollar of excess profits . 
tax liability will be greater than $28 and will also vary with the con- 
tractual interest rate. Although the amount of capital addition required 
to obtain a given amount of excess profits tax saving is less for equity 
financing, the net tax profits possibilities are greater and spread over . 
a wider range of interest rates for corporate borrowing. 

The relationships mentioned above are shown in Chart 3. This chart 
. shows the larger amounts of borrowing required at given interest rates 
to eliminate each dollar of excess profits tax liability as compared with 
the amount of equity financing required to eliminate the same liability. 
‘The net tax profit lines, however, show the greater profitability over a 
wider range of rates of borrowing over equity financing. Under the 
- latter method the pressure for continued expansion of invested capital 
disappears more rapidly as excess profits tax liability is eliminated with. 
smaller capital additions but also with less net tax saving. The chart 
also shows that, at any of the interest rates under 6.7 per cent, after $28 
of borrowing has taken place there will still be tax pressure for con- 
tinued borrowing since some excess profits tax liability will remain, 
and there is a possibility of additional net tax saving. 


IV.C onclusion 


_ 


There are features of our existing corporate tax structure that result 
in pressure for capital expansion. There are also unneutralities in cor- 
porate tax law which heavily influence the method of financing toward 
the use of borrowed funds. The potential amount of borrowing required 
to eliminate corporate excess profits tax liability is very large because, _ 
as shown in Chart 3, roughly 31.to 36 dollars of borrowing is necessary | 
_to eliminate each dollar of excess profits tax liability. Furthermore, re- 
duction of existing corporate debt is discouraged, for companies in the 
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excess profits, bracket, since decreases in borrowing have roughly the 
opposite tax implications as those indicated for increased borrowing. 
In a period of defense preparation in which our tax system sup- 
_posedly functions to offset inflationary pressures, these features of cor- 
porate taxation provide additional expansionary forces in addition to 
modifying the financial structure of the corporations. The analysis in 
this paper has been based on the assumption that the capital additions 
of corporations with excess profits tax liability could be held idle and 
net gains would still be obtained. It is more'likely, however, that ad- 
ditional funds obtained because of tax considerations will be used and 
thus will be reflected in additional demand for goods and services. ` 


PITFALLS IN MATHEMATICAL MODEL-BUILDING 
By ARNOLD C. HARBERGER* | 


I. Introduction 


Dr. Stuvel’s recent book on The Exchange Stability Problem’ is an 
attempt to extend our knowledge of the conditions of stability in the 
foreign exchange market. The attempt is, ‘by and large, a vain one. I 
would be tempted to discharge my duties as a reviewer with that re- 
mark, if I did not feel that to do so would be unfair to both Stuvel and 
my readers. Stuvel’s errors are not the gross mistakes of an amateur, 
nor are they the ghosts of dragons long since buried. Rather, they are 
the subtle pitfalls that await us at the frontier of economic theorizing— 
in the great new domain of mathematical model-building. The lessons 
to be learned from studying them ramify far beyond the narrow con- 
fines of Stuvel’s subject-matter, and should be of interest to model- 
builders generally, as well as to those who participate passively; but not 
uncritically, i in model-building adventures. 

Stuvel is to be applauded for the way in which he begins his stad: 
The reader is taken slowly and carefully through definitions of concepts, 
a review of the literature, a justification of the mathematical treatment 
used, and finally through an equation-by-equation analysis of Stuvel’s 

general model. The model is disarmingly simple. The country in question 
js assumed to be small, so that changes in its demand cannot significantly 
influence either the foreign-currency price of its imports or the level of 
income in the rest of the world. It is assumed to make only one final 
product (y), in the production of which imports and labor enter as the . 
only variable factors. Demand for each of these factors is taken to de- 
pend on its relative price and on the level of output. The supply of im- 
. ports is perfectly elastic, but the supply of labor is taken to depend on 
the real wage and (if laborers are subject to a money illusion) on the 
“absolute level of the price of the final product. Real national income is 
the total output of the final product less the amount of that product 
which would be necessary, at current prices, to pay for the imports 
used up in its production. Demand for the final product is the sum of 

* The author is assistant professor of political economy at The Johns Hopkins University. 


He is greatly indebted to-his colleague, Professor Fritz Machlup, for valuable comments on 
an earlier draft. l 

1 G. Stuvel, The Exchange Stability Problem (Leiden: H. E. Stenfert Kroese’s Uitgevers- 
Maatschappij | N. V., 1950). Republished in the United States by a M. Kelley (New 
York, 1951), pp. vii, 242. 
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E | 
home demand and foreign demand. Foreign demand for y.is assumed to 

depend on its fereign currency price (other prices abroad being assumed 
constant), while home demand is taken to depend on real national in- 
come and (if home purchasers atè subject to a money illusion) on the 


_ absolute level of the final-product'price. Relative prices do not influence _ 
‘home demand, since there is only one final good available to home 


purchasers. F 


Stuvel makes a good case „foi the heroic assumptions involved in each . | 
equation of his model; and his case is reinforced by the fact that even — 


after all the simplifying assumptions have been made, the austere struc- 


“~ 


_ ture that remains is still a pretty unwieldy engine. He is quite right, Í 


believe, in concluding that it would be folly to try, by verbal analysis 
alone, to trace the effects of a change in the exchange rate on all the vari- | 
ables of the system. Yet all these effects must be traced, either implicitly 
or explicitly, before one can see whether devaluation will i improve or 
deteriorate the trade balance. 

‘What a delight it is, when you're faced. with a task like Stuvel’s, to 


know that you can call to your aid the powerful tool of differential cal- 


culus! Set down your assumptions in explicit mathematical form, assure. 
yourself that your model is mathematically complete, differentiate the 
model with respéct to the exchange rate, and read off the aiswer. In 
Stuvel’s case, however, the answer isn’t véry easy to read: the expression 
for the change i in the trade balance consequent on a change in the ex- 
change rate is an impréssive jiimble of coefficients—a quotient. with 
both numerator and denominator stretching all the way across page 
162, with three orders of brackets and numerous sub-quotients in each. 
It is the kind of expression which may be useful in that économetrician’s 


_paradise where the numerical values of all coefficients are known—but 


to earthbound economists it is not of much help. We can’t use it ‘ ‘prac- 
tically,” since our estimates of coefficients are much too shaky to stand 
that much compounding. And we can’t use it “theoretically,” either, for 
by itself it contributes to our intuitive understanding of how the e¢on- 


omy works only the assurance that “it’s very coniplicated.” 


Stuvel detects the bankruptcy of his initial “general” solution, and 


-proceeds to derive simpler expressions for the effects of devaluation on 


the trade balance, by dealing, in turn, with a number of special cases of 


_ his general model. What happens when money illusion is ‘absent ?. When — | 


the labor force is assumed: to be’ always fully employed? When there is 
widespread unemployment and the money wage is rigid? The answers to 
these and similar quéstions form the bulk of the last chaptet of the - 


' book. Unfortunately, these answers are obtained in the. same way as 


the “general” answer—simply by observing the sign of the derivative of 


the trade balance with respect to the Ba tate. 


-~ 
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I Bay unfortunately because what leads Stuvel astray is precisely his 
faith in the mathematical process by which he obtains his answers. He 
has extended the old maxim that “figures don’t lie” into the realm of 
mathematical models—and it should not be surprising that in this new 
realm it is just as much a half-truth as it was in the old. It is eminently 
true that the conclusions derived from a mathematical model are im- 
plied ‘by the assumptions. But this statement obviously does not guar- 
antee that the assumptions are appropriate—and there,are at least two 
main ways in which inappropriate assumptions may slip i in, unnoticed, 
to vitiate our conclusions. The first.I shall call the fallacy of complete- 
ness, and the second the problem of translation. I shall deal with them 
in pai pointing out how Stuvel has become their prey: - 


It. The Fallacy of Completeness 


The really knotty problems that we face, as economists, take their 
root in the fact that the werld we are trying to explain is too complex to 
be thoroughly compréhended. Yet we would not admit that the effects we 


observe are without causes—if we did, we would probably soon cease- 


to be economists. We thus must have in mind a picture of the economic 
world as 4 system of determinate relations—relations which may change 
wildly and unpredictably over time, but which at any.one time are ade- 
quate to determine what we then observe. It is but a small step to view 


this system of relations as a grandiose systern of equations, whose farthest 


reaches we cannot fathom, but which we nevertheless assume to exist. 
Obviously, if we cannot comprehend this “total” system, we cannot 
solve it. We earn our bread and butter not by contemplating this fruitless 
over-all task, but by breaking-out of the “total” system small, man- 
ageable subsystems which are (within limits and usually on very-high 
levels of abstraction) complete in themselves. We here rely on the fact 
that all the variables of a mathematically “complete” subsystem are 
determined within the subsystem itseli—so long as all the equations of 
the subsystem apply; what happenis outside of it has no influence on the 
variables within. To take a simple, though implausible example, suppose 
that it was felt that the demand for meat depended only on its price, 
and the supply likewise. The equating of demand and supply would de- 
termine both the price and the quantity of meat—the only variables in 
the subsystem. It is therefore “complete.” 
Yet, as every undergraduate knows, the interesting questions of sup- 
ply and demand arise only when this simple subsystem is modified. 


eee 


What happens when price control is invoked? The supply and demand > 


equations temain the same, but the relation equating the two disap- 
“pears, and is replaced by the- imposed price from the outside. What hap- 
pens when an excise tax is imposed? Again the behavior relations do not 


_ 
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change, but price to the seller and price to the buyer become different _ 
things, and the equilibrium level of output changes. 

_ In the above example, it is obvious that the answers to a number of 
‘relevant questions require the modification of the initial system—in 
spite of the fact that it is “complete.” In Stuvel’s case the necessity is . 
much less obvious, but none the less real. His equations are individually 
highly plausible, and, when thrown together, are sufficient to determine 
all his unknowns.? In particular, they are sufficient to determine the 
response of the trade balance to a change in the exchange rate. Here, 
it seems, we have a case unlike the supply-and-demand example given 
above——for the “interesting” question can be answered without break- 
ing out of the confines of the original “complete” model. 

Still, one’s suspicion grows as one scrutinizes Stuvel’s model. Since 
there is only one final product in the system, its price plays a dual rôle. 
It is, by hypothesis, the price of a single commodity, which suggests that 

_ it will be determined by the forces of supply and demand in the market 

for that commodity. But it is at the same time the general price level, 
which suggests that it will be related to the quantity.of money, the rate 
of interest, and the type of monetary and fiscal policy pursued. Stuvel - 

does not recognize the potential contradiction involved here. In fact, he . 
does not even mention the amount of money or the rate of interest in 

his analysis, nor does he ever state what kind of monetary or fiscal policy 

he assumes. To what extent may we interpret his results as applying 
regardless of the monetary: framework assumed? We are not told, but 
there are clearly severe limits to such applicability. One may attempt to 
justify Stuvel’s neglect of these matters by inferring that what is neg- 
lected is assumed constant. But if we assume the supply of money to be 
constant, we cannot also assume the interest rate to be constant, for 
the disturbances Stuvel analyzes would certainly lead to changes in the 
demand: for money. The only course left to the interested reader is to 
go through Stuvel’s analysis, special case by special case, testing alter- 
native monetary assumptions and finding out under which sets of as- 
sumptions the model and the analysis of the particular case seem most 

. reasonable. This is not only burdensome on the reader; it is also un- 

satisfying, for when he has worked through each case and found the 

plausible monetary assumptions underlying it, he will notice that a 

whole array of reasonable assumptions have been left out of account. To 

mention only the most glaring omission—nowhere in the book can we 
find what the conditions of stability in the foreign exchange market 


3 If the exchange rate is viewed as a free variable, an equation requiring balance in the | 
foreign exchange market is necessary to complete the system. If the exchange rate is viewed 
as a parameter, the balance equation in the exchange market must be dropped. 


i 
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would be if the government pursued the policy of stabilizing the general 
price level. (either by a buffer-stock scheme or by the use of transfer 
payments and taxes to influence the level of home demand). These ques- 
tions go unanswered, because to answer them one has to-alter Stuvel’s 
original “complete” model, just as we had to alter our —— meat 
model to analyze the effects of price control. 

Stuvel is not alone in his neglect of monetary factors. His errors of 
omission have been shared, to a greater or less extent, by most recent 
writers in the same general area (including myself)—a fact which makes 
it all the more necessary to point them out. But more important than 
the errors themselves is the pathology which underlies them. No one 
can read Stuvel’s discussion of his individual equations without being 
impressed by the humility with which he faces a complex world, and by 
the sensitivity and toughness with which he attempts to capture what 
is relevant to his problem. These qualities do not disappear of them- 
selves when the frame of reference expands from an equation to a model. 
Something must have intervened to block their working as well on the 
higher level as they did on the lower. The culprit, I am sure, was Stuvel’s 
faith in his method—in the instance already discussed, a faith that 
plausible equations and mathematical completeness made further ques- 
tions unnecessary—and in the instance about to be discussed, a faith 
that the conditions of stability in the foreign exchange market could be 
deduced from the sign of a derivative. 


Til. T he Problem of Translation 


To the frequent assertion that “mathematics is a language,” I have 
often felt prone to retort that economics is a language too, and that not 
a few of our problems arise from our lack of a good dictionary to help 
us travel back and forth. Some of our concepts, like marginal utility, 
elasticity of demand, and the multiplier, have direct mathematical 
counterparts—the problem of translation is not serious here. But it be- 
comes more serious when we reach a concept like market stability. A 
stable equilibrium, we agree, is one which, if disturbed by a random 
shock; tends to be restored; an equilibrium is unstable, on the other - 
hand, if disturbances to it-set in motion reaction chains that lead to 
movement ever farther from the initial position. Even in a simple 
supply-and- demand example, such as that assumed for the market for 
meat in the preceding section, it is hard to find an unambiguous transla- 
tion of this notion of stability. For with the very same supply and de- 
mand curves, we may find the market stable if we assume one type of 
dynamic process, unstable, if we assume another. If the price is assumed 
always to be the same to both buyers and sellers, with disequilibrium re- 
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' flected in changes in inventories, and if inventory decumulation is as- 
sumed to lead to price rises, and accumulation to price cuts, then the 
. market will be unstable when, above the equilibrium price, demand ex- 
ceeds supply. If, on the other hand, the quantity is assumed to be always 
the same to both buyers and sellers, and supplies are assumed to expand 
when demand price exceeds supply price, and to contract when the re- 
verse is true, then the market will be unstable when, beyond the 
equilibrium quantity, demand price exceeds supply price. Cases can 
easily be found which are stable under the first process of adjustment 
and unstable under the second, and conversely. When reaction lags are 
introduced, as in cobweb models, even eminently “normal-looking” de- ' 
mand and supply curves can have unstable equilibria. Stuvel recognizes 
the necessity of choice, and ends up by assuming that the first process of 
adjustment mentioned above applies in the foreign exchange market.- 
Given this assumption about the dynamic process, Stuvel’s procedure 
would be quite appropriate if he were concerned with a simple supply- 
and-demand model. If the derivative of excess-demand with respect to 
price were positive, the market would be unstable; if it were negative, 
the market would be stable. But applied to his own model, the same 
procedure backfires. To see why, let us analyze what happens when we 
take the derivative of the trade balance with respect to the exchange 
rate. It is precisely as if some governmental authority, having initially 
pegged the exchange rate at A, and observed that at that rate trade was 
balanced, subsequently devalued to B, with the intent to find out | 
whether, at the lower rate, the trade balance would be positive or nega- 
tive. The joker is that at both the initial rate A and the subsequent 
rate B, the rest of the system is assumed to be in equilibrium. The 
change in the exchange rate will shift the demand curve for exports (ex- 
pressed as a function of the final-product price); the higher price of im- 
ports will shift the demand for labor (expressed as a function of output 


. and the money wage). There will ensue a process of adjustment in - 


which all the variables of the system—-exports, imports, labor, final- 
product. output, real income, the wage rate, and the final-product price 
—seek a new equilibrium. Such an equilibrium exists, by hypothesis, 
- else the model would not be “complete.” The crucial question, however, 
is whether the variables, freed from their old equilibrium levels, will 
- find and maintain their new ones. In short, are their markets stable, 
or will the final-product price, under the stimulus of the newly created 
excess-demand, go skyrocketing to infinity, with wages chasing after, 
and imports, ever cheaper in relative price, coustantly mounting in 
quantity, while exports, ever more expensive, constantly decline? 
Stuvel’s procedure, which assumes the variables to come to rest at ` 
their new equilibrium, regardless of whether it is stable or unstable, 
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avoiy begs the question. This is nowhere more clearly shown than in 
his conclusions (1) and (6), which concern special cases in which only- 


relative prices appear in the model (that is, in which money.illusion and 


‘other non-homogeneities are absent). AS is. typical in such models, 
prices are determined only in terms of a numeraire; in particular, there 
_ isan equilibrium ratio of the final-product price and the exchange rate. 
If the exchange is devalued by 50 per cent, the new equilibrium price 
level will be twice the former one, and so on. With respect tosuch mod- 
els, Stuvel comes to the astounding conclusion that there are no stability 
- conditionis at all! “The balance of payments equilibrium,” he asserts in 
conclusion 6, “will in all circumstances be completely indifferent to. 
changes in the exchange rate.” The assumed existence of an equilibrium 
set of price ratios at which trade is balanced falsely leads him to the 
-conclusioni that these ratios will always prevail. He asks neither how 
pricés would find their equilibrium level if the exchange were pegged 
at a lower rate, nor how the exchange rate, if left free, would find its ` 
equilibrium level if the final-product price were stabilized. In a world. ` 
where only relative prices count, it is clearly the telative price which 
has to be disturbed before one can test whether an equilibrium will be 
restored—yet in Stuvel’s translation of the concept of stability, the 
disturbance of the relative price is never allowed to occur.- , 

I show in the mathematical appendix to this paper, how, in ilies 
case, Stuvel’s procedure Jeads ‘him to call stable situations of what I 
would call compound instability, in which both the market for, goods. ° 
(given the exchange rate) and the market for foreign exchange (given 
the price level) are unstable, But this curiosity may be left to the curi- 
ous. The essential point of this section, that we may often be beguiled 
by easy and plausible analogiés into false translations of our economic 
concepts, has’ already been made. 

Mathematics is a powerful tool, and can, ‘properly used by the econ- 
omist to Solve kis problems, aid greatly i in the advance of our.science. 
But the very power of the tool is also its danger, for, as we have seen, 
it can subtly lead the unsuspecting economist to accept without a mur- 
mur answers which he does not fully understand: As Humpty Dumpty ` 
said ina quite different frame. of reference, “The question is which is to 
be epror iiatg all. Ši l 


MATHEMATICAL APPENDIX 
In this appendix I-shall deal with the special case in which Stuvel 
- assumes labor to be continuously fully employed. I-shall use my own 


notation, since Stuvel’s is unnecessarily cumbersome, and shall make an - 
. assumption which Stuvel. does-not make explicitly—namely, that the 


t 
J ` 
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production of the final-product is competitive.’ The “full-employment” 
model is set out below, with the equations written in generalized form 
on the left, and in differential form on the right. 

The system may be viewed as consisting of the first 8 equations in the 
8 unknowns: supply of output (y°), demand for output (y%), imports 
(m), exports (x), national income (z), home demand (c), marginal pro- 
ductivity of imports ($m) and the final-product price (p), with k, the 
exchange rate, treated as a parameter. Alternatively, k may be viewed 
` as a variable of the system, and equation (9) altered to demand equi- 
librium in the trade balance (b=db=0).* : 


A(1)- y'=ġ(m) Production Function? - dy'=o,dm=dm 

(2) m=T(y¥', dn) Demand for Imports dm = Bdom+yav" 

(3) dm=h/p “Competition” Equation’  dda=dk—dp 

(4) yl=ctex Demand for Output dy? = de-+dx 

(5) «=¥(p/k) Demand for Exports? dx=pd(p/k) = —pddn 
(6) s=¥'-mdbdn D efinition of National Income! ds=—mddm 

(7) c=A(s,~) Home Demand dc=odz-+rdp 

(8) yi= a Equilibrium Condition dyt = dy’ 


(9) b=%— - mdb, Definition of Trade Balance db=ds—mdm— udm 


! I defend this assumption by elimination of the only other possibilities, given a single 
fmal product—namely, monopoly and oligopoly. The first I eliminate on the grounds that it is 
implausible to treat countries like Holland, whose economies the model is supposed to repre- 
sent, as having only a single monopolistic firm, The second I eliminate because, except for 
very special cases, indeterminate solutions are likely to result. Price leadership may be re- 
garded as a special case of monopoly, and is eliminated on analogous grounds. The assumption” 
of competition, though it simplifies the analysis somewhat, is not critical to the general argu- 
ment either of the text or of this appendix. ' 

‘ To get the “general” model, substitute (1°) *=¢(m, 2), for (1), where » is labor, and add 
a demand equation for labor analogous to that for imports, (10) s?= N(¥*, ġa), and-a supply 
equation for labor, (11) n” =bn, $). Here ¢, is the marginal productivity of labor, and, under . 
the assumption of competition, is also the real wage: These, with the condition of equilibrium 
in the labor market, (12) n4-=*, complete the system. 


ë Explanation of these differentials is necessary. Stuvel assumes that the foreign-currency 
price of the imported factor is fixed. Hence its loca]-currency price will be the exchange rate 
(k) times its foreign currency price. I define my unit of foreign currency as the amount which 
initially sold for a unit of domestic currency (hence the exchange rate is initially unity), and 
iny unit of imports as the amount which sells (both initially and subsequently) for a unit of 


foreign currency. Hence the exchange rate & (which is the price of foreign currency) and the . | 


price of imports are always identical, and they are initially equal to unity. The assumption 
of competition assures us that the price of imports (4) will equal the marginal product of 
imports ($w) times the price of the product (p). I define my unit of the final product as the 
amount which initially sold for a unit of domestic currency. Thus the initial values of p, on, 
and & are all unity, which makes it permissible to write ¢ndm=dm in equation (1), dom 
=dk—dp in equation (3), and ud(p/k) = —udd» in equation (5). These definitions of tial 
units clearly have no analytical significance. 


8 To obtain this differential, take the differential of (6) a a al and sub- 
` stitute, from (1), dadm for dy. ' 


i 
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I have made it a point in this model, both to maintain the production 
function as an explicit equation of the system, and to distinguish ex- 
plicitly between thé supply and the demand for the final product. Stu- 
_vel’s failure to do the same may partially account for his errors. 

The major coefficients-of the system, with their assumed signs, are 8 
(the price slope of the import function, assumed to be negative), (the 
marginal propensity to import, assumed to be positive), u (the price 
slope of the demand function for exports, assumed to be negative), 
‘,o (the marginal propensity of home purchasers to spend, assumed to be 
positive and less than unity), and r (the coefficient of money illusion on 
the part of homie spenders, which will be negative if proportionate in- 
creases in incomes and prices would curtail real spending, and positive 
if the converse is true). 

Let us now explore the system in search of potential instabilities. 
None will arise directly out of the market for imports, where a down- - 
ward sloping demand curve meets a horizontal supply curve. Nor will - 
any arise directly out of the market for labor, where a Vertical supply 
curve is met by a downward sloping demand curve (not explicit in this 
fullemployment model, but given in footnote 4). We may therefore 
concentrate our attention on the market for the final-product and the 
trade balance (the foreign exchange market). 

Let us first note that equations (1) and (2) may be iced to give 
imports as a function of their relative price alone, with dm=d¢,/1—y. 
Since exports are already a function of $a alone, the trade balance must 
be so also ($m here takes on an added alias—the terms of trade), with 
db= — (u-+-(8/1—y)-+m) dd... Since in this market it is only the relative — 
price, ¢,, which counts, we may express its condition of stability as 
db/dġm>0. If the exchange rate were stabilized, and the attempt made 
to equilibrate an initial disequilibrium in the trade balance by deflation, 
or if with stabilized or sticky prices the exchange rate were left free to 
bring about balanced trade, this would be a necessary condition of 
stability. 

It need not be a sufficient condition, however, for we have yet to look 
at the market for y. From equations (1) and (2) we see that the supply 
of y depends only on m, and that dy'=8dd./1—y. From equations 
(4)-(7), we learn that the demand for y depends not only on Øm, but also 
(because of the money illusion factor) on the absolute price level, p, with 
dyt=(—pu—om)dbmtrdp. Recalling that d.=k/p, we see that the con- 
ditions of stability in the market for y will differ depending on whether 
adjustment is sought through changes in the exchange rate (with prices 
constant, so that the money illusion does not operate) or through . 
changes in the price level (with the exchange rate constant and the 
money illusion operative). With the. former mechanism of adjustment, 
stability requires that (u+(6/1—7)-++om) be negative, while with the 
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latter, stability requires that (u+(8/1-<7)-+-om-+7) be negative. .Al- - 
though with the former mechanism, the necessary condition of stability — 
in the foreign exchange market [w+ (8/1—)-+-m) <0] implies stability -` 
in the market for'y, the same is not true under the latter mechanism, 
where 7, if positive, can be sufficiently large to prevent (u+ (8/ 1— 4): 
-+-om-+r) from being negative . even though (u-+(8/1—y)+m) is less 
_ than zero. Clearly, if this is the case, the trade balance will be unstable - 
in spite of the fact that our earlier necessary condition of stability is- 
fulfilled, because the instability in the price level will constantly unset- 
tle the terms of trade, on which, in turn, the trade balance depends.’ 
We thus have two sets of necessary conditions for stability, one arising 
< -Out of the requirement that the trade balance be stable with respect to | 
the terms of trade, and the other rooted in the need for stability in the ` 
final-product market. But even if these two conditions are met, devalua-’ 
tion may fail to improve the trade balance if the devaluation causes 
_the equilibrium price level to rise so far that the relative price of imports, 
which dévaluation was intended to raise, actually falls. This anomaly, 
‘mathematically designated by (d¢é./dk) <0, will be present if the money. 
illusion is positive-—-and only then—so long as our other necessary con- 
ditions of stability are met.8 We may therefore add to our conditions of — 
stability the requirement that the money illusion be zero or negative. 
_ Stuvel’s derivation of the stability conditions in this model is quite 
different from that given above. His criterion, it will be recalled, is that | 
db/dk be positive. Hence he observes | X 


db [ db \ (dom os be E 
/ ES f | > 
Pe g | 
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and conchided that stability will prevail whenever the two, bracketed 
expressions are of the same sign. Yet consider the following example: 

_ assume a negative money illusion (r<0), an unstable market for y- 
[(u+ (8/1—y)+om+7r)>0}, and a trade balance unstable with respect 
to.the terms of trade [(db/dé,n) <0]. Here, by Stuvel’s implicit logic, 
the one instability must cancel the other—for this is included among his 
cases of stability in conclusion 13! One may also see, by reference to the 

7? The exception to this statement atises when (u-+-(8/1—y)-+2) =O, for then, even though 
the terms of trade explode because of instability in the final-product market, the renee of . 
trade will not respond. 

a Readers may verify that (dbu/db) =7/(u+(B/1—-7)-+-om-+1). Our earlier odi i 


require that Gat+-(6/1—y)-4 omr) be negative; hence d¢./dk will be aaue when ris- ~ 
' positive. The statement is also amenable to a simple graphical, proof. ; 


i 
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above expression for db/dk, why Stuvel denies that stability conditions 
exist for models in which only relative prices count. The system under 
review can be transformed into such a model simply by making 7=0, 
but when that happens, the numerator in the second bracket erases 
the entire expression for db/dk, and Stuvel is left to conclude that re- 
gardless of whatever queer shapes the demand and supply curves may 
have, the trade balance will never change, let alone be unstable. True 
though this is, so long as the terms of trade never deviate from their 
equilibrium value, it is a poor approach to the problem of stability to 
assume that the relevant price is always in equilibrium. It is irrelevant 
not only analytically, but also practically; for the equilibrium terms of 

_ “trade which Stuvel assumes in his relative-price models give his country 
full employment, equilibrated markets, and balanced trade. What coun- 
try, with such a setup, would ever want to devalue? 


ne 
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“MONETARY POLICY AND THE MANAGEMENT 
OF THE PUBLIC DEBT: 


By HERBERT STEIN* : 


On March 4, 195 1, after ten years of fairly rigid suport of the government 
securities “market by the Federal Reserve and five years of active controversy 
over that support, the Treasury and the Federal Reserve announced that they 
had reached an accord on a new money-debt policy..The main feature of the - 
accord, as soon became apparent, was that the Federal Reserve would permit 
some rise in the yield of government securities, short-term and long-term, if 
necessary, as part of a restrictive monetary policy to help prevent inflation. 
On April 9, 1951 a Subcommittee of the Congressional Joint Committee on 
the. Economic Report was established, under the chairmanship of Congressman 
Wright Patman, to investigate the government’s monetary and debt-manage- 


. ment policy. A similar subcommittee, with Senator Douglas as chairman, had 


‘. covered much of the-same ground under different circumstances in 1949.? 


The volumes under review constitute the materials prepared for and by the | 


~ Patman Subcommittee and consist of three parts: 


'1. Replies to questionnaires addressed by the Subcommittee to the Secre- 
tary of the Treasury, the chairman of the Board of Governors of the Federal- 
Reserve System, the Council of Economic Advisers, the presidents of the 


__, Federal Reserve Banks, State bank supervisors, a number of other government 


f 


agencies and selected economists, bankers, life insurance executives and gov- 


-~ ernment securities. dealers (1900 pages, of which about one-third is from the 


Treasury and the Board of Governors). 

2. The record of the oral hearings before the Sbcamm ties: at which Sec- _ 
` retary Snyder, chairman Martin of the Board of Governors, chairman Keyser- 
ling of the Council of Economic Advisers and forty-two other witnesses testified 
(1000 pages, of which about one-fourth is from the first three witnesses 


named). 


3, The report of the majority of the Subcommittee, Congressmen Patman 
and Bolling and Senator Flanders (with some reservations) and a minority 
report of Senator Douglas, with Congressman Wolcott concurring (80 pages). 

A study of this kind can be appraised at two levels—first, its contribution 
to policy and action and second, its contribution to thought and knowledge. 


* The author is associate director of research for the Committee for Economic Develop- 
ment. The views expressed are his own, and not those of CED. 

* Report, Hearings and Materials of the Subcommittee on General Credit Control of the 
Joint Committee on the Economic Report, ener of the United States, 82nd Congress, 
2nd Session, 1951-52. 

*See Goldenweiser, “Douglas Committee Report,” Am. Econ. Rev., June 1950, xx, 389-- 
96. 
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When the Patman investigation was first announced many people thought 
that they knew what it would do, or try to do. It was feared-by many, and 
possibly hoped by some, that the ‘study would tend to inhibit an active anti- 
inflationary monetary policy and to reduce the independence of the Federal 
- Reserve System. There were several reasons for this expectation. Coming so 
soon after the accord between the Treasury and the Federal Reserve, the in- 
vestigation naturally seemed to be aimed at the accord. And why should the 
~ Subcommittee investigate the accord unless it thought there was something 
wrong with it? Moreover, Congressman Patman had. something of a reputa- 
tion as an inflationist and as. an easy-money man. And the Subcommittee’s 
- economist, Henry Murphy, was believed on the basis of his wartime connection 
with the ‘Treasury and his postwar writing to be a champion of a pegged bond 
market. ` 

The anticipated result did not follow. Although much of the evidence pre- 
sented to the Subcommittee, and the Subcommittee’s own report, was luke- 
warm about how much good the accord would do, the investigation did not 
tend to stimulate sentiment for a return to a pegged bond market. While the 
independence of the Federal Reserve came in for much critical discussion at 
the hearings, the Subcommittee made only one rather tentative suggestion in 
the direction of tying the Federal Reserve more closely into the Administra- 
tion. This suggestion, involving creation of a monetary-fiscal advisory council, 
seems no closer to adoption now than before the investigation started. And 
monetary restriction has proceeded farther, at least as measured by the rise 
of interest rates, than might have been foreseen when the accord was an- - 
noticed. 

There are a number of reasons, in addition to the merits of the case, for the 
failure of the investigation to live up to the advance suspicions of it. First of 
all, credit must go to Congressman Patman, the other members of the Sub- — 
committee, and Mr. Murphy for the entirely impartial way in which the in- 
vestigation was conducted. Moreover, the situation was not favorable for an 
attack upon the new, more active, anti-inflationary monetary policy. If there 
was to be an attack on tighter money it would have to be led, or at least sup- 
ported, by the largest debtor in the land—the Treasury. But whatever may 
have been its attitude previously, the Treasury was now a party to the accord, 
and neither led nor supported such an attack. Finally, if monetary policy was 
on trial, where was the corpus delicti? There had been no panic or disruption 
in the capital markets, no sharp rise in the interest burden on the debt, no 
depression, no interference with defense production even vaguely traceable to 
monetary causes. The accord came almost simultaneously with the beginning 
of a period of price stability that lasted throughout the Patman investigation. 
Many of the witnesses -called this a coincidence. But if the. coincidence had - 
been the other way—either a marked recession or continued inflation—the 
ordeal of monetary policy would have been more difficult. The most serious 
disadvantage Mr. Keyserling saw in the accord was that the coincidence of 
the beginning of flexible monetary policy and. the beginning of price stability | 
might delude people into thinking that monetary policy is more effective than 
he e believes it to be. 


Pad 
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The contribution of the investigation to action and policy was negative, but 
nonetheless important. Its significance lay in the fact that monetary restriction, 
and the independence that led to it, had been examined and not seriously re- 
buffed. This gave them more power to survive than if there had been no in- 
vestigation at all. «| l 

What about the contribution of the ag to knowledge? From this’ dank 
point the greatest value of the investigation for économists probably lies in 


` the material provided for studying the thinking of persons in important policy 


t 


positions. There is relatively little said in these volumes that has not been 
read or heard somewhere by the subscribers to this journal. But the signifi 
cance, if not the truth of a statement, is quite different when the statement is . 
made by ‘the Secretary of, the Treasury than when it is made in a ooma 
article. 

To narrow the area of pien lesi interest down farther, I would point to the 
oral testimony of Secretary Snyder and Mr. Keyserling as the 200 pages of 
this study most deserving of attention by economists. Perhaps it is a sign of 


-lack of “neutrality” on the part of this reviewer to think that it is the position 


of those who resisted more vigorous anti-inflationary monetary policy that 
has been most in need of further explanation. But the pro-money view has 
developed into fairly systematic form over many years. We know pretty much 
what will be said by people on that side of the argument. The listing of-rea- 
sons why use of monetary policy to curb inflation would be ineffective, or if 


‘effective undesirable, is much newer. We have not previously had so good an 


opportunity to see which of these reasons carry weight with the persons who 
had to make the decisions. - 
It is not easy to be sure of what the witnesses really ae Sueielnny 


_ Snyder is particularly uncommunicative. We a for example, such exchanges a 


as the following: 


Senator Douglas: “Suppose the Federal Reserve had not bought the se- — 

curities; what would have happened?” a 
. Secretary Snyder: “That is what I brought up.” . 
. Senator Douglas: “What would have happened?” 
Secretary Snyder: “I don’t know.”. 


Or this: 


Representative Bolling: “What, in Sone ane would be the effect on 
the economy if there should be a substantial falling off of Govern- T 
ment bonds?” ; 
‘Secretary Snyder: “That is a question I’ would like to answer in execu- - 
tive session, because I am the one and only person that is responsible 
_ for the final decisions on debt management, except that the President 
must approve all offerings of issues having maturities over 1 year. 
To discuss things of that sort in an open session—I cannot measure 
- what the effect might be.” ' 


Mr. Keyserling i is quite a different kind of witness. Mr. Keyserling says SO . 


‘much that it is often difficult to tell what is important in his reasoning’ and. - 


what is not. Certainly the reader will sympathize with Senator Douglas’ com- 
plaint, after following Mr. Keyserling down many byways, that > we seem to be 
lost in a “semantic wilderness.” 


STEIN: ‘MONETARY POLICY AND THE PUBLIC DEBT 869 


` Despite these difficulties, certain notable i impressions do emerge about the 
philosophy that inhibited use of a restrictive monetary policy in the postwar 
and post-Korean inflations. One of these questions relates to the importance 
of preventing inflation. On the assumption that monetary restriction could 
, prevent inflation, an assumption to which we shall return later, the policy issue 
involved a balancing of the costs of inflation against the costs of preventing it 
in this particular way. Many of the postwar differences of opinion, of course, 
resulted from different appraisals of the costs of monetary restriction. But the 
hearings suggest that differences of opinion about “how bad is mnatoa were, 
and still are, also important. 

The best evidence on this point appears in Mr. Keyserling’ S A For 
example, when Senator ‘Douglas asks him whether an over-all i increase in 
- prices is a burden on the economy Mr. Keyserling says: 


“Sometimes it is and sometimes it is not, but-I want to discuss that in 
some detail, Senator. I think sometimes it is and ‘sometimes it is not. 
That i is just the point I want to make.” 


In answer to a question from: Senator Douglas about whether the bond 
support-program did any real damage, Mr. Keyserling says: 

“Before I reach a final conclusion as to whether an economic policy has 

done damage, I want to look at what I call the end results in the economy. 


In my judgment, the end results in the economy are the level and distribu- 
tion of the production of its resources.” 


Mr. Keyserling’s testimony contains many other references in similar terms 
to the “end results” in the economy. These end results do not include effects on 
the price level. 

This preoccupation with the “real” behavior of the economy would be un- 
- exceptionable, if it were not also preoccupation with short-run results. There 
is no evidence of any concern with the consequences of a generation of con- 
tinued inflation at the rate of the past two.or five or ten years. . 

This is not very explicit evidence on a very. important.point. But-I do not 
think that anyone can read the Douglas questioning of Keyserling without 
feeling that the difference of attitude toward inflation is'a major cause of 
their difficulty in coming to grips with each other. For Douglas, “Thou shalt 
not inflate” is a moral precept. For Keyserling, inflation is a bad thing, like 
high taxes, which however, also like high taxes, it may be desirable to choose 
in certain circumstances. 

Of course, Mr. Keyserling and Secretary Snyder want to stop inflation. 
- But they do not want to stop it so badly that they are willing-to stop it by 

- what they regard as an inferior method, monetary restriction. There is much 
discussion of better ways, which come down mainly to higher taxes, selective - 
credit controls and, in special circumstances, direct price and wage controls. 
The relative advantages of these methods as compared with monetary restric- 
tion for preventing inflation is an arguable question. But during most of the 
postwar period these “better methods” were being used to the full extent of’ 
the existing legislative authority, and additional authority could’ have been 
obtained only after many months, if it could have been obtained at all. The . 
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typical situation was that there was only one strong instrument available for 
immediate use—monetary restriction. In “practical” terms—so often con- 
trasted in these hearings with “theoretical” terms—the choice was between 
inflation and monetary restriction, not between monetary restriction and other 
instruments that might have been used. 

To say that there was a choice between monetary restriction and inflation 
. implies that monetary: restriction could have stopped the inflation. There is 
surprisingly little argument on this point in the hearings. Nobody tries to de- 
velop-a theory of a limit to the effectiveness of tight money analogous to the 
‘theory of the limit to the effectiveness of easy money that is supposed to re- 
sult from the existence of a floor below which interest rates cannot fall. In- 
stead the argument is that while tight money pushed far enough could have 
stopped inflation, the costs of pushing it that far would have been extremely 
great. . 

It is worth noting that in the discussion before the Patman Subcommittee 
increasing the interest burden on the federal debt is not emphasized as an 
important cost of tight money policy. Secretary Snyder, Mr. Keyserling and’ 
others refer to the interest burden, but it does not seem to be a major concern. 

Secretary Snyder’s major concern is with “confidence.” “Confidence” and. ` 
“caution” are key words in his testimony, recurring over and over. In some of © 
the Treasury answers to the questionnaire of the Patman Subcommittee, “‘con- 
fidence” is defined so broadly as to be synonymous with everything good. But 
when the Secretary uses the term to explain particular actions, “confidence” 
seems to have a more définite and limited meaning. It means the expectation 
of stability in the. government bond market. And caution means not rocking 
, the boat. 

A few quotations from Treasury answers will illustrate the mood in which 
the Treasury approached its problems: 


“The Treasury was cautious throughout the ore period. In the 
early part of that period,.the situation was one which required extreme 
caution since at any time the dislocations accompanying the decline in 
military output might have proved serious. 

“It was not only in the early postwar period, however, that caution was 
required. There were many occasions when the country felt uncertain 
about the economic future. There were recurring waves of pessimism 
throughout the entire postwar period—particularly among businessmen. 
Year after year, there were forecasts that the postwar prosperity was at 
an end and that recession was about to set in. This pessimism occurred 
in 1946; it occurred in 1947; in 1948; and again—most serious! y—in , 
1949. 

“In early January of 1950 it [the Federal Reserve] recommended that 
short-term rates be moved up once again—from the 1% per cent 1-year 
rate to 134 per cent on a 14-month note. The Treasury was not sure that 
this was desirable so soon and felt that caution was called for.” 


‘A letter from Secretary Snyder to the Chairman of-the Federal Reserve on 
July 17, 1950 contains the following passages: 


“I feel that everything possible should be done to maintain a basically 
strong position in the Government bond market during the present period 


~ 
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of international disturbance. The firmness with which the market has 
withstood the impact of the events of the past three weeks is certainly a 
testimonial to good management. It is also the best possible evidence of 
the confidence which has been built up in our ability and determination to 
maintain a stable market for Federal securities. 

“I know you will agree with me that it is of the utmost importance at 
the present time to maintain that confidence and, in addition, to do 
everything possible to strengthen it. This involves, first of all, avoiding 
any course which would give rise to a belief that significant changes in 
the pattern of rates were under consideration. 

“There are, of course, occasions which call for quick and bold action. 
These occasions have occurred with respect to the Federal security market 
and they may occur again. But every appraisal of the present situation 
indicates that the maintenance of stability should take priority over all 

- other market considerations. A stable and confident situation in the 
market for Federal securities is our first line of defense on the financial 
front, no matter what may be ahead of us. 

“During the present stage of the emergency, it is vital to make use of 
every opportunity for assuring our citizens that those at the head of their 
Government have a strong and steady hand at the helm.” 


It is difficult to be sure of redding anyone’s mind correctly on the basis of 
the kind of material available from a Congressional investigation. Yet the 
evidence suggests that the way to understand the Treasury’s position is to 
appreciate the important part played by an attitude of mind in which “con- . 
fidence” and “caution” are the highest values and are directly translated, 
without the intervention of any elaborate economic argument, into confidence 
in stability of government bonds and caution about doing anything that might 
upset that stability. Such an attitude requires explanation, but I doubt that 
the Treasury’s position can be best explained by converting it into economists’ 
language. 

In explaining post-Korean monetary policy, both the Treasury and the 
- majority of the Subcommittee lay great stress on the deterioration of inter- 
national relations and the possibility of war. As the Subcommittee report says: 


“At the time of the outbreak in Korea the interest rate for long-term 
Government borrowing was 244 per cent, and had remained at that level 
for nearly ten years. Investor confidence in the rate was high and it might 
have taken a long period to establish an equal degree of investor confi- 

- dence in any other rate, either higher or lower. This period could have 
been ill afforded in the event of the immediate outbreak of war, and under 
the.circumstances it is not surprising that the Treasury placed great em- 
phasis on the maintenance of stability in the Government bond market. 
The fact that war did not break out should not make this concern seem 
puerile in retrospect. Fiscal preparedness, -like military preparedness, 
serves the national interest best when. it does not need to be called into 
action.” 


The analogy with military preparedness is herie Our military 
preparedness program was not based on the assumption that the immediate 
outbreak of war was at all likely. The official view was that we would have 
about two years of military build-up followed by a long period of high defense 


o 
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expenditures. Why should the Treasury have been the first to batten down 
the hatches and prepare for immediate war? 


In fact, the defense program, not only as seen in retrospect but also as seen 
` in July 1950, made getting off the peg more urgent than it had been previously. 


Before Korea one could at least think that we might soon enter a period in 
which private investment demand would abate and the pegged interest rates 
would no longer be inconsistent with price stability. But the post-Korean de- 
fense program obviously presaged a resumption of inflationary pressure that 
we were not well prepared to counter. And suppose we were going to have a 
war. Was it wise fiscal preparedness to commit ourselves in advance—possibly 
years in advance—to going through the next war and the next postwar years 
(if any) with the same interest rates we had carried over from the 1930s? 

Whereas Secretary Snyder’s key word is “confidence,” Mr. Keyserling’s key 

word is “production.” His main argument is that monetary restriction carried 
far enough to stop inflation (or retard it substantially) will seriously reduce 
production, especially production essential to national security. Although this 
proposition is restated dozens of times, it never becomes clear why it is true. 
No distinction is made between the money value of output and the real value 
of output. The analysis seems to be that monetary restriction can reduce in- . 
flation only by reducing total expenditures for product, total expenditures for | 
product are by definition equal to total output, and therefore monetary re- . 
‘striction .can reduce inflation only by reducing total output. But the change 
in the money value of expenditures, brought about by monetary restriction, 
is not by definition equal to the change in the real value of output, with which 
Mr. Keyserling is concerned. Undoubtedly there are connections, and prob- 
ably Mr. Keyserling has opinions about what they are. But failure to explain 
these connections leaves this. important part of the whole argument up in the 
air. 

This may seem to be an incredible interpretation of so sophisticated a per- ` 
son; therefore, I should like to quote what is, in my opinion, the heart of Mr. 
Keyserling’s argument: 

Senator Douglas: “Where did this capital formation come from; Mr. 

Keyserling?” 
Mr. Keyserling: “It came from the effort of labor, from the directing skill 
of business, and from the availability of financial and physical re- 
sources to do jobs which, in terms of the mobilization program, busi- 
nessmen thought it would be profitable or patriotic or both to do. ; 

Senator Douglas: “May I ask you this: How did the increase in bank 

-~ loans make possible all these desirable results?” 

Mr. Keyserling: “It does not alone make them possible.” 

Senator Douglas: “Well, that is the issue, whether it was necessary to 

' increase bank loans as much as they did expand in order to put more - 
labor to use, to get greater skill for management, and so forth. How 
did this increase in loans do that when there was virtually full em- - 
ployment at the time?” 

Mr. Keyserling: “Senator, the question I have raised is different and, I 

think, very important. The point I have made is that—may I resort 
for just a second to this tool of logic?” 
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Senati Douglas: “Surely.” 

Mr. Keyserling: “Proposition A: It must be assumed from the point of 
view of your line of discourse that if the expansion of the kind of 
credit that you are talking about had been less, not by a restrictive 
policy but by not letting it expand,/it must be assumed that there 
would have been a lower level of the end result which commands our 
resources, namely, construction, building; employment, and so forth 
and so on.” 

Senator Douglas: “These things do not come out of the air, Mr. Keyser- 
ling. How was it that this increase in loans made possible the increase 

‘in production, the increase in savings, the Increase in investment, 
and so on?” 

Mr. Keyserling: “I am not, through my own fault—I have not made my- 
self clear, Senator. I am saying that if the varying policy which you 
suggest, if the varying policy which you suggest had not appreciably 
changed the level of capital formation, of investment and of employ- 
ment in specific lines of economic activity, if it had not substantially 
changed those levels, its ultimate effect upon the economy. and upon 
the price level would have been nugatory because it is the spending 
of funds for business activities, whether by business or consumers, 
that puts the pressure on prices. 

. “To state it another way, if there had been other factors at play in 
the economy which would have resulted in an equal level of capital 
formation, of investment and in business activity, with or without 
this variant you suggest, then I cannot ascribe much importance to 
the variant. Now, that-happens to be what I think. It may be wrong, 

. but I do not think that the variant that you suggest would have much 
changed the level at the end of what would have happened in the 
economy during that period to employment, to investment, to capital 
formation. ` 
“Then I raise a second question which seems tobe—” ~ 

Senator Douglas: “Let us take this first one, and I want to make it clear. 
Is it your contention that it was necessary in order to get this expan- 
a in production that bank loans should be increased by $10 

ion?” 

Mr. Keyserling: “No; my contention is that if the expansion of bank 

: loans was not necessary to that purpose, and if that expansion in 
production would have taken place anyway, it is that expansion 

, which exerts the impact upon the economy; that is the point I am. 
making,” 

As I understand it, vii Senator Douglas is saying is that we could have 
had the same real amount of investment with a smaller.money amount of 
investment. That is, the same amount of real investment could have been 
carried out at a lower (less rapidly rising) price level. It would have been 
possible for Mr. Keyserling, while accepting the distinction between the real - 
values and the money values, to maintain that restraining the money values 
would have seriously reduced the real value of output. But he doesn’t do this. 
He simply ignores.the distinction. 

Much attention was given in the Patman investigation to the “independ- 

ence” of the Federal Reserve. In terms of possible action, this discussion 
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focused mainly on a suggestion by the Seain of the Treasury for the 
establishment of an advisory council on monetary and fiscal matters. This 
group, as proposed by the Treasury, would include the Secretary of the Treas- 
ury, the chairman of the Board of Governors of the Federal Reserve System, 
‘the Director of the Budget, the chairman of the Council of Economic Advisers 
and the chairman of the Securities and Exchange Commission. — 

‘The most helpful analysis of this proposal, and of other proposals to tie 
the Federal Reserve more closely in to the Administration, is provided by 
Senator Douglas in his comments dissenting from the majority report of the 
Subcommittee. Senator Douglas’ contribution is to point dut that the proper ` 
organization of the Federal Reserve depends upon the kinds of decisions the 
Federal Reserve has tò make. The problem arises most pointedly in connection 
with inflation. If by a legislative mandate the Federal Reserve can be effec- , 
tively prevented from ever deciding to have an inflationary monetary policy, ~ 
close relations with the Administration can do no harm and may be helpful. - 
On the other hand, if the Federal Reserve is to be free to choose an inflation- 
ary policy, and if it is public policy not to have inflation, then the Federal 
Reserve should be insulated as far as possible from the inflationary bias of 
the Treasury and the rest of the Administration. This leaves a third possibility, 
' not discussed by Senator Douglas. If inflation is an eligible goal or, more 


likely, instrument of public policy, the Federal Reserve should be closely tied . . 


in to the Administration. If a decision must be made whether to have inflation 
_ or not, this decision should be made by officials directly responsible to the 
electorate. 

_ “Finally, we come to debt management.” This seems to be the standard way 
in which we do come to debt management—that i is, “finally.” We write long 
essays on financial policy, and in the last paragraph we say, “There is also 
the very important matter of debt management, which space prevents us from 
treating here.” This is the way e subject] is handled in the Survey of Con- 
temporary Economics.® 

The Patman investigation is a study of “Monetary Policy and the Manage- 
ment of the Public Debt.” If debt management means something different 
from monetary policy it means the decisions about the composition of the 
debt held outside the Federal Reserve Banks—the maturities, marketability, 
convertibility, eligibility, selling methods and other terms of. the securities 
that are issued, retired, and outstanding. There are two questions about the 


composition of the debt: (a) What difference do possible differences in. the E 


composition of the debt make for stabilization, productivity or any other im- 
portant objective? (b) How can the differential effects of different kinds oi 
securities: be used as an instrument of national policy? 

The Patman material does contain some discussion of savings bonds ae 
of purchasing power bonds. But for the kinds of securities that make up the 
great bulk of the debt, and the kinds of decisions the Treasury is constantly 
making about types of securities to issue, there is no explanation, nor even 


* Published for the Amain Economic Adadan; Vol. I (Philadelphia: Blakeston, 
1948), Ch. 5 and Vol. I (Homewood, I.: Richard Irwin, PIR) Ch, T A 
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any interesting hypotheses, as to what difference it makes. The Treasury 
points to several examples of what it regards as constructive debt management, 
such as the issuance of bills to tap corporate tax reserves. But the analysis is 
not carried far enough to indicate the actual or expected effect of this partic- ` 
ular security, as compared with some other. What would corporations have 
done with their tax reserves if these bills had not been offered? Where would 
the Treasury have raised the money it needed if it had not issued these bills? 
What would have been the consequences of these differences, in terms of the 
level and structure of interest rates, or investment or any other significant 
variable in the economy? One witness who got away from clichés in this field 
was Aubrey Lanston. His testimony is worth reading for this and other rea- 
sons, 

. It is no criticism of the Patman investigation that it was not more produc- 
tive on the subject of debt management, as here defined. This subject was 
overshadowed by questions of monetary policy. Moreover, the problems are 
too difficult to be attacked by the technique available to a Congressional Com- 
mittee. However, now that the question of to peg or not to peg has been settled 
for the time being, it would be desirable for economists to turn their attention 
to trying to find out what difference debt management makes. And if it makes 

no difference, which is possible, that would also be worth knowing. 


~ 
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American Reprints of Economic Writings 1776-1848 


A Discursive Bibliographical Note 


` It is so easy to assume that similarity of ideas is based on the direct deriva- 
tion of one system from another that cautious historians of thought must 
demand additional evidence. This is particularly’ true of the influence of the 
English classical economists in English-reading United States. Such evidence 
Seligman? and Dorfman? have in some measure supplied. Further data may 


not be superfluous. The appended list, chronologically arranged, of: the first .- 
publication and the reprinting in the United States of English economic . 


writings 1776-1848, with a few French items, may serve as a kind of footnote 
of substantiation. F or if the works of English economists were published and 
sold in the United States for three quarters of a century, it seems safe to 
assume that they were read. 

The list, brief as it is, seems to be a compilation not elsewhere to ife T 


_ Until one develops a special interest, the character of bibliographies, both, 
as to coverage and classification, may escape one’s attention. It wasn’t until I 


began to see significance in the reprints that I noticed a gap in the record © 
of American publications. Evan’s American Bibliography which attempts 
complete coverage runs from 1639 to 1799; Rohrbach’s Bibliothetica Ameri- 


cana covers 1820-1861. International-copyright was not granted until 1891;. - 


therefore until that date there was no official list of American reissues of 


foreign books. For the important years 1800-20, ‘important for the develop- 
-~ ment of classical theory, there is no general bibliography of American publica- 


tions, Economic bibliographies do not help. McCulloch’s Literature of Politi- 
cal Economy (1845) is uséless in this connection. The Economic Library of 
Jacob H. Hollander (1937) lists an American edition if Professor Hollander 


possessed one; but he had few. The catalogue of the Kress Library of Business. 


and Economics covers material through 1776; Higgs, Bibliography of Eco~ 
nomics, through 1775; Batson, Bibliography of Economic Theory begins at 
1870. Sabin’s Dictionary includes only books which relate to America. 

The list has been a byproduct of the perusal of booksellers’ catalogues of 
which, unfortunately, I have ‘not saved the complete file. Only the reprinting 
of the Wealth of Nations for which there is full information in the catalogue 
of the Vanderblue collection, and of Dugald Stewart’s Works came from 
Evan’s American Bibliography. The dates explain why. The list stops in 


Seligman, E. R. A., “The Early Teaching of Economics in the United States” in Eco- 
nomic Essays in Honor of John Bates Clark, 1927. 

*Doriman, J. The Economic Mind in: -American Civilisation, 1606-1865 (New York, 
1946), vol Te; * : 2 a 
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1848, a year signalized by the simultaneous appearance in both countries of 
Mill’s Principles. The American dates are of course no more authoritative 
‘ than the booksellers who made the catalogues and are based ¢ on the chance 
survival and discovery of the books. 

The list reveals the close intellectual link the new nation maintained with 
England and, to a lesser extent, with France. I wish it were possible to supple- 
ment it with a list of books imported, though these may be sufficiently in- 
dicated by the catalogue of Jeffergon’s library. The titles show a liking for 
the theoretical and abstract side of economics, perhaps prepared for by the 
interest in theology so long dominant in the colonies (see Evans). One might 
have expected practical treatises and current controversy; of the former I have 
noted the Planters’ Guide and I ought to add various works of reference such 
as McCulloch’s Gazeteer, reprinted many times. Does this show merely that 
the practical is soon out of date and promptly discarded? It is surprising that 
in spite of the great interest in problems of currency and banking and in the 
tariff, only Thornton’s Inquiry appears from the bullion controversy and 
nothing from the prolonged discussion of the Corn Laws. I hope that other 
readers of this Review may be able to supply titles to fill the gap and thus 
show it to have been a chance result of my reading. 

_ At least one of the books printed, Destutt de Tracy’s Treatise on Political 

` Economy, was the choice of Jefferson. His letter to Joseph Milligan of 
Georgetown, D.C., its publisher, though dated October 25, 1818, appears as 
a kind of preface in some of the volumes bearing the date 1817; perhaps a 
later binding of the printing of the earlier year? This work appeared i in trans- 
lation in America before it was printed in French. Jefferson’s responsibility for 
the translation, entrusted by him to General Duane, he refers to as “a most 
laborious business. ” As the volume is Somewuat rare it may be useful to quote 
part of Jefferson’s letter: 


I now return... the translation of M. Destutt de Tracy’s Treatise on 
Political Economy, which I have carefully revised and corrected. :. . It 
would be difficult to do justice in any translation, to the style of the 
original in which no word is unnecessary, no word can be changed for the 
better, and severity of logic results in that brevity, to which we wish all 

\ science reduced. The merit of this work will, I hope, place it in the hands 
of every reader in our country. ... By diffusing sound principles of Politi- 
cal Economy, it will protect, the public industry from the parasite insti- 
tutions [banks] now consuming it, and lead us to that just and regular 
distribution of the public burdens from which we have sometimes strayed. 

~ It goes‘forth therefore with my hearty prayers, that while the Review of 
M ontesquieu, by the same author, is made with us the elementary book 
of instruction in the principles of civil government, so the present work 
may be in the particular branch of Political Economy. 


I challenge any modern reader to share this opinion. 
In 1819 Joseph Milligan, who acted for Jefferson as bookbinder and book 


* Georgetown, D.C., 1817. 
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agent as well as publisher, brought out Ricardo’s Principles.t I was about to 
assume that Jefferson had sponsored this venture also when I came upon the 
following passage in Chinard’s study of the influence of the pe ae à con 
son to Milligan: 


On receipt of your letter proposing to denih Ricardo, I turned to 
the Edinburgh review and read that article. ... If you do republish it.I 
- wish but doubt your seeing your own by it. It is a work in my opinion 
which will not stand the test of time and trial. If such men as Adam 
Smith, Malthus, Say and Tracy knew nothing of the nature of rent or of 
the effect of Capital in prices, it is not to be proved by such muddy 
reasoning as that of Richardo, or his Edinburgh [Review] critic. ... The 
reputation of the work will, I think, fall as soon as it comes to be read. 


” 


. Thus Jefferson, and to judge from the nature of their comments, many 
subsequent critics have been content to appraise Ricardo without reading his 
works. In the same month Milligan wrote Jefferson that he was going forward © 
with an edition of 500 to 600 copies of the Princtples since he is assured of some 
250 subscriptions from members of the government and the Congress (Chinard, 
op. cit., p. 187); admirable testimony ‘to the seriousness of the legislators and 
administrators of that day. Ricardo by the way quotes Tracy on the measure 
of value (Principles, McCulloch edition, pp. 171-72). I have not found that 
Tracy reciprocates though he wrote that Malthus treated the subject [popula- 

tion] “most profoundly” (Chinard, op. cit., p. 128). 

Since there was no international copyright, one must assume that few if any 

of the authors benefited greatly from their American sales. The Cambridge 
_ History of American Literature (Vol. IV, p. 547) states that the better class 
of publishers on both sides of the Atlantic tried to do at least nominal justice 
to the author they republished, and instituted a system of payment for advance 
sheets or copies. But, alas, “as soon as a reputable American publisher had 
` issued a book that held the promise of a sale, the pirates rushed out an edition.” 
Testimony to the more honorable practice of Ticknor and Fields is to be found 
. in the American edition of The Logic of Political Economy, published in Boston 
as the Logic of Political Economy and Other Papers. De Quincey (whose name 
it is always pleasant to associate with economics) writes that he wishes to put 
. his papers into the hands of this house which “made me a participator in the 
pecuniary profits of the American edition, without solicitation ... without any 
legal claim... .” 

In this short list six cities are represented: Philadelphia has twelve titles of 
which Mathew Carey printed three: Boston eight, and New York eight. The 
history of the shift in the centers of publication might make a pleasant hobby 

' for an economic historian. : 
. ESTHER LoWENTHAL* — 


* Ricardo, David, On the Principles =e Political Keonomy and Taxation Cn 
D.C., 1819). i 


*Chinard, G., Jefferson et les Idealogues (The Johns Hopkins Press, 1925), p. 186. 
* The author is professor of economics at Smith College. 
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ie A Original American 
l Publication '. - Printing 


. SMITE, ADAM; The theory of moral senti- 

ments London, 1759 ` Philadelphia, 1817 
. Boston, 1817 

An inquiry into the nature and causes of - l i 

the wealth of nations London, 1776  . Philadelphia, 1789 


For full information see the catalogue of The Vanderblue Memorial Collection of 
Smithiana. 
‘BENTHAM, JEREMY: A defence of usury London, 1787 Albany, 1837 
New York, 1837 
An introduction to the. principles of 
morals and legislation London, 1789 New York, 1830 
Stewart, Ducato: The elementis of the 
philosophy of the kuman mind 


Vol. I London, 1782 Philadelphia, 1793 
Vol. H ` London, 1814 Boston, 1814 
Vol. OT i London, 1827 Philadelphia, 1827 
Gopwin, Wurm: An enquiry concerning 
political justice London, 1793 Philadelphia, 1796 
MattHus, THOMAS ROBERT: An essay on 
the principles ‘of population London, 1798 Georgetown, D.C., 1809 
. (from 3rd London ed.) 
‘Principles of political economy London, 1820 Boston, 1821 


THORNTON, Henry: An ingutry into the 
nature and effects of the paper credit 


of Great Britain London, 1802 Philadelphia, 1807 
Say, JEAN-BaptistE:, Traité d'économie Translation: 
politique - Paris, 1803 Boston, 1821 
Catéchism d'économie politique Paris, 1815 Translation : 


Philadelphia, 1817 
SPENCE, WILLIAM: Britain independent of 
commerce ` London, 1807 Philadelphia, 1808 


l GANILH, CHARLES: Des systèmes d’écon- Translation: 
omie politique Paris, 1809 New York, 1812 z 
Owen, Rosert: A new view of society London, 1813 Cincinnati, 1825 


New York, 1825 
An address delivered to the inhabitants of 
New Lanark on the first of January, 
1816 - London, 1816 Cincinnati, 1825 
; (from 4th London ed.) 
HAMILTON, ROBERT: An inquiry concerning 
the rise and progress, the redempiion 
and present state, and the management SE” 
of the national debt of Great Britain Edinburgh, 1813 Philadelphia, 1816 
Marcet, Mers. JANE (Hatprwanp): Con- 
versations on political economy London, 1816 Philadelphia, 1817 
í — New York, 1820 
John Hopkinss notions on political 
‘ "  economy* London, 1833 Boston, 1833 


` * Published anonymously, j 
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Ricardo, Davin: On the principles of poli- 


tical economy and taxation 


McCutiocy, Joun Ramsay: Interest made 


equity. Republication of article con- 


tained in the Supplement of the En- 


cyclopedia Britannica (1824)/ 


` Outlines of political economy. From the 


Supplement to the Encyclopedia Bri- 
tannica (1824) - 


A dictionary, practical, theoretical and ' 


historical of commerce and commercial 
navigation, 

McCulloch's universal gazetteer. Tie Dic- 
tionary had many printings as did the 
Gazetteer. The latter seems to be the 
same publication as the Dictionary. 


Destutr pe Tracy, AnTOwNE Lovs 


~ CLADDE: A commentary and review of 
Montesquiews spirit of laws. 


1A -breatise on political economy. 


NATRE, Harriet: Illustrations of poli- l 


tical economy 


DeQuincey, THOMAS * The logic of polit- 


ical economy. 


Mr, Jorn STUART: sia tai of ‘political 


economy. 


Original 


. Publication 


London, 1817 


‘London, 1832 


Liege, 1817 
Paris, 1819 
Paris, 1822 
London, 1832 
London, 1844 


London, 1848 
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American 


Printing 


Georgetown, D.C., 1819- 


~ 


New York, 1826 
New York, 1825- 


Philadelphia, 1840 _ 


Philadelphia, 1811 


Translation: George- 
town, D.C., 1817** 


Boston, 1832 
Boston, 1859 


Boston, 1848 


* Published in Boston as The logic of political economy and other papers. 


** Translated by Jefferson. 


Noteo on Modern Welfare Economics 


This comment on the current state of welfare economics was inspired by a 
reading of Kenneth J. Arrow’s splendid work Social Choice and Individual 
Values. That notable book represents, in a sense, the acme of the modern 
approach to welfare economics, the so-called “new welfare economics.”? It 
deals, like most contributions to this subject, with the problems of defining 
the welfare of a society and of ordering the various possible states of a society 
according to their “desirability” under that definition. As usual, also, the most. 
‘obstreperous difficulties arise in the attempt to translate a set of taste- 

structures of individuals into a “taste-structure” of the society ‘as a whole. 

The famous question of the interpersonal comparability of utilities is only ` 
one of these difficulties. But Arrow differs from most of the other approaches 
to this problem area by the use of a set of considerably more powerful and 
general concepts. For example, he follows the lead of Bergson in considering 
under the caption of welfare not only the attitudes of individuals toward their 
own actual. and possible possessions, but also their attitudes toward many 
other happiness-determining aspects of the world, such as the possessions of 


*New York, John Wiley, 1951 (Cowles Commission Monog. No. 12). . 


* More accurately, it is the acme of the static version of the new welfare economics, 


A 


New York, 1843-1844 
7 
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other individuals, the collective activities of the group, moral and esthetic ` 
considerations, the prevailing “social welfare function,” the political situation, 
and many others. Individuals, in other words, are regarded as ranking all the 
possible states of the world into a preference order, where their criterion of 
preference can be, as far as the economic analyst is concerned, anything at 
all (assuming only that it is unambiguous, consistent, and exhaustive).® 
Arrow then proceeds to a discussion and evaluation of the various possible 
methods of deriving social orderings from the individual orderings.‘ It is this 
investigation of the properties of social welfare functions, an exceptionally 
well-thought-out one, which is his main contribution. 

As has been said, the book presents the new welfare principles in their most 
general form yet. But, just because it lays bare so clearly the basic structure 
of those principles, it also serves to highlight a very sad and disappointing 
fact about that entire school of welfare economics, namely: the principles of 
welfare developed by this school are, in their present form, utterly useless as 
guides to the formulation of sensible economic and social policy. They are 
constitutionally incapable of helping us to distinguish between welfare-increas- 
ing and welfare-decreasing’ policies. In the case of welfare economics this type 
of shortcoming is yery serious indeed; the entire raison d'être of this-discipline 
is its promised rôle in policy formation. 

The critical point is this: The new welfare economics considers the individ- 
ual orderings of social states, Ry, to be constants rather than variables. All of 
its principles assume these R; to remain invariant; and therefore all policy 
recommendations based upon these principles also assume, implicitly, that the 
individual orderings remain unaffected by any and all actions that may be 
taken with respect to the economic system. As a simple example, consider the 
well-known policy rule that the “best” disposition of income is that which 

equalizes the marginal utility of a dollar in the various possible lines of ex- 
~ penditure. This rule assumes that the shape of the utility surface of an indi- 
vidual is unaffected by the act of re-allocating his income. Another example: . 
Arrow, in his analysis, assumes that the individual orderings, R,, of individ- - 
uals are entirely independent of the form of the social welfare function none 

(and of the policies based upon that social welfare function). 

' Before going on to the reasons why the assumption of constancy in the in- 
dividual orderings is so damaging, let us first be clear on the fact that the 
orderings of social states in the minds of individuals are in reality quite vari- 
able, even volatile. No rigorous demonstration of that fact will be attempted 
here—we need only to recall to mind a few of the rather well-established prin- 
ciples of psychology. Human beings are constituted in such a way that their 
‘current attitudes—all their current attitudes—are always determined by both 
their physical bodily structure (including, of course, the structure of the ex- 
perience-modified nervous system) and the immediate environment as per- 


*In conventional welfare analysis, individuals are sinide to rank the various states 
of the world only according to the amount and type of goods accruing to themselves under 
each of these states, l 

1A method of arriving at a social ordering is called a “social welfare function.” The 
method of majority decision is one example of a social welfare function. 
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ceived by them, The attitudes therefore change in response to changes in these 
determining factors. Attitudes toward consumer goods, for example, are vari- ’ 
able with respect to such environmental factors as the present weather, the’ 
actions of friends and of rivals, the social codes of behavior, the conditions of. 
. work and of leisure, the blandishments of the sellers of goods, etc. Quite im- 
portant also, a person’s attitude toward goods is determined in large measure 
by the assortment of goods which is at present in the visual field of the indi- 
' vidual—the desire to possess a given object often arises or becomes intensi- 
fied upon such physical sense-perception. These facts are no mystery to 
businessmen and politicians; the former, for example, usually endeavor to’ 
shift the preference maps of individuals in a way favorable to themselves -by 
- engaging in such activities as attractive packaging, window display, scare 
advertising, “getting the customer to try on the suit,” flattery, wining.and 
dining prospects (to get them into a “receptive mood”), etc. Politicians use ~ 
equivalent techniques to alter the political preferences of the individuals in 
their constituency. Generalizing a bit, we can say that the orderings of indi- 
viduals are variable, and that they are quite sensitive to changes in the en- - 
vironment, whether these changes were brought about by the purposive de- 
' signs of other individuals or by just the “general course of events.” As the 
world changes so does the environment of any given individual, and as the 
environment changes so does that individual’s ordering of the various possible ` 
states of the world. And the world never stands still—the only permanent 
thing in the world is continual change. Preference maps therefore don’t stand 
still either; a state of continual transformation is their normal condition. They ` 
are not fixed rigid structures but rather are very plastic, even fluid entities. 
It has been recognized a number of times in the fairly recent past that this 
empirical fact is a fact and that it introduces difficulties into the traditional 
form of economic analysis. The point has cropped up most frequently in dis- 
cussions on the theory of choice and demand. For example, J. M. Clark calls 
attention to it as early as 1918,5 and discusses it quite explicitly in his 
more recent article “Realism and Relevance in the Theory of Demand.” . 
T. Haavelmo, as another example, is on much the same ground when he refers 
to the irreversibility of the demand function.’ In response to the challenge 
posed by these and other criticisms,* several theorists have attempted the task 
of liberating démand theory from the infirmities that beset the concept of a 


.. preference map. They have usually done this by short-circuiting the prefer- 


ence maps entirely, and, instead of using preference maps as codeterminants 
. of demand (with prices), going back to the variables which presumably govern 
the shapes of those maps. Georgescu-Roegén,® for example, suggests that we 
- consider, besides the current prices of’ the various commodities, their past 
prices. His point is that past prices influenced past consuming behavior, and 

3 “Economics and Modern Psychology,” Jour. Pol. Econ., Jan. 1918, XXVI, 1-30. 

Jour. Pol. Econ., Aug. 1946, LIV, 347-53. 
‘T“The Probability Approach in Econometrics,” Suppl. to Econometrica, July, 1944, 
XU, 17-21. 

-*and also in order to build the theory upon directly observable variables, 


*“The Theory of Choice and the Constancy of Economic Laws,” Quart. Jour. Econ., 
Feb, 1950, LATV, 125-138. 


COMMUNICATIONS 883 


that past experiences determine the present attitude toward goods, Duesen- 
berry™ points out that we need to consider past incomes as well as present in- ` 
comes because current consumption habits have been formed in the past and 
are-therefore the result of the previous standard of living. He also’ shows that 
we must pay attention to the consumer’s relative position with respect to the 
distribution of income. Other writers recommend the inclusion of other vari- 
ables in the demand function, such as the rate of interest, expectations of 
future prices and of future incomes, present and past advertising expendi- 
` tures, current stocks of goods, cash holdings, and others. - 

Let us now return to welfare economics. It follows from the fact that prefer- 
ence maps are as volatile as they are that any particular factor in the world 
. which affects the environment of a given individual, whether directly or in- 
directly, also affects his ordering of the states. It is consequently fairly safe 
to say that any given governmental action or policy tends to remold the prefer- 
ence maps of the individuals in the society. Because of the tremendously com- + 
plex pattern of interconnections in our socio-economic system it seems im- 
possible to predict precisely Aow, say, a new tax law will affect the preference 
map of the present reader, but we can be quite sure that some effect will occur. 
As far as we know, it is not only unlikely that any given preference map re- 
. main constant during a particular governmental program, but in view of the 
indirect effects of the program on that preference map, it is entirely impossible 
that this should ever take place. 

With that we come to the central point. Suppose that the economy is in & 
given position and the orderings of individuals are of given shapes. The gov- 
ernment now wants to increase the welfare of the group by adopting a given 
action A,. (It doesn’t matter here what the action A, is. It may be an economic 
reorganization, it may be the adoption of a particular social welfare function, 
or it may be anything else at all.) If now, as is usually taken for granted, the 
shapes of the individual orderings remain undisturbed throughout, then it is 
possible, at least in principle, to determine whether the policy has increased 
or decreased welfare. But, as we have seen, the orderings w#ll change. The 
result is that now it-is utterly impossible to ascertain, for any individual or 
for the group as a whole, whether welfare has increased or decreased. Indeed, - 
the question becomes meaningless. Welfare comparisons are defined only for 
given fixed orderings: an increase in welfare is defined as a shift to a pre- 
ferred position (preferred according to that ordering), and a-decrease in wel- 
fare is defined as a shift to a position which is, #n thai ordering, inferior. There 
is no meaningful way, in terms of the concept of welfare that is the basis of 
the new welfare economics, in which the well-being of a given individual or of 
a society at time te can be compared to the well-being at time tı when the 
preference map at t, is mot the same that it was at ts. It is meaningless, to 
take an extreme example, for the reader to ask himself whether he is more or 
less happy now than he was when he was four years old. It is equally meaning- 
less to ask, for much the same reason, whether people were more or less happy 
thirty years ago than they are now. If; thirty years ago, people had had the 


r» Income, Saving, and the Theory of Consumer Bekavior ene Harvard Uni- 
versity Press, 1949). 
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same preference maps that people have today, then clearly they would have 
been much less happy in those days—they would have missed their television 
- sets terribly. Fortunately for them, however, their preference maps were differ- 
ent, But unfortunately for the modern welfare economist, he has, as a result, 
no way at all of comparing, in his conceptual scheme, the welfare then and the 
_welfare now. And the same fact holds for any lesser degree of change in the 


preference maps of individual persons—as long as there is any change at a 


welfare comparisons are undefined and therefore meaningless. - 
It seems quite difficult to reformulate the ordinal concept of welfare i in such 
. a way as to yield a’serviceable tool of policy formation. What is required, of 


course, is an ordering of states of the world which holds over time, and which . 


will thereby permit comparisons between two states of the world which occur 
at different points of time. Such an ordering is not easy to come by—the set of 
tastes and attitudes of the individual, for the reasons stated, does not provide 
this ordering. The task of primary importance here is the redefinition of the 
individual orderings;. the social orderings, being derived from individual 
orderings, are logically a secondary problem, There is one method of solving 


the problem which is not open to us here. We cannot in welfare economics, as — 


is being done in demand theory, resort to the expedient of by-passing entirely 
the question of the structure of individual tastes and preferences; welfare 
economics—unlike demand theory which is essentially descriptive and which 


therefore can quite properly choose the most convenient method of description, 


—is directly concerned with the degree of satisfaction of these preferences, 
and hence must face the problem squarely. | 

As a small contribution to the necessary attempt of placing welfare eco- 
nomics on a realistic and solid foundation, there will now be presented two 
. different suggestions for defining changes in the welfare of an individual in a 
uséful way (or, at least, a potentially useful way). We shall employ, with a 
few adaptations and additions, the terminology worked out by Arrow. 


(a) The various possible states of the world"! are denoted by the symbols 
X1, Xa, Xs, e. 

‘(b) The various possible orderings of the states of the world in the mind 
of individual i are denoted by R4, R4;, Rè... 

(c) The various possible actions of the- government (or of any other policy 
making agency) are denoted by Ao, Ai, Az, As, .. 


(d) Each ordering R, of the x’s is such that, for any x, and any Xs, one 


of the following holds true: 
1. x, is preferred to x, [x, P!; Xa]. 
 2.. x, and x, are indifferent [x, I); x4]. 
l 3. Xa is preferred to x, [x, P!, x,]. 
(e) Each action Ay has two effects. 
1. It changes the state of the world from some x, to some Xs.. 
2, It changes the ordening of each individual i from some R, to some 
R*,. 

We make the simplifying assumption that both of jie effects are pre- 


“A “state of the world” is a point in the space of all the welfare-influencing variables, 


excepting only the ordering R, itself, 


— 


~ 
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dictable, or, at least, ascertainable ex post. This is, of course, a very — 
strong assumption. It is justified only if it helps to clarify some of the 
basic ideas. 


Suggestion 1: 


Assume that the government carries out the action A,. A, changes the state 
of the world from x, to xz, and the ordering of individual i from R? to R*,. 
The question: Has A, increased or decreased the welfare of individual i? 

In some special cases this question can be answered quite unambiguously. 
If x, is preferred to x, under both the original ordering and the new ordering, 
t.e., İf X4 P14; x, and x, P*,; x,, then A, has unquestionably increased the wel- 
fare of i. Similarly, if x, is less desirable than x, under both orderings, #.e., 
if x, P* x, and x, P*; x,, then A, has clearly decreased the welfare of i. eae 
if x, and xyare indifferent under both orderings, #.¢., if x, I; Xs and x, I’; Xa, 
then the welfare of i has been unaffected by Ag. 

But suppose now that x, Pt, x, and x, P*; x, in other words, that before 
A, was adopted x, was preferred, but that afterwards x, is ‘preferred. As a 
result of the action A, (or even as a result of entirely different forces) the 
tastes of i have so changed in the interval between x, and x, that he now pre- 
fers the original state. In this case there is no clear-cut way iù which we can 
say that i’s welfare has either increased, decreased, or has remained un- 
changed. We might well, therefore, coin anew word to ‘describe what has 
happened: the action Ay has been welfare-abortive insofar as individual i is 
concerned. 

A closely similar situation prevails if x, P*; x, and x, P*; x, that is, if i 
prefers the old state before A., and the new state after A,. He is happy under 
both circumstances. We might ay that, in this case, A, has been welfare- 
neutral for individual i. 

There are altogether nine dour ways in which old comparisons and new 
comparisons between x, and x, by individual i can i combined. We can 
represent these by the following tabulation: - 


Post-Ao Orderińg: R^ 


X1P?;x%4 -o uPA XP 


f 


Welfare-abortive Welfare-nondecreasing | Welfare-increasing 


7 (strong) 
a : 
E Welfare-decreasing | Welfare-indifferent Welfare-increasing 
E (weak) (weak) 
2 
ae 


Welfare-decreasing Welfare-nonincreasing Welfare-neutral 
(strong) 
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The terms within the nine squares are descriptive of the nine possible wel- 
fare-effects of action A, on individual i. Note that these terms denote proper- 
ties of Ag, zot of the orderings. ` 

In order to decide, now, if A, is socially beneficial, we must have a tech- 
nique for deriving the “social welfare-effect” of A, from the various individual 
welfare-effects. In this connection all the old difficulties of “the individual vs. 
the society” arise again. The work of Arrow, therefore, transformed to apply 
to the redefined individual-welfare ideas, can be of great value here. 

A transformed social welfare function will not lead to a “social ordering” 
of the x’s,—it will result'in a social evaluation of the A’s. This shift in the 
point of view is important. An ordering of the x’s is entirely valueless as a 
guide to action: different ways of reaching a given x, will shift the Ry in 
different ways, and the resultant evaluation of x, with respect to an earlier 
x, is therefore not unique. 

Before leaving the discussion of this suggested redefinition of individual 
welfare, we can make one more comment on the tabulation of individual wel- 
fare-effects, It is quite possible that the government may attach a greater“ 
value to the post-A,- orderings, R*,, than to the pre-A, orderings, R*;. As, for 
example, may be a political revolution, and R”; may represent the post- 
" revolutionary (and post-propaganda) mentality, whereas R4, is the pre- 
revolutionary mentality. Considering this additional axiological criterion, and 
Keeping all of our original definitions, the tabulation of welfare-effects of A, 
would now look like this: 





Post-Ag Ordering: R3; 








a 

Pa Welfare-decreasing | Welfare-indifferent| Welfare-increasing — 
x 
Rs 
C 3 
Š Fa || Welfare-decreasing | Welfare-indifferent | Welfare-increasing 
< 
E ; 

L : 

fa Welfare-decreasing | Welfare-indifferent | Welfare-increasing 


A final word about this general scheme of analysis: It is entirely static. To 
be applied to a dynamic world, all these concepts need obviously to be general- 
ized. Instead of “actions” we should be talking about “courses of action over 
time”; and instead of “states” of the world, -we should be considering ag 
quences of states.” 


wt 


~“ 
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Suggestion 2: : 

We can enlarge our definition of the set of “states of the world,” for any 
given i, to include all points in the larger space (Xm, R’:). In other words, we 
make the individual ordering a part of the specification of the state of the 
world, and we permit the variable, Ri, to assume all of its possible values. 
Thus (x:, R*,) and (x, R*;) are two different states of the world, as are 
(x, R} and (xs, R4;), and, more generally, (x:, R';) and (xz, R a), 

We may now, in a purely formal way, assume the existence of an absolute 
ordering of states of the world for individual i, R’,. This ordering is defined 
for any two of these “complete” states of the world no matter when they 
occur, and it can therefore be used as a measure of changes in the welfare of 
individual i, whether it be brought about by an action A, or by the natural 
course of events. 

Does such an ordering exist in actuality? Can we really make a direct and 
absolute comparison between the welfare of a given person today and his 
welfare 20 years from now, when his tastes and attitudes will have been radi- 
cally changed? The answer to these questions is not yet available to us. This 
absolute ordering would very likely have to be derived from physiological 
measurements of some sort, possibly, for example, from the “size” of chemical 
disequilibria within the body of the person. We have no choice but to await 
the future findings of biological science on this point. 

If, however, such an absolute ordering is ever discovered, then the subse- 
quent developments in welfare economics will almost surely follow the path 
blazed by Arrow. . 
SIDNEY SCHOEFFLER* 


. * The author is assistant professor of economics at the University of Massachusetts. 


Comparisons of Government Expenditures With E 
National Income 


In writing for the general public about the burden of taxes, or government 
expenditures, economists and statisticians are confronted at the outset with 
an'awkwafd question, What sort of measure should they use to indicate the 
` size of the burden? Professional scruples keep them from falling back on such 
colorful comparisons as those commonly employed by advertising copy writers 


and luncheon club speakers, e.g., “the government spent a sum last year | 


which is equal to the value of all the farm land in the United States,” or, “if 
you had spent a dollar each second from the time Columbus lavided to the 
present, the total would equal only two months’ spending by the Federal gov- 
ernment at its present rate,” etc. On the other hand, their readers are likely 
to bé confused and dissatisfied if presented with one of the carefully qualified 


comparisons used in the miore technical literature of the subject; comparison, _ 


for instance, of “government purchases of goods and services” with “gross 
national product” or of “personal tax payments”. with “personal income.” The 
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general reader, quite understandably, wants a single comprehensive measure 
which he can grasp’ Sipo delving into the mysteries of national income and 
product analysis. 

It might seem that the answer is simply to express taxes, or expenditures, 
as a percentage of national income. This is, in fact, still common practice. 
The Bureau of the Budget, for instance, in its generally excellent little pam- 
phlet, The Federal Budget in Brief, has a section showing “Budget Expendi- 
tures as a Percentage of National Income.” Lincoln, Stone, and Harvey, in 
their Economics of National Security,’ one of the outstanding textbooks on 
that subject, open the chapter on war finance with a table showing “Federal 
Expenditures as a Percentage of National Income.” Many other examples 
could be cited, including Colin Clark’s much discussed proposition that “the 
critical limit of taxation is about 25% of the national income, or possibly 
rather less.”? ` 

Measuring the burden in this way has some great advantages. It not only 
yields a single, comprehensive figure, it also corresponds to the concept which 
the layman, ‘who is unacquainted. with the complexities of national income 
accounting, has of the matter. He “knows” that he has to turn over a certain 
proportion of his own individual income to the government.* What he would 
like the statistician to tell him is how much of all our incomes put pena 
- the government is taking in taxes (or taxes plus borrowing). 

I hesitate to criticize the statisticians and’ economists who use a measure 
that is so simple and convenient and that fits in so well with what their read- 
ers want and expect. If the Budget Bureau, for instance, substituted a chart 
showing ‘Government Purchases of Goods and Services as a Percentage of 
Gross National Product” for its “Budget Expenditures as.a Percentage of 
National Income,” some readers would be puzzled and irritated, others would 
- fail to notice the difference, and still others, seeing the large discrepancy be- 
tween “budget expenditures” and “government purchases of goods and serv- 
ices” would suspect some politically motivated trickery on the part of the- 
Bureau. ~ 

While it is easy to sympathize with the desire to avoid such confusion and 
criticism, it is important, I think, to realize that a comparison of government 


1For the Fiscal Year 1953,” pp. 36-37. Budget expenditures require some adjustment to 
make them fit into the scheme of the national income and product accounts. The neces- 
sary steps are explained with admirable clarity in the March, 1952 issue of the Survey 
of Current Business (p. 14) and need not detain us here. Even when the adjustment has 
‘ been made, however, the problem of what to compare expenditures with to give the man ` 
. in the street the simple picture of the burden of goverment finance he ae remains 
- unsolved, , 

7G. A. Lincoln, W. S. Stone, and T, Å. Harvey, Economics of National A (New 
York, 1950). ; 

* Public Finance and Changes in the Value of Money,” Econ. Jour., Dec, 1945, LV, 376. 

“If we include indirect taxes, it is by no means so simple as this. One Jook at the 
chapter on shifting and incidence of taxes in any economics textbook should be enough to 
convince the taxpayer that he has no precise idea at all as to what proportion of his in- 
come goes to the government, _ 


w 
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expenditures, or taxes, with national income may be’ seriously kans 
- This can be seen most clearly by examining a hypothetical case such as the 
following: 

Suppose the United States had had the misfortune several years ago to 
become engaged in an all-out war and that economic mobilization had reached 
the point by 1951 where government (all levels included) was absorbing 50 
per cent of the Gross National Product for military and essential civilian pur- 
poses. Assume also that, taking a leaf out of the Russians’ book, we had de- 
cided to adopt a general turnover tax as the mainstay of our war finance.’ 
And, finally, assume that controls had been effective enough to keep factor 
prices from rising above their actual 1951 levels. Allowing for the considerable - 
increase in the prices of goods bought by consumers, government, and busi- . 
ness, which would be caused by the high turnover tax, our national product 
figures might look something like this: 


All-out War 1951 Actual 


Gross national product 440 . » a." 
Government purchases of goods and | services § 220 ` © 63 
-Gross private investment i l 40 59 7 
Consumption ` 180 208 


The $180 billion for consumption would be equivalent to some e $130- $140 
' billion at 1951 prices. With reasonably effective allocation and distribution 
controls this would be adequate to maintain wartime health and efficiency of 
the civilian population. The $40 for private investment would be enough, even 
at the higher prices assumed in the model, to maintain capital intact. 

The relation between gross national product and national income can be 
derived from our assumption that factor prices-are approximately the same as 
in 1951° and that private investment expenditure is sufficient to cover capital 
consumption: ` E 


Gross national product . $440 


less Capital consumption allowarices 40 
- Indirect taxes = 150 
National. Income re: $250 


This is approximately the same as national income in 1951 after deducting. 
corporate profits tax liability, which in our model is absorbed my the general 
turnover tax. 


"For convenience I assume that corporate profits taxes are made part of the turnover 
tax. This would perhaps be more a change in name than in substance. A good case can be. 
made for the view that, at their present high level, corporate profits taxes have the effect 
chiefly of increasing the spread between costs and prices. 

‘To simplify the argument I have made the unlikely assumption that there is no in- 
crease in total factor renumeration as a result of longer hours or-of shifts from one occu- 
pation to another. 
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To obtain total government expenditutes we must finally make some assump- 
tion about transfer payments. Everything considered, especially the higher 
prices and increased veterans’ payments which would be concomitants of a 
war economy, $30 billion is a likely enough figure. Added to the $220 billion 
for goods and services, this would give us total government expenditures of 
$250 billion. 

The dilemma of the textbook or pamphlet writer now becomes painfully 
evident. As long as our arithmetic shows government expenditures’to be 12 
per cent or 25 per cent—or even, as in World War II, 53 per cent’—of Na- 
tional Income, most people will accept the figure without question, assuming 
that it.means just what it seems to mean, i.e, that the government “takes” 
that much of our aggregate income and that 88 or 75 or 47 per cent is what 
is “left over” for consumers and for private business investment. If govern- 
ment expenditures were 100 per cent of national income there would, accord- 
ing to this view of the matter, be nothing left over, and consumers would 
‘either have to starve or live on the nation’s capital, Our model shows, how- - 


ever, that it would be quite possible for government expenditures (which - 


could, of course, be balanced by tax revenues) to equal 100 per cent of national 
income and yet leave enough “over” to maintain capital intact and provide 
consumers with a flow of goods adequate to maintain health and efficiency. 
In this case it would be clear to everyone that there is something wrong 
with ’the usual interpretation of the government expenditures-national income 
figure. — 

Actually, of course, two things are wrong: (1) government aed are - 
made at market prices which are affected by indirect taxes, while national in- 
- come equals the value of output at factor prices, which exclude indirect taxes; 
(2) government expenditures include transfer payments, which, since they are 
not “earned,” are excluded from national income. Thus it is legitimate to com- 
pare government expenditures with national income only in an economy-where 
there are no indirect taxes and no transfer payments. Given either or both of 
these items a figure showing that government expenditures are 50 per cent or 
25 per cent of national income is of no less uncertain meaning than the 100 
per cent figure of our model-wartime economy. The only difference is that in 
the latter case the iii of interpretation is obvious, whereas in the former ` 
- it may be hidden. 

What is the moral? In anei what should we say to the man in the 
street who wants a simple answer to what seems to him a simple question? 
I cannot see any solution that will satisfy the demands both of simplicity and 
of accuracy. We seem to be up against the familiar task of convincing people 
that things are more complicated than they seem to be, As economists we can- 
not but look with suspicion at any simple comparison of government expendi- « 
tures, or taxes, with national income. Perhaps it is up to us to see to it that 

that suspicion spreads as widely and as rapidly as possible. 
i ALAN SWEEZY* 
"CÍ. Lincoln, Stone, and Harvey, op. cit., p. 359. 

* The author is professor of economics at the California Institute of Technology.. 
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A General Theory of the System of Multilateral Trade: A Comment 


In his interesting article, K. E. Hansson? presents a useful addition to trade , 
theory. Developing Ohlin’s work further, Hansson’s paper’ is helpful in relat- 
ing conceptually the structure of .production—conceived in terms of the rela- 
tive abundance or scarcity of different factors of production—in different - 
groups of economies, to the anticipated and actual pattern of trade between 
these groups of economies over different periods in their development. The 
paper thus sheds light on the way in which complementary patterns of factor 
distribution facilitate the multilateral clearance: of. international accounts. ~ 

While recognizing the importance of his paper, I nevertheless believe Hans- . 
son has erred on several significant points of omission and emphasis: 

J, Hansson begins his “general theory” with the broad statement that “in- 
ternational trade.takes place in response to the unequal distribution of the 
factors of production” (p.61). This is, obviously, a relevant generalization but, 
at least in its present form, misleading. Adam Smith attributed the flow of 
trade to the gains from international specialization and division of labor. This 
need not-—though it may—conflict with Hansson’s generalization. Consider, 
-for example, the economic development of that group of underdeveloped 
economies referred to by Hansson as “The Tropics” (p. 59). As their economic 
development proceeds, the structural relationship between the factors of pro- 
duction—measured in terms of machinery per worker or per square kilometer, - 
which are the indexes suggested by Hansson—may be expected to move in 
_ the direction prevailing i in the more developed economies; in other words, the 
supply of capital in the Tropics may be expected to increase relative to the 
supply of land and labor. Does this mean that the stimulus to trade between 
the Tropics and the more developed areas will diminish because capital in the 
Tropics comes into relatively “moderate” or “ample” supply, and hence there 
ig less inequality in factor distribution? Hansson’s initial generalization would 
‘appear to imply that a more equal distribution of factors of production will 
restrict trade. Presumably an exactly equal relative distribution of factors of 
production would eliminate trade entirely among, the economies concerned. 
This conclusion would appear to be inescapable if trade is presumed to depend 
solely on inequality of factor distribution. I submit that this is unacceptable. 
Even with a similar productive structure in terms of a similar relative abun- 
dance or scarcity of the same basic factors, it will still be profitable for the 
factors to be concentrated on the production of some commodities in one 
country, others in a second country, and for surpluses to be traded. The classi- 
cal arguments on the gains from international division of labor are obvious 
and familiar and need not be elaborated. However, they represent a separate 
stimulus to trade which is lacking in Hansson’s schema. 

2. In Hansson’s simplest case (pp. 61 and 63), capital-intensive goods are 
bought by economy A, which is short of capital but rich in labor, from 
economy C which is short of land and rich in capital; economy B, which is 
rich in land but short ‘of labor, buys labor-intensive goods from A; and 


1K. E. Hansson, “A General Theory of the System of International Trade,” Am. Econ. 
: Rev., Mar. 1952, LXTI, 59-68. 
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K aiy C buys land-intensive goods from B. Triangular. clearance follows. 
It should, however, be noted that there is nothing in this model which warrants 
the inference that the clearance. will be complete, i.e., that the trade surplus 
and deficit of each country with its respective trading partners will balance 
out. Even in this simplest case, and given the complementary inequalities in 
factor distribution among the economies concerned which the model assumes, 
balance-of-payments difficulties may exist, and multilateral clearance may be 
impaired. It is difficult to see how a theory of multilateral trade which ignores 
such questions as supply and demand elasticities, commercial and foreign ex- 
change policies, and the important relationships between these considerations 
and the multilateral clearance of trade accounts can pretend to be “general.” 
_ 3: Hansson’s formulation also seems to assume technological stasis. Con- 
sider further the simple model referred to above, which Hansson subsequently 
modifies (pp. 64, 65, 67) to admit into the system additional trading partners 
with different relative supplies of tHe basic factors. What will happen if each 
of the economies comes to have the same or more nearly similar relative sup- 
' plies of the basic factors? Hansson’s reasoning would suggest that they will be - 
less likely to trade because the “pulling force” in the system will be attenuated: 

I would suggest they may still trade, and they may still trade the same kinds 
of goods. What were originally labor-intensive goods (e.g., rubber) under the 
technological conditions prevailing when the system took the form referred to 
‘in (2) above, may-——assuming favorable climatic conditions—be produced by 
economy A under more advanced technological conditions with relatively 
more capital and lesslabor. Similarly, what were land-intensive goods under 
the original technological conditions, e.g., grains and wool, may under more 
. advanced technological conditions be produced by economy 'B using more 

_ capital and less land. This would be the case, for example, where construction 
` of large irrigation facilities (capital) permits the cultivation of several crops 
from the-same land where formerly only one crop was raised, thereby “econo- 
mizing” land. With changing technology, the over-all pattern of factor distri- 
bution may become more nearly alike and yet specialized production .and 
- trade may still continue and grow. 

4. An important element left out of Hansson’s “general” theory is the in- 
come aspect of trade determination. The possible dampening effects on trade 
from a*more equal distribution of factors may be more than offset by the 
higher income’ levels which accompany the attainment of the new pattern of 
factor distribution. This would generally result in a net growth in trade even- 
though the relative scarcity or abundance of different factors were to become 
more nearly alike in the developing and the more developed economies. It. 
has, for example, occasionally been suggested that the recent textile slump in | 
Lancashire has been partly due to reduced Indian imports because of in- ` 
creased textile production arising from higher investment in textile equipment 
_ within India. But consider what-a 1 per cent rise in Indian money income 
would do to ae textile demand doth for indian production and Lancashire 
imports. 

If one accepts Faso s ten, then the ee would be warranted that 


aN 
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as underdeveloped areas acquire more capital in relation to labor and land, the 

incentive to trade would diminish. This would mean that efforts to promote 
the flow of public and private capital from develoyed to underdeveloped areas 
(which in turn implies a tendency to more nearly balance the relativity of 
factor distribution in underdeveloped and developed economies) would not be 
conducive to expanding world trade. In other words, if world trade thrives on 
unequal factor distribution, measures tending to balance such distribution 
would tend to diminish and discourage trade. This would in turn imply that | 
there would be a tendency for an international economic policy of promoting © 


the outflow-of capital from developed economies to impede or interfere with 


an international economic policy of expanding international trade. I see no 
tendency in this direction. The fact, for example, that Canada’s trade with the 
United States over the past two decades has been expanding in both directions 


‘in real terms at the same time that Canada’s pattern of factor distribution has 


been coming closer to that of the United States, indicates empirically that 


. there is considerably more involved in determining trade pattern and volume 
. than the relative distribution of the basic factors of production. 


; CHARLES Wotr, Jr.* 


* The author is presently employed with the Technical Cooperation Administration of 
the Department of State. The views expressed represent only personal observations and 
do not constitute any expression of views by TCA or the Deperanent of State. i 


_ The Dilemma of Antitrust Aims: Comment 

Professor Adams’ excellent paper on the antitrust case against the Aluminum 
Company of America? suggests a few thoughts about the implications and sig- 
nificance of antitrust activities, and One about the idea of competition 
in our time. 

He laments the fact that thirteen years of antitrust litigation failed to result 
in some sort of “dissolution, divorcement, or divestiture” of Alcoa, in short, in . 
“the kind of physical reorganization of the industry necessary to bring about 
a competitive structure consistent with-the objectives-of the Sherman Act.’ 


. Although they have refused to reorganize the industry—or specifically to 


atomize Alcoa— the federal courts have retained jurisdiction of the case until 


_ 1955, at which time the government may petition for additional relief if 


competition has by then not improved, or probably ‘more accurately, if it has 
deteriorated. By this action, Adams quite rightly observes, the District Court 
has placed Alcoa on a five-year probation during which the latter will un- 
doubtedly follow the policy so effectively employed by other monopolistic 


. companies in the past of “live and let live,” of “avoiding- any aggressive or 


expansionary” activity which might give the government a basis on which to 
press' for dissolution, divorcement, or divestment in 1955. At the end of the 
probationary period ‘the case will probably be closed, and Alcoa will remain 
intact; powerful, and domineering. A precedent sanctioning the aluminum type 


* Walter Adams, “The Aluminum Case: Legal Mistery beonomte Defeat,” Am. Econ.. 


Rev., Dec. 1951, XLI, 915-22. i 2 
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of integrated industry will have been established, with the “Big Three’s” 
and the “Big Four’s” cheerfully riding in.on its tail to make a mockery out of 
our competitive system. This, Adams vigorously contends, is bad economics, 


, bad public policy, and besides is not in keeping with the Sherman Act. 


All this may be true, as far as the analysis goes. But it must go further. 
While business leaders may not do a good job of making the point, there és 
something to their charge that antitrust activities of the aluminum kind tend 
to punish efficiency, size, and success. As a matter of public policy we want 
business to compete, but we do not want any one producer (or any three in 
a given industry?) to win the competition. We want the kind of competition 
which does not lead to monopoly, and we behave as if there were a benevolent 
natural law according to which it is not in the nature of things for someone to 


_ win the competition. As if to give this law a helping hand, we devise public 


policies to discourage anyone from winning the competition and to punish any- 


one who does win it. Yet at the same time we do not wish to discourage the ° 


enterprise, dynamism, and even scheming that make for getting competitive 
advantage—in short, for winning competition and creating monopolistic or 


pen 


tight oligopolistic situations. In a word, we wish to preserve competition but 


face the anomolous situation of punishing its most successful practitioners and 
of destroying those ingredients of competition that make competition possible 
and desirable. _ 

One need not approve of the many iron-fist-in-velvet-glove techniques of 
big business in order to sympathize with its problems. Because of the increasing 
automaticity of the modern technology, because of the fantastically increased 


capital requirements, we should therefore not be surprised or alarmed at hav- 


ing More numerous three-producer, two-producer, or even one-producer indus- 


tries, Electronics and atomic energy will hasten the necessity and inevitability . 


of such industries, as the electrical revolution of the 1910’s and 1920’s so 
greatly helped increase industrial concentration then. The Sherman Act (as 
well as its patchwork progeny, the Clayton Act) was a reaction to the eco- 
nomic concentration that resulted from the leviathan of shady financial man- 
ipulations, immoral intrigue, and primitive aggrandizement of power. But 
today’s concentration is the more-or-less inevitable consequence of a new and 
amoral leviathan—monster technology. Yet we continue to invoke the ethics of 


a horse and buggy antitrust law to the situation of a hot rod industrial society. . 


‘The result is legalistic confusion and uncertainty and the Possible eventual de- 
generation of the economic system, _ 
Perhaps the “go-getting” component of the American business cere will 


' survive antitrust attacks and provide a continuous stream of highly motivated 


business leaders, but it is not inconceivable that a series of successful prosecu- 
tions over a number of years of the type attempted in the aluminum case may 
throttle the dynamism of American capitalism, reducing competition to a sort 
of verbalistic remains of the real thing, to torpid manipulation of the symbols 
of competition in a system that is devoid of really dynamic creative activity. 


We cannot have “old fashioned” intra-industry competition (or what 


appears for many to pass for the same thing, namely “workable competition”) 


- without reasonably expecting somebody to win or nearly win that competition. 
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And we cannot have a policy designed to prevent such winning of competition - ' 
that does not throttle the very thing the policy pretends to promote. This 
dilemma calls for a fresh approach to the antitrust problem. Two things may 
_be said in that connection. First, the failure of a dominant producer to use his 
power to destroy his competitors is not, as Adams seems to suggest, a meaning- 
less subterfuge designed to mollify the courts. Self-restraint is precisely what 
we expect the antitrust laws, and indeed all laws, to elicit. It does not follow 
that simply because an assailant is big and powerful his actions are therefore 
malicious. Perhaps what is needed is not to bring the assailant to trial, but to 
redefine our concepts of assault and competition in a way more nearly con- — 
sistent with the necessary and inevitable structure of modern industry and 
society. l 

The second point that may be made in connection with the dilemma we face 
in trying to prevent someone’s winning competition without destroying that 
which is a precondition to competition and which makes competition desirable, 
is that the Sherman Act should be replaced by a system of laws that recog- 
nizes the technological inevitability of monopoly and oligopoly in modern in- 
dustry. It becomes increasingly more evident that the Sherman Act, with its 
implied suggestion of dissolution, divorcement, and divestiture, rigorously 
applied can destroy what is most precious about the system it naively tries to 
safeguard and preserve. The morality of the Sherman Act is anachronistic. We — 
need to make a fresh start in our thinking about big business, competition, and 
‘business ethics and the kind of public policy we should have in connection with. 
them. A profitable beginning might explore the wisdom and possibility of 
treating our “Big Three’s” and “Big Four’s” as new forms of modified public 
utilities, inevitable, desirable, but regulatable in a manner that preserves their 
dynamism, encourages their innovational drive, and makes them socially re- 
sponsible, A public member or two sitting in on top-level strategy and policy 
meetings of the big producers and distributors may be able to do more by way 
of preserving and promoting enterprise, honesty, and efficiency in big business, 
and do more to preserve the kind of economy we seem to want than all the 
Victorian proscriptions of our present antitrust laws. 

E THEODORE LEVITT* ` 


* The author is assistant professor of economics at the University of North Dakota. 
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Reply 


_ In commenting on my study of antitrust action in the aluminum industry, 
Mr. Levitt once again raises the perennial question of the relationship between 
technology, size and efficiency. He contends that—given the “automaticity of 
modern technology” and the “fantastically increased capital requirements” 
concomitant therewith—we should not be surprised or alarmed at having more 
numerous three-producer, two-producer, or even one-producer industries. On . 
the basis of his belief that today’s economic concentration “is the more-or- | 
less inevitable consequence of a new and amoral leviathan—monster tech- 
nology,” he then concludes that “the Sherman Act should be replaced by a 
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' system: of laws that recognizes the technological inevitability of monopoly ‘and 
-oligopoly in modern industry.” Since Levitt’s policy conclusion is merely 

. derivative, I shall confine my remarks mainly to his basic assumption that 
giant industrial size is primarily the outgrowth of a 20th century technology 
which compels firms to be big in order to be efficient. 

So far as I know, no scientific study has yet demonstrated that giant size is - 
imperative for the ‘optimum utilization of modern technology or the attain- 
ment of efficiency in mass production industries. * Indeed, some of. the recent 
evidence has tended. to point in the opposite direction, Fragmentary as it is, 
. this evidence may be summarized as follows: 

1. Wallace’s Study of the Aluminum Industry. In his monumental work on 
the aluminum industry,? Wallace points out that vertical integration of alu- 
mina, power, and reduction stages is imperative in this industry, but that the 
size of the vertical combination should not approach monopoly proportions. 

In the alumina stage, according to. Wallace, a scale beyond an output of 
15-18,000 tons per year brings no savings in cost of capital equipment per 
unit of output, and offers very little chance to economize the use of labor. 
_ Considerations of plant efficiency at this stage have not required monopoly in 
the industry since 1909.2. ~ 

In the reduction stage, the Hall process for electrolytic reduction affords no 
opportunity for the use of large, specialized units of machinery or for exten- 
sive specialization of supervision. The process is a simple one, operated with. 
simple eqiiipment, and neither ‘the process nor the: equipment has undergone 
any fundamental change since the industry first began. The-quantity of cur- 
rent which can feasibly be used in a single cell determines that the optimum 
size cell be relatively small. Requirements for electrical energy are unaffected 
by the scale of the reduction plant, since savings in power consumption and 
. labor have been derived from improvements in electrical apparatus, design, 
and operation of’cells, rather than from larger plants. According to Wallace, . 
maximum effectiveness at the power and reduction stages has not required -a 
monopolistic scale, in spite of the fact that the best structural firm will possess 
a hydroelectric development which is likely to be quite large and which will 
have favorable site characteristics and cheap transportation.‘ ` 
_ With respect to semi-fabrication and the finishing stages of the iain 
industry, Wallace shows that relatively. small scale production in castings and 
utensils is quite economical, and that the most economical scale for a rolling 
mill need not be too large.” Wallace feels that the experience óf Alcoa, which 
has in the päsť operated a number of rolling mills, indicates that the optimum 

1 While there has been considerable discussion of the. relative -efficiency of small, 
medium-sized, and large firms, the findings are—at best—inconclusive. See R. C. Osborn, 
“Efficiency andl Profabihiy in Relation to Size,” Harvard Bus. Rev., Mar. 1951, XXIX, 
92. 

2D., H. Wallace, Market Control in the Aluminum ties (Cambridge: Harvard 
University Press, a 

? Ibid., pp. 194-95. 

+ Ibid., pp. 190-91. 

. * Ibid., Ch. 18, 19. 
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scale is not so large as to offset the advantage of having sheet mills located 
. either at the reduction works or close to markets. He holds that maximum 
economy does not require monopolization of all fabricating operations by a 
single firm. 

Wallace concludes that, all things considered, there was no economic reason 
for permitting the existence of a single-firm monopoly i in the aluminum in- 
dustry prior to 1936.° If this conclusion is valid—if oligopoly would have 
been as efficient and feasible in 1936 as monopoly—the tremendous growth in 
demand since then, coupled with a substantially unchanged state of the arts, 
should—by present standards—justify the existence of a JAEP number of 
firms than today dominate the aluminum industry. 

2. Stockings Testimony before the Celler Subcommittee on Monopoly 
Power. In the course of his appearance before the Committee, Stocking pre- 
sented some startling and highly significant facts on the efficiency of the 
nation’s largest steel producer, Drawing on an unpublished report by the 
engineering firm of Ford, Bacon & Davis—a report prepared at the request of 
U.S. Steel itself Stocking pictured the Corporation: : 


. as a big sprawling giant, whose production operations were improp- 
erly coordinated; suffering from a lack of a long-run planning agency; 
relying on an antiquated system of cost accounting; with an inadequate 
knowledge of the costs or of the relative profitability of the many thou- 
sands of items it sold; with production and cost standards generally 
below those considered everyday practice in other industries; with inade- 
quate knowledge of its domestic markets and no clear appreciation of its 
opportunities in foreign markets; with less efficient production facilities 
than its rivals had; slow in introducing new processes and new products.’ 


On the basis of the powerful indictment in this engineering report (as well as 
other equally devastating evidence), some of our foremost economists con- 
cluded that.the dissolution of U. S. Steel into at least three separate integrated 
units would not violate the demands of modern technology. They assured the 
Committee that “one can be opposed to economic bigness and in favor of 
technological bigness in most basic industries without inconsistency.”* 

3, Findings of the President's Materials Policy Commission. Although the 
Commission made no investigation of the relationship between size and efh- 
ciency per se, it did examine the implications of technological change in a 
number of important fields. Thus, in the case of the'steel industry, the Com- 
- mission believed that future technological developments would be of such 
nature as to reduce the optimum size of plant and; therefore, the amount of 
capital investment required for profitable operations. The Commission cited 
several specific innovations which would tend to render obsolete the more 
expansive and elaborate’ processes for steel production now in use. Said the 
Commission: 


"Ibid: p: 203. i l 
- "House Monopoly Subcommittee, Hearings, Part 4-A, 81st aes 1950, p. 967. 
* Ibid., p. 996 (testimony of George Stigler). 
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A sionificant: consequence of recent advances in technology may con- 
ceivably be the emergence of enterprises conducting integrated opera- 
‘tions on a much smaller scale. The utilization of local deposits of ore in 
the direct reduction of iron or in the production of pig iron in the elec- 
tric furnace or’in the low-shaft furnace, the utilization of local supplies 
of iron and local surpluses of scrap in the production of steel in the elec- 
tric furnace or in-the turbo-hearth, the continuous-casting of semi-fin- 
ished steel, and the finishing of steel in small mills—all of these opera- 
tions are feasible. All of them can be undertaken with an investment 
much smaller than that required for production on a larger scale.® 


The Commission concluded, therefore, that the new developments i in tech- 
nology ‘ ‘may well provide the basis for a number of new establishments, turn- 
ing out special products for local markets, each of them conducting continu- , 
ously integrated operations on a small scale, and all of them contributing sig- 
"nificantly to the supply of steel.’?° Such developments, if they do take place, 
would serve to demonstrate once again that the growth of the giant firm does 
not necessarily represent an inescapable, inevitable, and inexorable techno- 
logical trend. 

4. Experience under the Public Utility Holding Company Act of 1935. 
The evidence indicates that the dissolution proceedings under this Act did 
not preclude the optimum utilization of existing technology nor precipitate the 
fatal loss of efficiency which had been widely predicted prior to the law’s 
passage. While the statistics are by no means conclusive, they do show that— 
in most cases—efficiency after dissolution was increased, and that this in- 
crease was reflected in the security values of those operating companies which - 
were divorced from their parent organizations.‘ That investors have bene- 
fited——-primarily as a result of various dissolution proceedings—is perhaps 
most graphically demonstrated in the table at the top of the next page. That 
consumers have simultaneously benefited from a decrease in utility rates 
(which occurred despite constantly rising operating costs) is eloquent testi- 
mony to the wisdom and success of the dissolution program in the utility field. 
Here certainly is one industry where a substantial amount of deconcentration 
. has not produced the decline in operating efficiency which management spokes- 
men had expected and feared. 

In citing the foregoing fragmentary studies I do not mean to-suggest that 
they provide a definitive answer to the problem of technology, size and _effi- 
ciency, or a clear guide to public policy. As far as public policy is concerned, 
I would agree with Levitt that no firm should be punished for size or success 
achieved on the basis of efficiency and performance in the public interest.” 


-  °The President’s Materials Policy Commission, Resources for Freedom—The Outlook 

for Cheap Commodities, Vol, IF, June 1952, p. 17. ` 

1 Ibid., p. 17. 

1 Report of the S.E.C. to the Senate Small Business ee The Public Usility 
Holding Company Act of 1935, 82nd Congress, 1952, ; 

“Both Levitt and I are aware, of course, (1) that Hebden size is not always 
e passive adjustment to the technological and economic dictates of' the market place; (2) 
that corporate executives, who proclaim “we are big because we are efficient; we are big 
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TABLE L —PERCENTAGE INCREASE IN MARKET VALUE OF Common Srock oF CERTAIN 
Puse Urrry HOLDING COMPANIES BETWEEN DATE OF REGISTRATION UNDER THE 
_Pusiic Urmiry Hotpine Company Act oF 1935 AND SEPTEMBER. 34, 1951* 


i Percent of Iticrease from Registration Date-to 
September 24, 1951: 


| i l aa Dow Jones 
Name of Holding Company — Market Values | Dow Jones Composite 
of Common Utilities Averages 
Stocks? Averages’ (rails, utilities, 

. ; industrials) 
1. American, Power & Light Co. 158.1 181.9 

2. Columbia Gas System, Inc. 108.0 - 124.8 `- 
. 3. Commonwealth & Southern Corp. 180.5 192.3 
4. Electric Bond & Share Co. . 166.3 . 191.5 
5. Electric Power & Light Corp. 167.7 » 193.1 
6. Engineers Public Service Co. 128.8 134.0 
7, Middle West Corp. 42.0 ; 80,1 
8. National Power & Light Co. 158.1 181.9 
9. Niagara Hudson Power Corp. 180.5 192.3 
10. North American Co. a 32.7 -41.9 
11. United Corp. 180.5 192.3 
12. United Gas Improvement Co. 194.8 208.2 








* Source: S.E.C. Report, op. cit., p. 7A l 

‘b The figures in these columns include the capital distributions of cash and portfolio or 
holding-company securities, taken at closing prices as at September 24, 1951, made to the 
holders of, the common stocks of the holding companies listed herein. l 

e The figures for percentage increase in the Dow Jones averages (in this and the next 
column) are different for the different holding companies because the companies listed here 
registered under the Act on different dates. No intercompany comparisons should, therefore, 
be made. 


I would agree with Levitt that the goals of competition—-the encouragement 
of efficiency, initiative, dynamism and enterprise—should be given a promi- 
nent place in our policy formulations. I have, therefore, drafted and advocated 
legislation which would permit a “monopolistic” firm to escape dissolution, 
divorcement and divestiture, if such firm can demonstrate that its size is 
necessary for the attainment of efficiency or that its business performance in 
the past has materially benefited the general public.** Such a modification of - 


because consumers want us to be big,” are not always accurately describing the causes for 

their firm’s industrial growth; (3) that. giantism, far from being a matter of manifest 

destiny, is frequently attained or perpetuated by unfair, predatory and discriminatory trade’ 
practices; the abuse of the patent and trade-mark laws; the use of coercive integration and 

price-squeezing tactics against non-integrated competitors; the proclivity of government - 
procurement officers to award contracts to a favored few; etc. In short, both Levitt and 

` I recognize that superior efficiency is but ‘one of many factors which explain the pre- 

eminence of particular industrial giants in the competitive arena, and that a pluralistic 

view of economic development processes is probably more accurate than an Damier peta; 

„tion based on technological determinism, 


13 For the text of my’ proposal and the accompanying testimony, see House Monopoly 
Subcommittee, Hearings, Part 2-B, Sist Congress, 1949, pp. 1311-39, 1600-25. For a more . 
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the antitrust laws would, I believe, contribute substantially to a eee of 
the dilemma raised in Levitt’s comment. 

However, while the incorporation of an efficiency standard into the anti- 
trust laws. can be justified on economic grounds, I do not believe that a more 
drastic revision of these laws is either necessary or desirable. Evidence to date 
certainly does not indicate the existence of.an irreconcilable conflict between 


- modern technological exigencies and a policy of ‘enlightened and selective 


trust-busting., Neither does our experience -with cartels, co-determination, 
public utility regulation (especially by the LC, and CAB. ),** and the _ 
experiments with government ownership tend to demonstrate that these public 
control mechanisms are-happy alternatives to a regime of competition. Doubt- 
less, the antitrust laws are not perfect either in conception or enforcement.” 
Doubtless, there is the danger that they may—under certain. conditions— 
destroy the very things they seek to promote. This does not mean, however, 


that the antitrust laws are not worth the calculated risk we are taking. It does- . 


not mean that their replacement by alternative public policies, which have not 

proved too successful in the past, would be conducive to a greater protectior 

of private pene or a more auspicious enhancement of the public good. , 
WALTER ADAMS* 


detailed discussion of the standards to be used for measuring business performance in the 
public interest, see Edward S. Mason, “The Current Status of the Monopoly Problem in 
the United States,” Harvard Law Rev., June 1949, LXTI, 1265-85. 

“See S. P. Huntington, “The Marasmus of the I.C.C.: The Commission, the Rail- 
roads, and the Public Interest,” Yale Law Jour., April 1952, LXI, 467-509; Senate Small 
Business Committee, Report on Role of Irreeular Airlines in United States Air Transpor- 
tation Industry, 82nd Congress, ist Seasion 1951. 


* The author is associate professor of economics at Michigan. State EES and economic’. 
counsel of i Small Business SSNS, U.S. Senate. 


The Dilemma of Antitrust Aims: Further Comment 


In the December, 1951, issue of the American Economic Review, Professor 


-. Walter Adams? expresses disappointment over the economic results of the 


government’s antitrust suit against the Aluminum Company of-America. Most 
economists would agree that, in spite of two court decisions. which are by and 
large favorable to the government’s charges of monopoly against Alcoa, the 
industry today is not one which is characterized by effective competition. 
Adams indicates that the structure and the performance of the industry might — 
have been improved substantially had the courts not taken “the easy way ` 
out.” Both courts, in denying the government’s request for dissolution of 
Alcoa, “refused to undertake the kind of physical reorganization of the in- 
dustry to bring about a competitive structure consistent with the objectives of 
the Sherman Act.”? Judge Hand is criticized for evading the issue of dissolu- - 
tion in the hope that effective competition would be engendered through the 
disposal of surplus government aluminum plants by the War Assets Adminis- 


*“The Aluminum Case: Legal Victory--Economic Defeat,” XLI, 915-22, 
* Ibid., p. 922. 
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tration. And the decision of Judge Knox is held to be disturbing for eal 
reasons :° as 


a The ee relief granted and the dim t e for further 

relief as a result of the Court’s failure to order the dissolution of Alcoa. 

` _ Z. The establishment of a precedent which affects adversely the likeli- 
hood of success in the prosecution of. future antitrust cases involving a | 
“Big Three” or “Big Four.” 

3. The Court’s naive belief that the separation of Alcoa and its Cana- 
dian affiliate would introduce a fourth competitor into the domestic 
market. 

'4, The discouraging effect of the decision on the aoe of Gy 

- by the three domestic producers. 


Ina final paragraph, Adams says “The result is that aluminum today is a 
three-producer industry; that Alcoa, instead of being a single-firm monopoly, 


now exercises residual monopoly power through price leadership and other 


means; that the concerted action typical of oligopoly has replaced the uni- 
lateral action characteristic of monopoly, A ringing judicial denunciation of 
monopoly has produced little in the way of affirmative relief. Vigorous_and | 
effective competition has not been re-established in this basic and vital indus- 
t Jt 

Tti is with the first two of the objections to the Knox decision and, by impli- 
cation, the concluding statement herein ‘quoted that this note will be con- 
cerned. It will be argued (1) that Judge Knox properly denied the govern- 
ment’s request for the dissolution of Alcoa, and this for two reasons: (a) the 
government had not demonstrated to the Court that physical dismemberment 
of Alcoa’s properties was a practicable possibility; and (b) it was not shown, 
and there’is little reason to believe, that the performance of a four-firm do- 
mestic aluminum industry would be superior to that which now exists with 
Alcoa, Reynolds and Kaiser the only producers. It will also be urged (2) that 
the case should not be regarded as one which represents judicial approval of 
an industry composed of only three firms, since in this instance the govern- 
ment’s case was centered on Alcoa and was not directed against the industry 
as an entirety. Though I share Adams’ disappointment that significant steps 
were not taken to make the industry more competitive, I cannot join as readily 
in the belief that Judge Knox erred in his refusal to dissolve Alcoa, nor can I 
share his concern for the precedent which is set for future antitrust cases 
_ against industry characterized by a “Big Three” or “Big Four.” 


1 (a). While it is true that the decision of Judge Knox contains serious 


errors of economic analysis, and some of the reasons for denying dissolution 
are economically invalid, it would seem that the.Court properly recognized 
the physical impediments-to the successful accomplishment of dissolution. The 
government had urged that Alcoa be broken up into two successor companies 
each fully integrated and with a’more or less complete line-of fabricated and ` 

semi-fabricated products. It seems to have assumed, teretane, for it was not 


" Ibid., pp. 920-22. 
` *Ibid., p. 922. 
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demonstrated, that the industry is marked by extensive economies of scale : 


and vertical integration, so that a large number of firms is not a practicable 
alternative.’ Neither was it shown that Alcoa could be split in two so that 
whatever the efficiencies of scale and vertical integration, they might be pre- 


served in the separate successor firms. It is doubted that the government could . | 


. successfully have done so. For it must be remembered that Alcoa was not 
formed as the result of combination of previously competing companies and 
. that, therefore, there is not a large amount of duplication of operations, at 
each of its several sites. An examination of the nature and location of its vari- 
_ ous productive facilities reveals an unequal concentration of Alcoa’s various 
operations, sometimes confined to a single plant, which would make difficult 
the creation of another fully integrated producer from the facilities which then 
existed. Judge Knox mentioned specifically one lone instance,® albeit a most 
. important one. Of Alcoa’s two alumina plants, only the one at Mobile was an 
efficient producer. The East St. Louis facility would be competitive only so 
long as it utilized high-grade domestic bauxite. Dwindling reserves made it 
doubtful that this plant would be much longer useful, and Alcoa had in fact 
indicated a desire to abandon the plant in favor of a new one to be located in 


the Pacific Northwest. It may well be that engineering studies would reveal 


the possibility of separation of the Mobile plant for operation by two com- 
panies, but such evidence was not presented to the Court for consideration. 
The reduction plants could have been divided nicely between two successor 


companies as far as regards capacity. The plants at Alcoa, Tennessee; and | 


Badin, North Carolina, would together be of approximately the combined size 
of the plants at Vancouver, Washington, and Massena, New York, including 


. *The government seems not to have been influenced in this respect by the presence of 
Reynolds and Kaiser, Although it did not outline any specific plan of dissolution, it seems 
from the beginning to have accepted a completely integrated. pattern for the-industry, 
and at no time did it contemplate replacing Alcoa by more than three firms. In its argu- 


` ment before Judge Hand it offered no plan at all and simply requested the Court to 


. require the Aluminum Company to present, within ninety days óf the conclusion of World 
War II, a plan to dissolve itself. But it accepted the apparent efficiencies of vertical integra- 


tion in saying that “there is ... every likelihood that upon a dissolution many of the — 
advantages of integration can be ‘retained, It is quite possible for Alcoa to be separated » 


into several integrated companies” (148 F. 2nd 416, U.S. v. Aluminum Company of 
America et al., “Brief for the United States,” p. 352). And later Attorney General Clark 
referred to “clusters of plants, each representing some local integration, as at Alcoa, 
Tenn., Massena, N.Y., and New Kensington, Pa. Each of the clusters. can remain intact 
and the individual plants [those not associated with the above “clusters”] distributed 
among them so that the finally assembled groups will represent a balanced and efficient 
subdivision of Alcoa’s present properties.” (The Aluminum Industry. Report of the At- 
torney General to the Congress. 79th Congs., 1st Seas. Senate Doc. 94, Washington, 1945.) 
Although this would have been quite impossible of achievetnent, it is clear that the Justice 
Department saw the cleavages of dissolution to be vertical rather than horizontal or a 
combination of the two. Apparently the Antitrust Division never contemplated a pattern of 
dissolution which would have separated the various stages of production, although it 
would seem to merit some attention, particularly a scheme which would separate produc- 
tion of ingots from fabrication into intermediate and end products, : 


‘U. S. v. Aluminum Company of America et al, 91 F. Supp. 333, 416-17. 
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the plant at the latter site purchased by mics from the government.” But the .. 


economics of location for the industry were not presented as evidence, and it 
would be difficult to support such a division of facilities in the absence of euch 
analysis. 

It is at the fabricating Stage that there is seein high concentration of 
operations at Alcoa’s various facilities. For example, most of Alcoa’s sheet 
and plate is rolled at Alcoa, Tennessee, where, it should be noted, is also 
located its largest reduction plant. All of the Company’s rod and bar facili- 
ties, as well as those for fabricating structural shapes, wire, and cable, are 
located at Massena, where again there are extensive reduction facilities. In 
extrusions, the plant at Lafayette, Indiana, has capacity in excess of the com- | 
bined capacities of four other widely separated plants, and in tubing more 
than the combined capacities of two others. Facilities for forging are located 
in Cleveland, except for some small capacity at Los Angeles for meeting ne 
requirements of the West Coast: market. 

Thus it becomes clear that, if each of the successor companies is to be a 
fully integrated concern producing a full line of fabricated products, the dis- 
memberment of Alcoa would require at least considerable reshuffling of 
machinery and equipment to make possible the preservation of an efficient - 
balance, with respect to both the scale of investment and the flow of materials, 
between the separate stages of production. Again, investigation’ may reveal that 
such reorganization is technically and economically feasible, and that the con- 
siderations herein mentioned do not constitute serious impediments to effective 
dissolution. In the absence of evidence to the point, however, it must be held 
that Judge Knox properly denied the government’s plea in this direction if it 
be assumed that the aluminum industry is characterized by marked efficien- 
cies of scale and vertical integration. But even this would not have been 
enough to justify dissolution. It should be recognized that mere physical 
separation of facilities may mean one less obstacle to the redistribution of 
ownership and control, but it does not therefore make it practicable. Addi- 
tional considerations such as the concentration of managerial and technical 
skills, research and development personnel and equipment, sales organization, 
and so forth, would have to be examined before it could be determined whether 
the program advocated by the government could be made an effective solution 
to the problem of monopoly in this industry. 

1 (b). In addition to his recognition of the physical impediments to effective 
dissolution, it would seem that Judge Knox was correct also in questioning the 
possible benefits to be derived from the breaking up of Alcoa into two suc- 


* The reduction facility at Niagara Falls had been abandoned permanently by Alcoa in 
February of 1949, in the face of a strong demand which ran ahead of total supply. The 
fact that a plant could be abandoned at such a time may be’ taken as evidence of Alcoa’s 
monopolistic control of the market for aluminum ingots. The action stems, of course, 
from Alcoa’s control over price and its decision to maintain a price lower than that 
justified by demand conditions, Presumably in a freely competitive market, price would 
rise to the point where either it covered the variable costs of the high-cost plant or the 
amount demanded had been reduced to a point where it could be met by ‘existing supply 
not including the contribution of the high-cost plant. 
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cessor corporations. He saw “little guarantee that the creation of one new 
aluminum company, in the presence of a still strong Alcoa, would materially . 
change the competitive situation that now exists. The potential benefits which 
may thus derive from the government’s plans hardly justify the risk that the 
new producer created thereunder would soon wither and die.”= The govern- . 
ment did not in any.systematic manner try to show that.the economic results’ 
of a four-firm industry would’ be superior to that of one composed of only. 
three firms. It can with justice be held that since the recasting of a market 
structure through the dismemberment of a giant industrial enterprise is a 
drastic measure with far-reaching consequences, the government should be re- 
quired to demonstrate to the courts, as it did not do in this case, that its 
program for remedial action is. practicable and that the performance of the ` 
industry is likely thereby to be improved. There should be some showing, in ` 
other words, that the proposed remedy is capable of achieving its purpose. "IE 
is recognized that these requirements are not easily met, but in view of the. - 
seriousness of the measures t) be taken, it cannot be held that they are ex- 
‘cessive. A court of law cannot be expected to embrace such a program until 
there be at least a strong likelihood that it will bring the desired relief. Equally, 
it is necessary to insure that the results of remedy will not include the intro- 
duction of additional evils greater than those that it was designed to cure. 
Furthermore, it is difficult to believe the government could show successfully 
. that a four-firm industry is to be preferred to one in which only three firms 
account for total output. Although speculation as to the probable character- 
istics and performance of a reconstructed industry is hazardous at best, eco- 
nomic theory would appear to refute the hopes that dissolution at any time’ 
during the proceedings ‘in the present case would have led to competition of 
the kind anticipated by the government. From the beginning, before the entry 
of Reynolds and Kaiser to the industry, the question of central importance 
_ concerned the desirability of a highly concentrated obligopoly ds compared to | 

single-firm monopoly. Were dissolution to have been ordered, the economic’ 
characteristics of the reorganized industry would:conform very closely to the 
classical textbook case of close-knit oligopoly: 


(1) It was recognized that for technological reasons the size of. the 
firm would be large relative to the extent of the market. Presumably 
most, if not all of the efficiencies of large-scale operations would have 

. been realized in spite of the break-up into smaller units. The industry 
would be one marked bya very few firms, four at the most. 

(2) There would be little or no probability of the entry of new firms, 

« due primarily to the unique power requirements of the industry. 


OLE. ‘Supp. 333, 418. 

, * This appears to have been in part the position of Justice Burton in the National Lead 
decision. In refusing to order divestiture, he declared, “To separate the operating units 

of going concerns without more supporting evidence than has been presented here to 

establish either the need for, or the feasibility of, such separation would amount to an- 

abuse of discretion.” (United States v. National Lead Company et al., 332 U, S. 319, 352). 

It must be remembered, however, that in.this case the Court found “vigorous and effective” 
copes between National Lead and DuPont in the market for titanium pigments. 
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(3) The firms would be selling undifferentiated cities the demand 
for which had been expanding and would probably continue to grow for . 
some time to come. 

(4) Overhead costs are of unusual importance, especially if the firms 
should continue to generate their own electric power. 

(5)- The reduction of alumina to ingot is a continuous around-the- 
clock operation, and to interrupt production is apt to be an expensive 
operation involving the re-lining of the'pots, the possible loss of skilled 
workers, and temporary inferiority of metal upon restiming activity. 

(6) The demand for aluminum is subject to a wide cyclical 
variations. 


Given these conditions, the presumptions of, economic theory lead to the con- 
clusion that, with respect to' price and output decisions, the market perform- 
ance of the reconstituted industry would not differ vréatly from that of a. . 
single-firm monopoly. Since the products of the primary producers are largely 
homogeneous and their customers are for the most part industrial buyers who 
purchase to specification, rivalry will be very narrow and will tend to center 
on price rather than on product differentiation and sales promotion. In addi- 
tion, the high. degree of concentration, growing demand, and the unlikelihood 
of new entry are likely to assure that the price would not be far different from 
that which would obtain under single-firm monopoly. Further, the strong prés- 
sures of overhead cost, plus the expense of closing down operations for short 
periods, make even more likely an inflexible price structure, probably marked 
by a pattern of price leadership, in the absence of formal agreement, for those 
changes which do occur.*® It would appear that the present pattern of con- 
certed oligopolistic action is the result of thé technological and economic 
characteristics of the industry, and that dissolution of Alcoa as urged by the 
government would do little or nothing to alter the situation materially. 

It is likely, though by no means cértain, that a closely knit oligopoly of the 
kind herein portrayed would be preferable to singlé firm monopoly with re- 


, spect to the rate of investment, increased activity by non-integrated producers 


in the fields of fabricated and semi- fabricated products, the introduction of — 
new products and uses for aluminum, and the alleged failure of potential users 
of aluminum to adopt it for fear of becoming subservient to Alcoa. But there 
is no reason to believe that in these respects the performance of a four-firm 
industry would be superior to that of a three-firm industry. There could only: 
be the hope that the presence of an additional ‘producer would make more 
likely the possibility that one member of the industry would fail to recognize 
the advantages of “parallel action?” The courts cannot be expected to dis- 
member a going concern on the basis of tenuous possibilities, 

2. Finally, it is not easy to see why the Knox decision should be regarded as 


_ Making more difficult the prosecution of future antitrust cases involving a 
. “Big Three” or “Big Four,”™ nor is it clear that the decision “held invalid 


* One writer gives these two factors as the primary ones making cartelization of the 
international aluminum industry advantageous, from the point of view of the producers. 
Louls Marlio, The Aluminum Cartel (Washington, 1947), pp. 114-18. 


4 Adams, op. cit., p. 920. 
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some of the more basic elements of the ‘parallel action’ theory which is essen- 
tial in proving an oligopoly case.™? For it should be recognized that the gov- 
ernment’s case before Judge Knox was directed against the Aluminum Com- 
pany and not against the industry as a whole.** The issue which was presented 
to the Court was simply that of deciding whether the dissolution of Alcoa 
would contribute substantially to a more competitive industrial structure for 
aluminum. Although it is true that any implications of the decision that the 
industry is now effectively competitive are clearly erroneous, it must, I believe, 
be granted that the relief requested by the government would not’ materially 
. have improved the situation. Because the government’s attack was narrowly 
concentrated on one firm in the industry, the resulting decision should not be 
taken as one which sanctions the prevailing structural organization of the 
industry.** And even if it were so regarded, it would appear that, had the re- 
quested -relief been granted, an industry characterized by a “Big Four” had _ 
the blessing not only of the courts, but also of the Antitrust Division. To thosé 
_ who share Adams’ philosophy, this should be more disheartening than the case 
as it now stands. 

‘In summary, the antitrust case against the Aluminum Company began as 
the test was of a new theory of illegal monopoly, and of dissolution as a remedy 
where the existence of such monopoly could be shown. In its former.aspect it 
was highly successful, for the decision of Judge Hand is regarded as one of 
the most significant in antitrust history. However, the case cannot be re- 
garded as a satisfactory one from the standpoint of the development of public” 
policy toward dissolution as a remedy for unlawful monopoly. For one thing, 
_ success in this direction was made difficult by wartime and postwar develop- 
ments, not foreseen when the case was brought to trial in 1937, which radi- 
cally altered the structure of the industry before Judge Hand’s decision in 
1945 and again by the time of Judge Knox’s decision in 1950. For another, 
it is open to question whether dissolution along the lines suggested by the gov- 
. ernment would have been appropriate to this industry in the absence of such 
developments. Workable competition would seem not to be’practicable for this ` 
industry so long as it is assumed that there are significant economies of scale 
and integration. If such economies are not present, then the government’s pro- 
-posal for the reconstruction of the industry would seem to be excessively mild. 
But so long as it is held that there cannot be more than a few firms in the 
domestic aluminum industry, I should hesitate to regard this case as an in- 
stance of economic defeat. I should prefer to view it instead simply as one 
which proved unsatisfactory as a test of dissolution as the remedy for mo- 
nopoly. 

WiuLamĮm H. Martin* 
4 Ibid., p. 921. l i 
“In view of the historical Trdne of the case it is difficult to see that it could ` 
have been otherwise. 
u Adams, op. cit., p. 920. 
* The author, assistant professor of economics at the State University of Iowa, expresses 


indebtedness to his former colleagues at Williams College, Kermit Gordon and Frank Child, 
for comments helpful to the preparation of this note. 
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_ I must agree with many of the points in Mr. Martin’s excellent comment. 
It is true that the “shyness” of the courts in approving dissolution, divorce- 
ment and divestiture decrees can be attributed not only to the temperament 
of many judges and to their lack of training in the economics of monopoly, 
but also to the inadequate relief programs prepared by the Antitrust Division. 
It is probably true, as Mr. Martin points out, that the Division failed to 
establish a strong case for dissolution in the aluminum industry. This does 
not mean, however, that—given a comprehensive and carefully drawn relief 
proposal—the dissolution of Alcoa would have proved impractical, unfeasible 
or unworkable. 

As I have argued elsewhere,’ the ineffective relief work done by the Anti- 
_ trust Division in the aluminum and other major dissolution cases can probably 
be explained as follows: Since relief is granted only after the government 
has proved a Section 2 violation, the Antitrust Division presents evidence 
primarily to substantiate its monopoly charges, and neglects to consider the 
specifics of relief until after the conclusion of the trial and the announcement 
of the court’s opinion. It thus de-emphasizes the importance of a well organ- 
ized and comprehensive relief program, and permits the legal problem of 

“winning” the case to take precedence over the economic problem of obtain- 
ing adequate remedial action. The result is that relief measures are often 
hastily improvised, and that the trial attorneys “estimate” how much by way 
of relief they can wrest from the courts rather than demanding the kind of > 
relief required to effectuate the purposes of the law. It is such considerations 
as these which may explain why, in the aluminum case, the government did 
not request vertical as well as horizontal disintegration of Alcoa; why Judge . 
Knox was asked to approve creation of only one instead of several new firms 
in the industry; and why such relief proposals as were advanced were based 
on inadequate study and documentation.? 

Granted, then, that the government as well as the courts are to blame for 
the unhappy results of the aluminum case; granted that the relief demanded 
was probably excessively mild and inadequately documented—is Mr. Martin 
correct in his contention that a'four-firm aluminum industry is hardly pref- 
. erable to a three-firm industry? I do not think so. As Henry Ford I and 


* “Dissolution, Divorcement, Divestiture,” Indiana Law Journal, Fall 1951, pp. 31-37. 

* More effective relief might be obtained if dissolution requests by the Antitrust Division 
were based on thoroughgoing studies of relief alternatives. Such studies should be made by 
an adequate staff of economists, industry specialists, and engineers (within the Antitrust 
Division) who possess the technical qualifications for the development of a practica] and 
economically effective relief program. Increasing use might also be made of Section 6 of 
the Federal Trade Commission Act which authorizes the Commission “upon application of 
the Attorney General to investigate and make recommendations for the readjustment of 
the business of any corporation alleged to be violating the antitrust Acts in order that the 
corporation may thereafter maintain its organization, management, and conduct ‘of business 
in accordance with law.” Finally, the judges might be provided with the assistance of techni- 
cal and economic experts to appraise the relative merits of opposing relief proposals for the 
reestablishment of effective competition in an industry. 
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Harvey Firestone, Sr., have demonstrated, one maverick is enough to upset the 
effectiveness of oligopolistic collusion, and exploitative parallel action in a 
highly concentrated industry. A priori, and without considering many relevant 
institutional factors, it would appear that there is a greater chance of finding 
such a maverick in an industry composed of four rather than three firms, in- 
-a five-firm industry rather than a four-firm industry, etc. Four firms are’ more 
difficult ‘to align in a collusive arrangement than three, five more difficult - 
` than four, etc. (a fact which every academician who has had ene with 
committee meetings will readily recognize). 

Moreover, the theory of games would seem to indicate that the permuta- 
tions and combinations of possible coalitions in an oligopolized industry in- 
crease rapidly as the puavee of firms increases. Thus, let the number of 

- NI 


combinations of n hings, taken r at a time be „Cr = ETE the number 
r! (n—r i 


3.2 
of conceivable E in‘a three-person game is 3 (since C3 =. TOD. = 3); 


- while the number of conceivable coalitions in a four-person game is 10 (since ` 

4.3.2 4.3.2 
C, = —— = 6; pee SE fi 5 

aCe a) 6; Cs = 5 T .4); and in a five-person game 2 (since 

sC2 ‘+ sC + sC = 25), etc. So we see that the rate at which coalitions possi- ` 

bly develop increases rapidly as the number of participating “players” goes up. 

The uncertainties and difficulties confronting any promoter of collusive be- 

havior are, therefore, enhanced. 

In conclusion, it should be emphasized once again that the process of un- , 
scrambling industrial omelets is hot easy; that it is difficult to find desirable, 
practical and feasible means of breaking asunder what man has illegally 
joined together. This does not mean, however, that the job cannot or should 
not be done—especially if we content ourselves with industrial structures 
which, while far from Utopian perfection, are nevertheless superior to those 
which they are designed to replace. Unfortunately, our choice is not between . 
good and evil, but between better and worse. There are no ready panaceas 
“for the complex problems of democratic capitalism.® 

WALTER ADAMS 


‘I am indebted to my colleague, Victor E. Smith, for his comments and suggestions. 
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Theories of Surplus Value. By Kart Marx. A selection translated from the 

’ German by G. A. Bonner and Emile Burns. (London: Lawrence and 
Wishart. 1951. Pp, 432. 25s. New York: Internat. Publishers. 1952. 
$4.00.) ° 

A History of Economic Theories:. from the Physiocrats to Adam Smith, By 
Kart Marx. Edited with a Preface by Karl Kautsky. Translated from 
the French with an Introduction and Notes by Terence McCarthy. (New 
“York: The Langland Press. 1952. Pp. xix, 337. $5.00.) 

What Marx had referred to in his Preface to the frst edition of Volume I 
of Das Kapital as the “last volume (Book IV), the history of the theory”. 
was left on his death as little more than preliminary and (according to 


Kautsky) “almost indecipherable” drafts and rough notes in a mixture of — 


German, French and English (often quotations, “amounting to almost a half,”. 
with comments added in note-form). Engels was unable, however, to complete 
this part of the manuscript for publication before his own death, although it — 
was written (according to Engels in his Preface to the second volume) some 

years earlier (in the ’60’s) than the manuscript which was to appear as Volume 
3 in 1894, the year before Engels’s death. The task of editing it fell to Karl 


‘Kautsky, ‘who published it in three books or volumes between 1905 and 


1910 under the title of Theorien tiber den Mehrwert.. In the form in which ~ 
it was put together by Kautsky, it was not presented as a continuation of the 
first three volumes of Das Kapital (for reasons which Kautsky gives in his 
Preface), but as “a companion work to the first three volumes, to which it 
bears the same relation as Part I of the Zur Kritik der politischen Ökonomie 
to the first section of the first volume of Das Kapital.” l 

Since the 1920’s the manuscript material from which Kautsky produced 
his edition has been in the possession of the Marx-Engels-Lenin Institute in 
Moscow, where for a number of years work has been in progréss upon a new 
and refashioned edition. This work now seems to be bearing fruit, and the 
first volume of such a new edition (in Russian) is on the point of appearing 
(and may even have appeared by the time that this review goes to press). 
According to'a preliminary account of it by its editors in a Soviet journal two 
years ago (Voprosi Ekonomiki, 1950, No. 9), this new version apparently 
follows a logical rather than a chronological pattern of exposition and criti- 
cism, thereby reverting, it is claimed, fo the sequence of the original manu- 
script which Kautsky is accused of distorting. 

It is a remarkable fact that hitherto an English translation of this classic 
of economic literature has been lacking; although there has been for some 
time (since 1924-25) a none-too-satisfactory French translation (as well as 
translations into Russian, Japanese and Georgian, and a partial Italian trans- 
lation). Now, with sudden embarras de richesse, we are presented simultane- 
ously with two English translations of part of the work. i 


ł 
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In the first of these the editors have sacrificed completeness for the sake ` 
of giving us within one cover those parts of the work that are of greatest 
interest for the light they throw both on Marx’s theory as -expounded in the 
other three volumes of Kapital and on his relations with his predecessors 
` of the Classical School, in particular Adam Smith and Ricardo. They have 
modestly called their volume “Selections”; but a comparison with the 
McCarthy edition, which has aimed at a complete rendering of the first part 
of the work, shows how little of importance’ Messrs. Burns and Bonner have 
lost by their selection. These selections extend over the first two Kautsky 
books (or volumes), from Petty to Ricardo. The first hundred pages consist 
of Marx’s commentary on early English writers and on the Physiocrats (in- 
cluding the longish Appendix on the Tableau Economique). The second 
hundred pages are on Adam Smith; with the second half of the book cover- 
ing Ricardo, including the important section on “Accumulation of Capital 
and Crises” (a large part of which is a critique of Ricardo’ s acceptance of 
Say’s Law). 

What is omitted from the first a consists merely of, a ey notes on com- 
paratively little-known Physiocratic writers..While these notes include some 
paragraphs about Adam Smith’s relation to the Physiocrats, the latter consist 
chiefly of quotations, including quotations from Smith’s French translator, 
Garnier; and little is lost by their exclusion. From the second part there are 
omitted: (a) a few pages which refer en passant to Say, Storch and Ramsay - 
(of which perhaps the only one to be regretted is Ramsay), (b) a longer and 
rather prolix section (relegated by Kautsky to an Appendix of 73 pages) on 
“An Enquiry into the Problem of Reducing Total Capital to Wages and 
Profts,” and (c) some extensive and diffuse notes on “Views on Productive 
Labour before and after Smith” from Hobbes to Thomas Chalmers, From 
. the Ricardo section the main omission is the part (covering 232 pages in 
the German edition) on Ricardo’s theory of rent. Despite the loss here of 
some historical comments on the theory. of rent (on Anderson; Smith, Malthus, 
Roscher, Rodbertus) and: of Marx’s difficult concept of “absolute rent,” this ` 
omission seems to the reviewer to be justified by the fact that so large a pro- 
portion of this part is loaded with arithmetical examples—an indication that it 
was still very much at the raw material stage and very far from being even 
a draft for the final work. The only other omission is some Miszelanea of five 
pages about Gross and Net Income and about the views of Ricardo and 
Barton on Machinery. Yet at the cost of these omissions we have the great 
advantage of possessing in one volume two-thirds of the whole work. (The 
third which remains covers the post-Ricardians from McCulloch to Richard: 
Jones and Proudhon, under the general title of “From Ricardo to Vulgdrd- 
konomie).” 

So far as the reviewer is competent to Sde the iranslation by Messrs. 
Bonner and Burns is competent and judicious. It is eminently readable, which 
cannot’ always be said of translations from the German; being rendered into 
- simple and direct English, which at the same time retains, where necessary, 
the graceful idiom of early 19th century economic language. The book is well 
printed; and as a whole it represents a worthy addition to economic litera- 
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ture, for which both translators and publishers have earned the gratitude alike 
. of students of Marx and of students of the history of economic thought. 

Unfortunately as much cannot be said of the rival volume. Mr. Terence 
McCarthy deserves commendation for his enterprise, and his edition can 
claim the advantage of completeness within the range that it covers (includ- 
ing the translation of Kautsky’s own Preface to the Theorien). But it covers 
-no more than a third of the whole, and while this embraces Adam Smith it 
excludes Ricardo. Although the introduction refers parenthetically to “Volume 
II of this work . . . when it-comes off the press some months from now,” 
there is nothing on either title-page or binding to indicate that it is the first 
part of a larger whole. This is, however, no more than a minor restriction 
beside the surprising fact that Mr. McCarthy has chosen to make his transla- 
tion from the French edition. This seems to be excused by no better reason 
than the accident that the translator happened to be “more at home in the 
French than in the German.” The result is that the widely acknowledged de- 
fects of the French translation are carried over into the present edition, and 
to these Mr. -McCarthy has added some of his own. True, he tells us that his 
translation has been “submitted to competent German scholars ... to check 
it for fidelity and completeness,” and that “the many gaps which occur in the ` 
- French edition ... have been restored.” But these helpers are not even named 
(nor are the restored gaps indicated); and the reviewer has been unsuccess- 
ful in finding evidence that their contribution has been at.all considerable. . 
One detail is that italics in thé original which the French edition commonly | 
ignored are not here restored. The translator admits having taken certain 
'. Minor liberties with the text, such as dividing paragraphs and sentences and 
retitling some sections. From an experienced editor, with a knowledge of the 
original, on whose judgment the reader can rely, such changes are no doubt 
excusable, But even a superficial comparison of the two translations before 
us shows us that the second is apt to be clumsy and to lose shades of meaning: 
(minor examples are the rendering in places of Begriff as “Theory,” and the 
substitution of “price of labour” for the common classical idiom “price of 
wages”), where the other is characterized by ease of expression and a more 
discriminating choice of words. 

- Not content with allowing Marx to speak for himself, Mr. McCarthy con- 
tributes a rather wordy Introduction which ranges from an exposition (which 
is not without interest) of Marx’s views on productive labor to some rather 
jejune comments on Keynes. Yet it omits to tell the reader the significance of 
square brackets in the text, to discover which he has to read through Kaut- 
sky’s Preface. The publishers (who for some reason apply the epithet “legend- 
ary” to this work of Marx) inform us that the book is “set in Mergenthaler 
` Linotype Baskerville”; which goes to show that a good type-face is not every- 
thing i in good typography (in fact, footnotes are printed in another aon quite 
_ incongrūüous type-face). 

Had this translation not been so unfortunate as to appear at the same time 
as the other, it would no doubt have been treated more tolerantly, and even 
welcomed, as a pis aller. But, as the position stands, one cannot help sub- 
mitting it to a comparison, which, but for its claim to be the first complete 
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‘translation of the first Hare of Marx’s Theorien, is inevitably to its disad- | 


' vantage. 


Of Marx’s work itself tee is ptobably little that a reviewer nee: say. Its ` 
origin, of which something has already been’ said, indicates the place which . 


it was intended to have in his work as a whole and the incomplete state in 
which it was left at his death. Perhaps one need scarcely explain that a reader 
who comes to this work for the first time cannot expect to find in-it any 
completely new doctrine expounded nor even any quite new exposition of 
doctrines already found elsewhere in Marx’s writings. What he will find is 
those doctrines approached from a new angle and set in the context of eco- 
nomic thought and discussion of the late 18th and early 19th centuries; as 
he will also find its pages, on special points, rich in minor elaborations and 


fresh nuances of meaning. For many, especially for those with some ac- ' 


quaintance with the classical school, I think that this may prove a much 
more illuminating approach than the more abstract presentation with. which 
Volume I of Kapital opens. Certainly a number of misinterpretations which 
have been current from time to time will be removed by a study of this work: 

in particular the view that Marx’s theory of “prices of production” in Volume 
ITI was an afterthought, inconsistently imposed upon the theory of value of 
‘Volume I; since it will be seen that his discussion of Ricardo’s theory of 


profit (written, be it noted, in the early ’60’s) largely turns on how to explain 


the deviations of prices from values (when capitals are different in composi- 
tion), and hence to-answer Ricardo’s special problem of the effects on prices 
of a rise of wages. Here there can be no doubt that’ Marx’s posing of this 
_ question was a direct continuation of what had. puzzled and preoccupied 


Ricardo ever since, when writing the first edition of his Principles, he had ` | 


come upon “the curious effect which the rise of wages produces on the prices 
‘of those commodities which are chiefly obtained by the aid of machinery and 


fixed capital.” Finally, and of most interest for those concerned with the de- 


velopment of ideas, it should serve, more completely than anything else, to 
establish the precise nature of Marx’ s relationship to the Classical School— 
a relationship too often obscured by facile references to his cursory ““mis- 
understandings of Ricardo.” 
MAURICE Doss 
Trinity College, C baie England : 


> The Law of Freedom as the Remedy for War and Poverty. By EMIL KORNER. 


- Introduction by Alfred Amonn. Translated from the German by H. 
Leigh Farwell.. (London: Williams & Norgate, Ltd: 1951. Distributed 
in the United States by the British Book Centre, New York. 2 vols. 
Pp. xxiii, 562 and 668. $9.50.) 

This book deals with several fundamental economic issues kich are fre- 
quently neglected in the workaday routine of academic teaching, research, and 
governmental policies. Dr. Korner’s presentation of these issyes is neither 
guided. nor hampered ‘by the predominant schools of economic thought. In 
the first volume, he discusses problems of industrial organization, and atten- 
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tion is focused on the relationship between individual freedom and govern- 
mental intervention, and on the cooperation of entrepreneurs and workers. 
_ The theories and policies of full employment are scrutinized in detail, and 
practical propoSals are made for eliminating unemployment. The second 
volume offers an examination of economic value and price formation. The _ 
motivating forces of the market mechanism and of monetary relations are 
brought into prominence. Korner displays enough initiative and independence 
to arrive at interesting results. 

His economic thinking has obviously developed under the influence of 
three factors. First, he obtained, in the decade before the First World War, 
a good training in business administration and economic theory of the then 
prevailing Viennese pattern. He absorbed the individualistic doctrines of 
laissez fatre and was imbued with a breadth of interest that led to extensive 
reading far beyond the scope of economics in the strict sense..Second, he 
came to realize during the two interwar decades, when he held a position in 
Czechoslovakian heavy industry, that a certain degree of governmental co- 
ordination is inevitable. Third, he became a bitter enemy of excessive govern- 
mental economic planning, based on aggressive nationalism, when the Hitler 
regime forced him- to leave Central Europe, He settled in England and be- 
came a British subject. 

The positive doctrines determined by these three phases of intellectual de- 
velopment embrace economics as well as other branches of social science. The 
ethical and sociological postulates of the author culminate in a staunch de- 
fense of individual freedom. Hé stresses that social welfare can be derived only 
from individual ‘welfare and free individual action. This freedom should be 
understood in- the sense of Adam Smith; it should not deteriorate into un- 
restricted license or anarchy; and it should be sheltered by state protection. 


The guiding principle of any “positive theory of laissez faire” should be a ` | 


consistent emphasis on the interests of everyone else’s liberty. “True liberal- 
ism” should go as far as suppressing “the superstition of the nation” and 
destroying the separate sovereign state. On this basis, the author develops 
his political program of a democratic World State. At the same time, however, 
he discards domination by the “tyranny” of any majority } rule and recommends 
a better “utilization of means” by a refined egoism. He recognizes the merits 
of outstanding qualitative achievements ene the functional significance of ` 
leisure. 

In the economic domain, Korner explicitly rejects not only the theory. of 
marginal utility, other elements of the neoclassical price theories: and the 
quantity theory of money, but also the gold standard and modern devices 
aimed at the manipulation of money value. He makes a daring attempt to 
establish a new exchange theory based on the “divergence of exchange value 
and price” and the “divergence of exchange value and the purchasing power 
of money” (Vol. II, pp. 224 ff.). On the basis of such divergencies, he 
analyzes the three magnitudes of “social services,” “social money income,” 
and “social product.” The exchange-value relations of these magnitudes ‘are 
treated as elements of an “income equation” and developed into sources of 
- a Stable price unit as a “stable standard of‘value.” This standard is referred to 
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the service rendered by unskilled labor. According to Korner, full employment 
can best be secured with the help of a fixed minimum wage, expressed in his 
price unit at a stable value, and a variable maximum working time. These 
are the two components of the “working-time screw,” a program of avoiding 
unemployment by decreasing the maximum working time, which he hails 
as a theoretical and practical panacea (Vol. I, pp..61 ff.). As long as different 
countries and currencies prevail, this panacea should be backed by a free 
rate of exchange,” which can allegedly be derived from the “price claim” 
of the exporter and the “price obligation” of the importer. 

Although the author devotes hundreds of pages to the presentation of his 
exchange, price and money theory, the fundamental relations involved are 
neither systematically explained nor experimentally verified. Imaginative 
enthusiasm and emotionally motivated synthesis are more emphasized than 
rigorous analysis. Instead of referring his arguments ad veritatem, Korner 
often attempts to prove them by referring ad. autoritatem. Such attempts re- 
_ sult in a maze of long quotations from the publications of major and minor 
philosophers, poets, novelists, politicians, and economists. ‘Since most of 
them are Germans and Austrians, readers who are not familiar with such 
publications are likely to be somewhat puzzled and disturbed. F. Nietzsche, 
A. Schopenhauer, J. W...Goethe, and F. Schiller are quoted scores of times. 
Yet, American and English students of economics will deplore ‘the fact that 
the author entirely ignores the relevant standpoints of, for example, J. B ane 
J. M. Clark, T. Veblen, and F. H. Knight. 

His critical arguments tend to be harsh, bitter, and unduly offensive. Not 
even Alfred Amonn, who wrote the Introduction, can entirely escape this 
kind of criticism. According to Korner, Amonn is wrong and “goes astray 
because he not only does not understand, but even disputes the divergence 
between exchange value and price” (Vol. I, p. 555). Amonn’s attitude is all 
the more generous, when he extols, in his introductory appraisal, the merits of 
Korner’s book and contends that the “strong feelings” and “impatience” with 
which Korner criticizes certain views are “understandable” and “by no means 
out'of place” (Vol. I, p. xxiii). | 

Nevertheless, Korner offers stimulating viewpoints to those who adhere to 
L. Mises’, F. A. Hayek’s and L. Robbins’ doctrines of economic freedom or to 
H. C. Simons’ “positive program of laissez faire” and reject Marxism as well 
as Keynesian economics. 

| | THEO SuRANYI-UNGER 

Syracuse University l 


Geschichte der Volkswirtschaftslekre. By Encar SALIN. (Bern and Tuebingen: 
A. Francke. 1951. Pp. 205.) 


Edgar Salin’s History of Political Economy is no newcomer to the European 
student. The first edition of this challenging treatise was published in 1923. 
For more than a quarter of a century both graduate and undergraduate stu- 
' dents have used it as their guide through the bewildering maze of past and 
present schools of une A Japanese carn appeared in 1935, a Spanish 
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translation in 1948. The fact that an English translation is in preparation may 
justify an appraisal of this fourth and enlarged edition. 

A condensation of the essentials of economic ideas from antiquity to the 
most recent contributions is achieved in a volume of barely two hundred pages. 
“The historian has the duty to examine and to test” (p. 84 n.). On the other 
hand, an abundance of footnotes, quotations from source material, and an 
excellent index add substantially to the immediate practical value of the small 
volume. 

The organization of the subject-matter is simple. The body of the book 
is divided in three parts: Pre-History, History, and what the author calls: 
Successors and Precursors. An excursus, Paths of Theoretical Research, closes 
the book with a brilliant discussion of economic methodology. 

_ Pre-History includes the meta-economic doctrines of antiquity and the 
Middle-Ages, in both cases subordinating economic thought to the higher 
realms of political and religious life respectively. “Only the modernistic craze 
for progress could cause the belief that knowledge achieved by the sciences of 
today was beyond the reach of the man of antiquity and of the Middle-Ages, 
and that the general progress of the centuries and the particular superiority of 
our own era. reveals itself in capitalist economy and doctrines. What actually . 
has taken place is—not considering the alterations in economic conditions 
-~ and the corresponding modifications. of the contents of economic doctrines— 
a change in the attitude of man towards economy and towards knowledge” 
(p. 11). 

History begins with the severance of the meta-economic ties. The suspicion 
dawns that there may exist connections between economic phenomena lead- 
ing to autonomous economic laws. “No longer justification, but factual re- 
search, no longer apology, but analysis become means and ends of the exposi- 
tion” (p. 51). 

From these beginnings of the mercantilist era from which economics 
emerges as “political” science, the line is drawn to the Physiocrats and the 
Classical School. Against the changing background of philosophical thought, 
economics transforms itself into “systematic” science, culminating in the 

“pure, rational theory of Ricardo.” His mathematical, individualistic method 
had to remain the model “for the progressive development of pure rational 
theory-—from Marx to Clark and Schumpeter—” regardless of whether they 
accept or reject Ricardo’s conclusions. “However,” cautions Salin, “he who 
maintains that all economic doctrine is and has to be a social doctrine will 
inevitably consider Ricardo’s method as a kind of dissection of a live body.” 
Hence “Ricardo became the antipode to the- German political economy of the 
nineteenth century” (p. 90). 

Finally, in the nineteenth century metaphysical guidance is , assumed by 
“that hidden idea, which was to replace the God of the Middle-Ages, as well 
as the nature of the eighteenth century: the idea of evolution” (p. 100). 

Thus “evolutionist” science becomes the heading chosen to include both 
the socialist and the historical schools of the last century. “Evolutionism is the 
distinctive feature common to all economic and sociological doctrines of the 


16 ‘THE AMERICAN ECONOMIC REVIEW 


period, just as it is the guiding principle in philosophy and biology.” It is - 


to be found at the roots of “the socialist views and concepts of a Saint- 


Simon and a Marx, of the historicism of List, Hildebrand, Schmoller, of the ' 


sociology of Comte as well as of Spencer” (p; 101). 

. Highlights of the ensuing discussion of socialism are the synopsis of the 
work of Saint-Simon, and the concise but penetrating analysis of the Marxian 
doctrine. With regard to Marx’s theory of labor value—which: cannot be re- 


jected without rejecting at the same time Ricardo and the Classical School—. . 
we find the following remark: “It should give cause for reflexion that even - 


Schumpeter, who so insistenfly stresses his divergences with Marx, still con- 


siders the latter’s conclusion correct, viz., that capitalistic development de-. 


stroys-the foundations of capitalist society...” (p. 114). 
._ The chapter on historicism takes on a special importance as Salin’s con- 
ception itself has its distant roots in that theory. His voice becomes somewhat 


_ warmer, and in parts, more passionate, when he recreates the picture of this 


period which may be called the:period of lost opportunities for the develop- 


ment of a decisive, original contribution by German thinkers. “The real - 


leaders of the historical movement remain outside of political economy” 
(p. 137), while the economists themselves did not make the new historical ap- 
, proach fruitful. The work of Friedrich List contains the materials needed to 


challenge effectively the supremacy of the classical school, as well as of . 


Marxian theories. The full significance of his theory of productive forces, 
however, as opposed to the classical theory of values, could not be recognized 
prior to the retrieving of the scattered and lost writings of this thinker during 
the late ’twenties of this century. Eventually the crisis was precipitated and 
the German economy left without the guidance of one representative school, 


because of the failure of the younger historical school—and in particular of 
its leader Gustav Schmoller—to use the methodological controversy with Carl- 


Menger as a starting point which might have led to the clarification of the 
- (still) extremely important problem of the relationship between theory and 
history. Thus the isolated and sometimes great achievements of the next 
generation of German economists had to remain without influence upon the 
more striking development of the Anglo-American neo-classi¢ism. 

A solid attempt to order and to appreciate contemporary developments is 
made in the last chapter: Successors and Precursors. Only history decides 


who, in the long rum, has been a successor and who has been also a precursor. - 


The Schmoller school has found a distinguished heir in Arthur Spiethoff who 
combines its tradition with his own capacities of keen theoretical observation 
of economic reality. It is unlikely, however, that the historical school will ever 
again be taken as a starting point for new developments. 

The reviewer cannot pass over the impressive monument erected to Max 
Weber in this chapter; these passages are among the best of the book. The 


author recreates with reverence a ‘great personality, even though he feels com- . 


pelled to. reject the philosophy of Weber’s work. Nor would this review be 
complete if it did not point to the remarkable sketch drawn of the equally 
outstanding, but far more problematic person and achievements of Werner 
Somba, i 


N 
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The ensuing discussion- of the contemporary schools of thought, carefully 
brought up to date in this latest edition, may be considered as the most chal- 
lenging part of the book. In factual information the chapter is a masterpiece 
of conciseness. As to the conclusions reached, the following statement may 
give an idea of the author’s appreciation of recent achievements: “The rational 
theory in all its manifestations comes closer and closer to reality. Sober re- _ 
search which, due to keen observation and statistical comprehension, achieves 
a numerical grasp of partial fields of economic reality, of their composition 
and their dynamics, has abandoned the vacuum of its theoretical beginnings. 
and has prepared valuable instruments for the recognition and mastery of the 
present and future politico-economic problems” (p. 168). 

The challenging character of the book stems from the prevalent attitude 
of its author which has been incorrectly designated by a- prominent American 
economist as hostile to rational theory. The author is not hostile to rational 
theory, as is obvious from the appreciative recognition freely given to all out- 
standing achievements attributable to its methods, But he is hostile to the 
trend which considers the methods of rational theory the only possible and | 
adequate ones to approach current and past economic problems. The findings 
of Salin the historian bear out the results-of the annexed methodological 
Excursus in which Salin the economist brilliantly defends the thesis of the 
philosophically limited validity of pure rational theory, and suggests in- | 
stead the development of what he calls Anschauliche Theorie, which = 
tentatively be rendered as “essential (intrinsic) theory.” 

However, it seems to the reviewer to be beyond his task to attempt even a 
simplified outline of this methodological study. No matter what the reader’s 
„personal point of view on-the subject, here as in the rest of the book he will 
always find a stimulus to his own thinking. Indeed, in our time when speciali- 
_zation is carried to frightening extremes, the contact with a synopsis written 
by a qualified author of broad vision and ces can scarcely be over- 
estimated. 


Harry W. re 
Toledo University 


La Courbe d’Offre. By JANE AUBERT. (Paris: Presses Universitaires de France. 
1949. Pp. 266. 600 fr.) : 


La Courbe d’Offre is written’ by a former- student of Edward Chamberlin 
of Harvard University, and he contributed the preface, (An apology is due 
Dr. Aubert that the book was received for review so tardily.) 

The book-is focused upon the identification and description of “supply 
curves” in monopolistic situations. The presentation is divided into two main 
parts, a short-run and a long-run analysis, and in each of these parts discus- 
sion of non-reproducible goods precedes that of reproducible goods. Within 
each of these categories, in turn, she begins with monopoly, goes on to compe- 
tition, and finally to monopolistic competition. Situations in which a firm 
takes into account the reactions of rivals to its policies are excluded, though 
effects of advertising on demand for the firm’s product are considered. 

The main core of the work is in the two- chapters on short-run supply and 


018 THE AMERICAN ECONOMIC REVIEW 


monopoly, and in the extension: of hese to the individual: icone under | 
monopolistic competition. Despite Chamberlin’s enthusiasm, this reviewer . 
could find nothing significantly new in the treatment of “collective” supply 
under monopolistic competition; discussion of this topic seemed to be es- 
sentially a restatement with greater elaboration of the arguments presented 
by Joan Robinson in 1933. The long-run analysis adds some interesting. modi- 
fications and details, but most of what is said there is either widely recognized 
. in the literature of economics or an obvious extension of the discussion in the 
first half of the volume. It is therefore on a short-run analyses of monopoly 
that this reviéw will center. 

Although Dr. Aubert stresses the salient case of reproducible goods, her 
comments on non-reproducible goods are from one point of view more inter- 
esting. Here the analysis of the offerings of the monopolists takes into account 
not only the elasticity of demand for the product but also the seller’s anticipa- 
tions of demand changes, his direct subjective valuations of the good, and 
his needs for cash. She herself hardly seems to recognize some of the po- 
tentialities of her own lines of thought; instead she strains to establish her 

‘monopolistic “supply curve.” / 
_ The author is exceedingly ambitious in her goal of constructing a monopo- 
_listic supply curve. By her own criteria she is something less than successful, 
` but does not‘seem to recognize this fact. On the other hand, she is by no 
means naive in her treatment of the problem. 

She recognizes that much analysis of monopoly is concerned only with a ` 
“supply point”: which is neither a “supply price” nor a “supply curve.” In 
fact, in dealing with both non-réproducible and reproducible goods, she 
specifically states that if the monopolist knows exactly the demand for his 
product, there’will be a supply.point only and not a supply price.. But what 
she says of the monopolist is equally true of the competitive seller; his indi- 
vidual supply schedule is reduced to a single supply point when one fixed de- 
mand for his firm’s product is assumed. No supply curve, competitive or other- 
wise, can be conceived without admitting assumed variations in demand for | 
the firm’s product. The basic differences between the competitive and monopo- 
_listic cases are at least partially recognized by Dr. Aubert: (1) The demand 
for the product of a monopolist is identical with industry demand (unless 
some detour can be invented) and hence the assumption of various demands 
for the firm’s product involves identical assumptions of various industry de- 
mands. This is just another way of stating that for any given industry demand 
there is under monopolistic conditions what might be termed a “supply point 
dilemma” that can be evaded under competitive assumptions. (2) When the 
demand for the product of a competitive seller is identified, so also is the 
price at which he can sell, whereas the demand for the product of the monopo- 
- istic concern encompasses a whole range of prices. What the competitive séller 

_ will offer at various demands for the product of his firm is also what he will 
. Offer at various prices since by definition he faces an infinitely elastic demand. 
What the monopolistic seller will offer at various demands for the product of 
his firm is a price-quantity package.all tied up together. The direct relation 
is between marginal revenue and amount offered, not between price and . 
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quantity. Only in so far as price can be tied directly to marginal revenue, and 
to it alone, can a monopolistic supply curve be unambiguously identified. But 
this is possible only under specific limited assumptions (as one may choose) 
concerning the family of demand curves for the product of the firm. 

_ It is the first of these two interconnected problems that seems to have given 
the author the greatest concern, and led her to introduce the concept of 
“virtual demand” to be set off against real or. actual demand. She apparently 
wanted to find some way of admitting variations in hypothecated demands for 
the product of the monopolistic firm without thereby implying corresponding 
variations in the hypothecated actual industry demand. Virtual demand is 
what the seller thinks demand to be. But here a confusion in her thinking be- 
comes evident. To separate “virtual” from “actual” demand is not the same 
as to separate demand from the point of view of the competitive frm from 
that of the industry; from each of these points of view there may be both 
“virtual” and “real” or “actual” demands. This confusion is evident when 
quite unnecessarily she introduces the seller’s uncertainty as a reason for 
variations in “virtual?” demands (and not merely for their deviation from 
“actual” demands), yet fails entirely to discuss the effects of uncertainties on 
sellers’ behavior. 

Having persuaded her demand curves to vary by this unnecessarily round- 
about approach, Dr. Aubert then uses them to construct “supply curves” by 
identifying a series of maximum-profit price-quantity, points associated with 
the various “virtual demands” for the firm’s. product. She does this on each 
of the three following sets of assumptions: (a) the seller considers his estimate 
of the slope of demand to be correct but otherwise demand may vary (actu- 
ally she simply finds the maximum profit points for a set of “virtual” demand 
curves all having the same slope), (b) it is assumed that the demand will 
have a given elasticity ; at any given price, and (c) it is assumed that the de- 
mand will have a given elasticity for any given quantity exchanged. The re- 
sults (which are traced through for various cost situations) are quite inter- 
esting and this reviewer would not quarrel with them if they were regarded 
simply as pictures of the course of adjustments to specified patterns of 
demand change. On the other hand, despite Dr. Aubert’s claims it is clear 
that what she has constructed is not a supply curve, by her definition of 
supply or any other. As a magic potion to resolve the “supply point dilemma” 
the concept of “virtual demand” is a failure; it is a pity that it was not 
used for the purposes to which it is better adapted. 

Dr. Aubert demonstrates her concern over the problem of converting the 
Marginal revenue-quantity into a price-quantity relationship by attempting 
to do precisely this. She shows that (for her cases of straight-line “virtual” 
demands) the price at which any given quantity would be offered equals 
I (Cp plus OD) where Cm is the associated marginal cost and OD is the’ 
distance from the origin to the intersection of the associated demand curve 
with the Y axis. She might have gone on to show how this formula could 
be generalized to apply to nonlinear demands by the use of a tangent to the 
marginal revenue curve. However, the indirectness of the price to marginal- 
revenue -relationship would then have become more obvious. And does this 
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in any case really contribute to our understanding of the nature of monop- 
! olistic supplies or to the construction of a ‘genuine monopolistic supply curve? 
_ This reviewer’s impression of Dr: ; Aubert’s work can be summed up briefly. 

The book suffers primarily from an excessive emphasis on. trying to identify 


and construct “supply curves.” On the other hand, it shows ingenuity egy l 


out and is suggestive at many points,’ 


Lexinigton, Kentucky 


Mary JEAN BOWMAN 


The Ethics of Redistribution. By BERTRAND DE JouveNEL, (New York: - 


‘Cambridge University Press. 1951. Pp, ix, 91. $1.75.) 


` To pérform certain functions, men require considetable means and ameni- 
‘ties, But tax laws regard the expenditures for these means and amenities in 
a different light depending upon whether the expenditures are assumed by 
-men' out of their own incomes or by corporate. bodies. This is the day of a 
new expense-account élite. “The trend of our day is therefore towards the 
_ reproduction of the medieval situation: Nul homme sans seigneur.” 


The gems in de Jouvenel’s discussion of income redistribution are in his . 


variations on this and a few other closely related themes in the second of the 
two lectures comprising this small’ book. It.is less a book on the ethics of 
redistribution than on cultural consequences, often neglected in the common 
, preoccupation with possible disincentive effects of redistribution. Except for 
a critique of socialist aspirations, the book hardly explores ethics; it abounds, 
however, in stimulating hypotheses on the indirect and intangible repercus- 
sions of equalization. It is primarily an attempt to show that, just as poor 
' , economies require inequality for capital accumulation,- so also wealthy 
economies today require inequality for- cultural accumulation. 


The first of the two lectures unhappily reveals, as do all ‘discussions, of ` 


redistribution, the narrow limitations of man’s knowledge of its effects, One 
of de Jouvenel’s major purposes is to. criticize socialist and egalitarian 
reformers, “not that their means are unrealistic, but that their ends are 
flatfooted” (p. 48); but I did not find that he had marshalled the kind of 


pea 


evidence needed to justify his appraisal of them. To some extent, this is, 
_ because he needs evidence that is not available; but in part it is because he’ 


_- leans heavily on oversimplified deduction from debatable facts, trusting logic 
-` to carry him across chasms not spanned by empirical observation. 

For example, is it true, as. de Jouvenel says, that there is “at least a 
prima facie incoherence” in the socialist’s objection to an individual’s enjoy- 
ing the riches that the socialist wants for all? On the contrary, if differences 
in status and power among individuals are important to our values, and if 
these differences rise from income inequality, it is clear that what is good 
for all is not necessarily good for a minority alone. The “ifs” call for the 
elaborate paraphernalia of systematic observation more than for the cutting 
‘edge of logic; the power, of deduction is largely wasted if major premises 
are faulty. 

Yet here is a man who stocks our i telectial streams with ideas. This 


s ki 
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book is an angler’ s delight. If some of de Jouvenel’s fish are too weak to 
‘survive shipment, so many others are vigorous that it would be a mistake 
to ask him to remain to care for them rather than make another trip for more. 
ig _ CHARLES E. LINDBLOM 
Yale IE 
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The Process of Economic Growth. By W. W. ROSTOW. (New ¥ York: W. W: l 


Norton & Co. 1952. Pp. x, 285. $4.50.) . 


The contents of this volume could be summarized approximately thus: 
Static (and short-run) economic analysis, as taught by the neo-classical 


school and as practiced in modern economics, has been “developed within. 


Marshallian short-run assumptions, that is the social and political framework 
of the economy, the state of the arts. and the levels of fixed capacity are 
assumed to be given and, usually, fixed.” Such assumptions are inappropriate, 
however, for the comprehension of-longer periods, where what could have 


been assumed as given in the short run undergoes itself major changes. ' 


These major transformations in the political, social, cultural and technological 
framework of economic activity involve a myriad of variables that cannot 


be usefully studied unless classified in a convenient manner. Such a classifi- 


cation of the historical material deemed relevant to economic growth is 
offered in the form of six “propensities” that jointly account for the “motion” 
_of what is treated as data in short-run economics. These propensities are: 
(1) the propensity to develop fundamental science (physical and social); 
(2) the propensity to apply science to economic ends; (3) the propensity to 
accept innovations; (4) the propensity to seek material advance; (5) the 
propensity to consume; (6) the propensity to have.children. Most, if not all 
of these “propensities” have “sectoral propensities” serving under them, 
while “variables” are treated as platoon leaders of numerous “sub-variables.” 
Since these “propensities”, “sectoral propensities”, “variables” and ‘‘sub- 
variables” refer to non-economic aspects of the historical process, the explo- 
ration of their origins, their nature and their manifestations is not regarded 
by the author as-part of his present undertaking. This task he assigns to 


historians, psychologists, sociologists and other social scientists who, thus’ 


suitably briefed, may buckle down and dig up the requisite material to fill 
the freshly constructed boxes. ` 


The presentation, elaboration and justification. of this new taxonomic 
device occupy about one-half of the volume’s space.* The balance is devoted 


‘7 Even so, the exact meaning of the term “propensity” as used by Professor Rostow 
remains somewhat obscure. As defined in dictionaries “propensity” is a synonym of “in- 
clination” .and indicates a psychic state. As introduced to economics by J. M. Keynes 
“propensity” is a functional relationship, “propensity to consume” for instance being the 
name of the relationship between consumers’ expenditures and national income. This im- 


~ 


portant distinction is blurred throughout Rostow’s discussion. A number of passages in the ` 


_ book sugges} that it is in the sense of “inclination” that the expression “propensity” is used. 
Elsewhere “propensity” seems to be treated as a functional relationship, but where this is 


the case it is left uncertain what is being related to what. Nor is it by any means clear why- 
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to essays on historical themes of not altogether obvious relevance, to a rich 
assortment of the author’s obiter dicta on a wide variety of current and 
historical topics, and finally to'a rather discursive chapter on “Economic 
Theory and Public Policy” commenting on some recent United Nations — 
Teports, on the International Bank for Reconstruction and Development and . 
on similar matters of general concern, as well as enlightening the reader 

about Professor Rostow’s judgments. about many aspects of political and’ 
economic affairs.. While all this undoubtedly provides diversified if at times 

somewhat tiresome reading, it can hardly be said to advance materially our. 

knowledge about the “process of economic growth” or to help to bring into 

‘sharper relief the relevant issues. 

Rostow is certainly, on the right track in stressing the utter inadequacy 
of the apparatus of conventional. economics for dealing with the problem of 
. economic development. He is also on firm ground when insisting upon 
considering economic growth as reflecting the interaction of “economic, 
social.and political forces which determine the current social fabric, institu- 
tions and effective political policy of the society.” Yet he is greatly misled 
in believing that it is by interdisciplinary cooperation—this nowadays 
‘fashionable counsel of despair—that. the understanding of this interaction 
can be furthered..Five narrow specialists in five narrowly defined disciplines 
do not become a powerful brain trust of social science merely by being in 
committee assembled, 

What could give new impetus to thought and promote better insight in 
reality are either new hypotheses suggesting previously unsuspected relation- 
ships among historical phenomena or new research testing available hypothe- 
ses in the light of historical evidence. The book under review embodies neither. 

_ Such’ earlier attempts as were made at evolving a theory of social and 
economic development are dismissed in a rather cavalier fashion. The decom- 
position of the feudal order, the “primary accumulation of capital” marking 
the beginning of modern capitalism, as well as the “laws of motion” of 
capitalist societies were extensively studied by Karl Marx nearly one 
hundred years ago, Accepting or rejecting his method and his conclusions, 
although essentially following in his footsteps, Lenin, Rosa Luxemburg, 
Hilferding, Kalecki, Schumpeter, Sweezy,.and quite recently Domar, Harrod, 
Joan Robinson have tried to elucidate the conditions under which capitalist 
economies could continue to expand their per capita output and provide in 
the process of this expansion for steady rates of growth based on full utiliza- 
tion of available human, material and scientific resources. Starting from 


different premises and travelling different routes, all these investigators have = 


reached at least one common result: in a capitalist- system cyclical disturb- 
ances, more or less severe unemployment, less than potentially attainable rates ~ 
of growth appear more probable than continuous harmonious expansion. 


a 


the six propensities listed sues were singled out for special consideration. The propensity 
to go to war, the propensity to engage in civil ‘strife, the propensity to navigate, the pro- 
pensity to plunder other countries, the propensity to worship God and many others could 
with alee or more right claim a place in the sun. 
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While for Marx there was no cure for this malignant disease within the 
capitalist order, the writers of the Keynesian school expect the state to serve 
as the stabilizing factor by providing for a smooth flow of investment of the 
right size, of the right kind and at the right time. Nor do they consider this 
pivotal function of the state to be peculiar to advanced capitalist countries. 


The state is also invoked for the solution of the problems facing the back- . 


_ ward capitalist areas. There it is to break through the vicious circle of 
poverty caused by insufficient investment, and insufficient investment caused 
partly by poverty and partly by the diversion of what little could be saved 
to unproductive uses. Hence.to both schools of thought the problem of eco- 
nomic growth in both advanced and underdeveloped capitalist countries 
reduces itself essentially to the question whether the state in capitalist societies 
is capable of discharging the function of stabilizing and ea raising 
the level of output, employment and real income. 

Answers to this and to related questions have to be sought in the theory 
of the state, in the understanding of. the locus of political and economic 
power in a capitalist society, in the appraisal of the nature, intensity and 
“specific weight” of the relevant interests. Needless to say, none of the 
established social sciences is of much help in this search. What is needed is 
a theoretical apparatus encompassing not compartmentalized sectors of social 
development but presenting a framework for the analysis of the historical 
` process as a whole, not losing itself in a maze of details but focusing attention 
on its most powerful propelling forces, not erected on a level of vacuous 
generality but “generated at no great distance from bodies of agreed fact” 
(p. 3). Such an apparatus is supplied in its main components in the work of 
Karl Marx. Progress and accumulation of additive knowledge in the social 
sciences will be attained not by rejecting without prior examination, let alone 
comprehension, all Marxian thought—as has become customary in our time— 
but by a conscientious effort to test in the light of available experience the 
hypotheses that it contains. Indeed truth is always concrete—it can only be 
approached by confronting plausible generalizations secured from the study 
of earlier experience with the constantly changing reality. Forgetting this 
fundamental principle of all fruitful research leads either to a regression to 
the state of infancy of all scientific endeavor—classification—or to the 
invention of ever new “theoretical” constructs that explain with much pomp 
and circumstance a nation’s economic growth by that nation’s propensity 
to grow. i l 
- PauL A. BARAN 

Stanford University | 


Le Neo-Libéralisme: Etude Positive et Critique. By Jacques. Cros. (Paris: 
Librarie de Médicis. 1952. Pp. iv, 413.) 

This is an ambitious volume presenting at the same time an “historical 
analysis of the decline of liberalism and the rise of collectivism, a general 
theory of neoliberalism and something approaching a “Neoliberal Manifesto. 4 
In attempting to achieve so formidable an objective it falls short of its goal 
in many respects, but its very shortcomings make a valuable contribution to 
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an understanding of the strengths and weaknesses of a revived liberal cause. 

While vigorously expressing the liberal’s aversion to planning and socialism, 
he candidly revises some of the fundamental assumptions in a chapter entitled 
“Agenda of Liberalism.” In his view, law is the foundation of liberty and 
unity in social life which must therefore be subject to its control. Property 
for instance is a creation of the law. “As a result, the state may at any time,. 
whenever necessary for the good social order and the free development of 
economic activities, determine the legal framework [régime juridique] without 
a possible objection on the ground of some absolute right of property; men 
own natural and limited resources as tenants for humanity, not as sovereigns, 
` and as such have both rights and obligations” (p. 150). He freely admits the - 
need for theoretical and practical development not so much of a delimitation 
of a public and private sphere, but of a new synthesis. Among problems to 
be fully explored. he lists forms of public intervention compatible with the 
price mechanism, the position of a liberal economy in periods of rearmament, 
international relations between free states, and their coexistence with - 
totalitarian states, and internal reforms needed to solidify a free society—a 
staggering list suggestive of the weakness of neoliberal thinking to date. 

Cros himself is very conscious of the divergencies hidden behind a common 
façade. One of the most stimulating chapters of his tome is a juxtaposition 
of the theories‘of Walter Lippmann (mainly in his Good Society) and W. 
Ropke (cf. review of his Soctal Crisis of Our Time in the American Economic 
Review, Dec. 1951, XLI, 962-64). Ropke clearly represents the more tradi- . 
tionalist, antimassist, antirationalist school of neoliberalism, Lippmann the ` 
more pragmatic, modernist and empiricist. Lippmann accepts by and large 
modern industry. Röpke voices nostalgia for a Jeffersonian society of small 
farmers and artisans. According to the author, Röpke proceeds by deduction, 
Lippmann by induction. Répke’s point of departure i is man, Lippmann’s a 
society of men. Accordingly, the former may be classified as internalist, the 
latter as externalist. The author’s conclusion (p. 220) is that Ropke’s ~ 
system is the more satisfactory one if we accept the function of theory as 
a link between philosophy and science, largely a formal test; whereas 
Lippmann’ 3 ideas, while more practical, lack cohesion, nen and a 
sound grounding in economic theory. 

Opinions will vary as to the degree of success achieved by the author i in 
his aim of reconciling the various schools of neoliberalism and of construct- 
ing a sound underpinning of economic theory. Perhaps it is too vast an 
enterprise for any single economist. Perhaps the author’s method of pre- 
_ senting views and quotes of a large array of authors tends to confuse his 
own ‘thought pattern, at least in the reader’s mind. Yet, he seems to be on 
firm ground and fertile soil in many particulars. He is right in claiming 
Keynes as a neoliberal, even though, as he says, he was a collectivist to the 
liberals and a liberal to the collectivists. Apparently the neoliberal is not to 
be identified or confused with the neoclassicist. Nevertheless, while Keynes 
has made important contributions to neoliberal ticory, he has not worked out 
the theory of neoliberalism. 


One other point shared by most neoliberal writers is an apparent agree- 
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ment on the necessity of again bringing together all social sciences. Cros in 
particular insists on combining the approach of economics, political science, 
sociology and jurisprudence or, as he puts it, on studying conjointly the 
problem of Power, Contract and Economics . (p. 392). Purchasing power 
means to him literally what it says, namely, a species of power. 
This may not be the long expected magnum opus on new liberalism; but 
it will certainly contribute some of the building stones. 
a FRANK MUNK 
Reed College i 


What Do Economists Know? By BENJAMIN Hicctns. (New York: Cambridge 
University Press. 1952. Pp. vii, 166. $2.75.) 

The wide scope of this thought-provoking volume is best indicated by its 
sub-title: Six Lectures on Economics in the Crisis of Democracy. It is ex- 
plicitly addressed to the intelligent layman and to elementary economics stu- 
dents, I should add that the many and controversial questions which it raises 
should stimulate useful discussion for review and appraisal by senior majors 
in economics. The special usefulness of the book for readers like these lies . 
partly in its broad perspective and partly in its discussion of material often 
neglected in the regular curriculum, such as methodology, the various 
“schools” of economic thought, and the relation between economics and other 
social studies. 

The strength of this volume is also its weakness, for the coverage of so much 
territory in so little space has made it impossible to do justice to many thorny 
problems, or adequately to qualify some of the generalizations and conclu- 
sions. ` 

The first lecture generally accepts Lionel Robbins’ definition of the eco- 
nomic problem and only slightly modifies his view that economics must take 
as given institutions, - technology, and obvious psychological principles. The 
method of economics is not and must not be purely deductive, for its deduc- 
tion must be preceded by observation and followed by empirical testing. By 
these methods economists have acquired much useful knowledge, including 


the development of three types of laws: a priori laws (e. g., MV = PT): de. 


ductive laws (e.g., if monopolies maximize profits, then a corporate profits 
tax cannot be shifted); and empirical laws (e.g., the consumption function). 
Although economists “know” a great deal, they must recognize that policy 
recommendations can never be made on the basis of knowledge alone, but 
depend ultimately upon value judgments as well. These value judgments 
should be explicit. Furthermore, there are important areas where our knowl- 
edge is especially inadequate, We know far too little about the determinants - 
of the behavior of entrepreneurs and of social groups (e.g., labor unions). 
Despite these inadequacies, however, economists know enough that,,if given 
“unlimited legal powers,” they “could maintain full employment without in- 
-flation; could produce a close approximation to an optimum allocation of re- 
sources and a fair approximation to an optimal rate of economic progress; 
and could improve the income distribution at the same time” (p. 28). 
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The second lecture is devoted to a provocative “caricature” of four major 
“schools” of economic thought which are initially distinguished chiefly on 
methodological grounds but each of which also tends to reach its own distinc- 
tive outlook regarding the social order. The four schools are the neoclassical, 
the Marxist, the institutionalist, and the Keynesian. In fact, Higgins points 
out, few economists could be found who fit wholly into any one of these 
‘ groups, and any good economist combines contributions from each of the 
four. 

In his third lecture Higgins argues that because of the general acceptability 
of two fairly simple value judgments (p. 63) the goals described at the close 
of the next to last paragraph can be unambiguously defined (e.g., the mean- 
ing of optimum) and accepted as noncontroversial objectives of economic 
policy. Furthermore, “except for the optimum distribution of income,” they 
“can be cast in terms that are either measurable or recognizable” (p. 83). Argu- 
"ments are also given to support the view that these goals are not contradic- 
tory to one another, but supplementary, and that the policies required to 
achieve them are not only known, but can be achieved without sacrifice of 
freedom of speech, press, assembly, election, and choice of occupation. The 
reasons that society fails to achieve these objectives are (1) misunderstanding, 
and (2) the general desire to exercise another freedom—the freedom to exploit. 

Lecture IV begins with a discussion of the economic elements in domestic 
social conflict, and continues with comments on the economic causes of inter- 
national war. Reasons are given for the view that many economic causes of 
conflict within states would exist even under pure competition, and that 
monopoly increases the number and intensity of these causes. The chief eco- 
nomic causes of war are the combined facts that (1) states are not equal in 
natural endowment, (2) they do not solve their domestic economic problems, 
especially deflation and inflation, and (3) they endeavor to solve problems 
arising from both (1) and (2) by following nationalistic policies of restric- 
tion on immigration and trade. These policies have proved historically not 
only detrimental to others, but also ineffective even for the national objectives 
sought. 

In his fifth lecture Higgins artes the pta problems of what he calls 
the “Big Three”—the major organized economic groups of western societies— 
business, labor, and the farmer. The effort of each to seek its own ends with- 
out due consideration for the problems of society as a whole presents a major 
element in the present. crisis of democracy. In Lecture VI it is pointed out . 
that no social program can be effective if it is strongly opposed by any one of. 
the Big Three, but that almost any policy will be so opposed if these ‘groups 
' continue to follow exploitive objectives. 

Our best hope to maintain democracy lies in a mixed economy, but no 
system can by itself solve our problems. Any society requires knowledge and — 
good will. The latter demands that all groups accept codes of ethics which 
establish responsibility toward the whole society. The former requires the 
contribution of economists as well as, and working together with, others. 
Higgins closes his book with a list of the specific responsibilities of economists 
in this situation. 
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The author has been helpful by not hesitating to express his views on many 
controversial questions, and each reader will have his own criticisms of these 
views. Some of the statements or implications raise questions like these in my 
mind: (1) How can one weigh the adequacy of an economic system, or build 
a theory of economic development (the author urges both) while retaining 
Lionel Robbins’ view that economists must “take political systems as given” 
(p. 4) and refuse to examine the causes of changing institutions (p. 6)? (2) Dó 
economists really agree so closely that they could “formulate answers, satisfac- 
tory to the majority of professional economists, to any policy question that is 


clearly put” (p. 59)? Is it adequate to imply that the only important disagree- , 


ments among economists on economic matters are on “details of method” or 
“questions on the frontiers of knowledge” (p. 31)? (3) Have we really solved 
the problem of full employment without inflation in a mixed economy, as the 
author seems to me to imply? (4) Are not the objectives of an economy (e.g., 
optimum distribution of income and maximum productivity) in important 
ways in conflict with one another, unless we really dodge the question by ap- 
propriate juggling of the word “optimum” in each objective? (5) Lastly, 
would it not be extremely dangerous ifi times of growing McCarthyist hys- 
teria to propose virtual licensing of economists, even by the profession itself 
(as suggested on page 162: “The time has come when no one should be 
allowed to call himself an economist, or to give professional economic advice, 
who has not met standards laid down by the profession”)? 

Questions like these cannot be regarded objectively as criticisms of the book, 
since Many readers would answer them as Higgins has, rather than as I 
should. My own appraisal would include. appreciation for the welfare focus, 
the balanced judgment, and the constructive tone of the volume. 

I find few errors. Probably “marginal rate of substitution” is intended 
rather than “elasticity of substitution” on page 9 and*elsewhere. Supply and 
demand elasticities are infinite, not zero, in pure competition (p. 90). The 
International Trade Organization is not functioning, as stated on page 105, 
since it was never born, thanks to the oe policies” of the United States 
Senate. 

i Josera W. CONARD 

Swarthmore Cee 


Readings in Price Theory. Edited by GEORGE J STIGLER and KENNETH E. 
Boutprnc. Vol. VI of American Economic Association Series of Repub- 
lished Articles on Economics. (Chicago: Richard D. Irwin. 1952. Pp. x, 
568. $5.00.) 


This sixth Association volume of républished articles includes 25 papers. 


grouped under the seven headings of “Utility and Demand,” “Costs and Re- 
turns,” “Stocks in the Theory of Prices,” “The Rationale of the Firm,” ‘“Im- 
perfect Competition,” “Spatial Competition,” and “Theory of Games.” With 
the exception of Slutsky’s 1915 paper, “On the Theory of the Budget of the 
Consumer,” and Viner’s 1931 paper on “Cost Curves and Supply Curves,” 
all originally appeared in English-language journals, and 12, or nearly half, 
appeared in the Economic Journal or Economica. Dates of original publica- 
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tion range from 1914 to 1948, but only two are from the years atone 1920 
and ten are, from the most recent decade.. None of the 28 economists repre- 
sented is honored by more than one selction. 

Realizing the vast number of articles which can ge grouped under the gen- 
eral heading of “price theory,” the editors sensibly limited the area of choice 
in various ways. Thus, they decided to concentrate on “what might be called 
the mechanics of the pricing process” and on articles “of general theoretical 
interest,” or, in other words, to exclude articles “dealing principally with wel-. 
fare economics” or “more in the nature of applied economics.” Their inter- 
pretation of “mechanics” is fairly broad, however, since selections 7, 8, and 
12 are concerned primarily with social cost; and the ‘ “general” of their “ gen- 
eral theoretical-interest”’ sometimes applies only to the nature of the subject 
matter and not to “the general economic reader.” A further limit placed upon 
the area of selection represents a deliberate decision concerning the uses of 
- the volume. When the editors decided to look upon “the collection as an ad- 
junct to, rather than as a complete substitute for, the literature which is gen- 
erally available in libraries,” they also decided in favor of a more scholarly . 
use as against a more textbook-like—or handbook-like—use of reprints. 

_ Although Stigler and Boulding do not say so, I suspect that one purpose 
which, they had in mind was to portray the development of thought over the 
past 40 years. Not only are the articles within each of the sections arranged in 
chronological order (with the appendix-like chapters on statistical demand 
studies and statistical cost curves the only exceptions) but some of the 
selections from earlier years seem to be included chiefly because of their his- 
torical importance. ‘The best example of this is Slutsky’s 1915 paper, to which 
Hicks and other contributors to indifference-curve analysis have generously 
paid their respects. Another example is Knight’s 1924 paper, “Some Fallacies 
` in the Interpretation of Social Cost.” The Ellis-Fellner 1943 article on “Ex- 
ternal Economies and Diseconomies,” which is also included in the Readings, 
'. covers much of the same ground and is more helpful to a contemporary reader. . 

Criticisms directed against an anthology of price theory.can be of various 
types, including: (1) the selections are not of high quality, (2) the selections 
do not sufficiently well represent the various areas and emphases of thought, 
(3) the editors have not properly weighted the various areas and emphases 
of thought. In the present instance any complaint of the first type would 
clearly be unjustified. Complaints of.the other two types cannot be free of 
personal bias. As Stigler and Boulding state in their disarming Introduction, 
“it is not unusual for the contents of a book to be influenced by the particular 
men who fashion it”; any dissent from the editors’ choices must reflect an 
equally personal viewpoint. 

Part I, “Utility and Demand,” is where I most strongly question the repre- ` 
sentativeness and. weighting. As i is stated above, Slutsky’s 1915 article, which 
takes up 30 pages and which cannot be followed by most economists, is now 
of little more than historical interest, Hicks and others have expressed the 
same thoughts in a more succinct, communicable manner. The selection which 
follows it, Friedman and Savage on “The Utility Analysis of Choices Involv- 
ing Risk,” is an intellectual tour de force, but its 40 pages contribute little to 
{ : 
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either prognostication or welfare analysis. On the other hand, the editors have 
not included any paper to place indifference-curve analysis in its proper per- 
spective, although J. M. Clark’s brief and highly readable “Realism and. 
Relevance in the Theory of Demand” (Jour. Pol. Econ., 1946, pp. 347-53) 
is available. Neither have they included any article which attempts to give 
substance as well as a formal framework to consumer demand theory. 
Mention has already been made of the emphasis which Part II places on 
social costs, in spite of the editors’ decision not to cover welfare economics 


in the present volume. Omissions worthy of notice are: articles dealing with. ` 


multiproduct and multiprocess output, cost uncertainties, costs during periods 
of fluctuation, and the opportunity nature of costs. Editorial modesty and 
the rule of non-duplication doubtless were responsible for one of the omissions 
here. Stigler’s “Production and Distribution in the Short Run” has already 
been reprinted in Readings in the Theory of Income Distribution. 

I suspect that all that Part HI, “Stocks in the Theory of Prices,” con- 
tributes is a new, somewhat more elegant way of expressing familiar con- 
siderations. However, the application of liquidity theory to pricing problems 
is Still sufficiently untried to force suspension of judgment. ) 

Part V, “Imperfect Competition, ” contains five familiar friends and omits 
others. Its previous reprinting in Readings in the Social Control of Industry 
. doubtless explains. the nonappearance of J. M. Clark’s “Toward a Concept of 
- Workable Competition.” Readers must guess why the editors do not include 
any other paper on market classification or such an influential article as Hall 
and Hitch, “Price Theory and Business Behavior” (Oxford Economie PORES, 
1939, pp. 12-45). | | 

As i in the earlier volumes of Readings, the editors have appended a valuable . 
bibliography, covering English-language general professional journals for the 
period 1920-1949 and including short lists of important articles which were 
eee in German, French, Italian, and Swedish. k == 

n; Henry M, OLIVER, Jr. 

Indiana University - 


Income Analysis. By ` Reis V, CLEMENCE. (Cambridge, Mass.: Addison- 
Wesley Press, Inc. 1951. Pp. vi, 182. $2.50.) 
This neat, bantam-size volume is designed as a general introduction to 
_ macroeconomic analysis. Part I, on the Elements of Macroeconomics, contains ` 
_ chapters on ‘the Model System, the Circular Flow, the National Income, and 
Income, Output, Employment and Prices. Part IL, on the Capitalist System, 
holds Consumption and Saving, Investment, and Cyclical Fluctuations. Part 
IIL on Modified Capitalism devotes its one chapler to the Role of Govern- 
ment. 

Clemence develops the national income concept with the emphasis on pro- 
ducing firms, with government production being “simply the services per- 
formed by Government employees” (p. 42). In a footnote he writes that “the 
foreign balance is not relevant to the present analysis” (p. 39n). These im- 
portant relations, however, could have been introduced without unduly pro~ 
l tracting the exposition. 
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Elucidating the functioning of the capitalist system, Clemence lags con- 
sumption behind the preceding period’s income. Planned and realized invest- 
ment are distinguished, with the former having induced or autonomous char- 
acteristics. Induced investment provides a wedge for the Acceleration Prin- 
` ciple, linked to consumption outlay. Within this framework, and with the 
further argument that the marginal propensity to consume falls as income 


rises (p. 123), cyclical fluctuations (Chap. 7) are derived. The point is made ~ 


that “an equilibrium level of National Income exists only if Planned Savings, 
Planned Investment, and Realized Savings-Investment are all equal at that 
level of income” (p.. 119). It is doubtful whether this proposition is as impor- 


` tant as one enunciating conditions for full employment income equilibrium. 


The chapter on the Role of Government is confusing for it is not always 
clear whether it is a statement of how our federal government does behave, 
or whether it merely conveys current views on how it skowd intervene. De- 
spite some cognizance of the “balanced budget theorem,” it is asserted that 
“the over-all effect of a balanced budget is neutral, since Government draws 
from the income stream just what it returns in any period” (p. 145). It is 
legitimate to ask whether budgetary balance at $100 billion is as “neutral” 
as balance at $1 billion. 

Aside from Chaptets 3 and 4, which contain some income data as well as 
one output and employment chart, there is not a “live” statistic in the entire 
volume, be it on money supply, interest rates, price level, employment, federal 
-~ budget, personal income distribution, etc. This is surprising in that his defni- 
tion of economics betrays an institutional bias, and aggregative analysis does 
lend itself to concreteness. . 

These are defects which can be remedied by. the instructor. If so, the book 
ought prove to be a very serviceable short text for an introductory course. _ 
If its scope were pushed a little further, its usefulness would be enhanced 
enormously, 

SIDNEY Wiese 
~ University of Pennsylvania, | i 


Intermedtate Economic Theory. By STEPHEN ENKE. New York: Prentice- 
Hall. 1950. Pp. xx, 573.) 


This is a well-written textbook, whose workmanship clearly reveals the 
author’s professional competence. The level of the book is described as “‘in- 
termediate,” but it is closer to the elementary than to the advanced. Virtually 
all of Part I, which outlines the components of the national income, can be 
found in many of the better elementary textbooks as can the discussion of 
monetary theory in Part II. Part III (Income Theory) is a. brief, lucid ex- 
planation of the Keynesian system, most of which can also be found in 
.Tarshis, Samuelson, Bowman and Bach and other modern elementary books; 
Chapter 12 (an exposition of Keynesian “general equilibrium”) and 14 (a 
discussion of the ‘interrelation of costs, poces and national income) are some- 
what more advanced. 

Part IV (Price Theory) is a good exposition of the theory of’ price deter- 
mination. Successive chapters consider price determination in a single market, 
interrelated markets, marginal utility and the individual’s demand curve, the 
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firm’s cost and supply functions, and the interrelation of firm and industry. 
There are also chapters on monopolistic competition, monopoly, monopsony - 
and related topics, price discrimination, and the interrelation of resource allo- 
cation, monopoly. and the “general welfare.” ‘The exposition in Part IV is of 
high quality; it does not, however, attempt to take the student very much 
farther than would some of the better elementary texts. A similar’ com- 
mènt applies to Part V, which expounds the principles of income distribution 
with two chapters devoted to wages and one each to rent, interest and profits. 
Part VI (Political Economy), after a short introduction on the objectives and . 
limitations of economic policy, is devoted to a discussion of the relative merits 
of capitalism and socialism. 

There are four technical appendices that deal with more aaa material; 
the first of these. (3 pages) concerns the relations among average, total and 
marginal curves; the second (17 pages) explains briefly the dynamics of © 
savings, investment and income;-the third (3 pages) discusses the definitions 
of saving and investment; and the fourth (25 pages) expounds indifference 
curves, product isoquants, etc., and their relation to the optimizing behavior 
of individual firms and consumers. Minor criticisms might be offered on mat- 
ters of detail, but they would not be of material importance. 

The utility of this book to ‘the instructor of a “second course” in theory 
will depend upon the character of the elementary ‘course. If the student’s ele- 
mentary course leaned in an institutional direction, he may find this a very. 
satisfactory text. It also has considerable merit for those needing a refresher: 
course in theory. But for students whose elementary training stressed theoreti- 
cal material, this book is insufficiently advanced. 

The Dašic difficulty of a book such as this is that the better elementary 
books are, as far as their handling of economic theory is concerned, quite ade- 
quate for anyone below the graduate level. The student’s difficulty is not so 
much failure to understand the logic of economic analysis (although there is ' 
. plenty of trouble on this count), as it.is an inability to comprehend. the rela- 
tion of theoretical models to the “real world.” In the field of national income 
analysis, where “reality” itself is a set of constructs, the problem is not so 
acute as in price theory, where the telation of demand and cost curves to the 
behavior of actual firms and industries ‘is simply not explained-in existing 
textbooks. Each chapter in an intermediate text in price theory should, in my 
opinion, consist of a brief restatement of one or two theorems (learned in an 
elementary course) followed by a few industry or firm case studies which 
' (allegedly) illustrate their operation. But it is not fair to blame the author 
for failing in what he did not attempt. As it is, his arrow comes close to its 
mark, but he might have chosen a better target. 

MELVIN W. REDER 

Stanford University l à 


The Economic Process: Its Principles and Problems. By Raymonp T. BYE and 
Wurm W. Hewett. (New York: Appleton-Century-Crofts. 1952. Pp. 

xii, 1025, $5.50.) 
In the last twenty-five years, among other works, Professor Bye has written — 
several editions of a text on economic principles and, together with Professor 
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- Heweit, he has written four editions of a text on applied economics. In the 
present joint effort, The Economic Process, these authors have altered their 
>former plan. The.one large volume presents both the. principles and problems 
of economics; frequently the economic’ ae as ne its related applications 
are developed within the same chapter. . . 

| This book is undoubtedly intended for use as a ai text for the basic 
course in economics. For the departments which desire to offer six semester 
hours of college credit in principles and problems of economics, this text pro- 


vides an excellent arrangement both as to content and coverage. For the de- |. 


` partments desirous of offering three semester hours in principles of economics ` 
followed by. three more semester hours in economic problems, some awkward- 


i» ness will arise through the lack of a ready cleavage between the material deal- 


ing with economic principles apart from economic problems. 1 Where it is de- 
sired to offer five or six semester hours of credit in principles of economics 
alone, the principles portion of this text will have to be UEP aot some- ` 
what, to give sufficient depth of coverage. Aa 
For the rare general reader who seeks AE of economics for reasons 


other than college credits, this book is strongly recommended for its coverage ` 


-of the subject and for the philosophy and clearness of style of the authors. 
Salient features of this text are set forth i in the following paragraphs. : 
For the purposes of economic analysis, the definition of capital has been 

considerably broadened. Economists usually have defined capital as “‘man- 

‘made producers goods” or words. to that effect. The book under review defines 

capital synonymously with wealth, namely, “the stock of material economic 

goods” (pp. 46-49), and thus includes both land (natural resources) and 

consumers goods. ` l 
The significance of this broader definition becomes more apparent in the ` 

section on distribution. Instead of regarding rent as the income from land or. - 

from productive agents of fixed supply, rent is defined as “a price paid for the 
hire of physical capital” (p. 615). This rent concept has the advantage of 
_ ‘coinciding much better with usage, i.e., rent’of dwellings, rent of tuxedos, etc. / 
It likéwise avoids the traditional difficulty of trying to decide just where land ” 
_ ends. and capital begins in order to identify the income from assets that com- 

‘bine elements of both: Even so, these broader concepts of capital and rent do 

not preclude the use of the old Ricardian rent theory in extended form as, an - 

explanation of the return mE capital goods that are relatively fixed in 
` supply (pp. 616-23). 

Another outcome of the wider definition of capital is the need for a slight 
reclassification of the factors of production. The usual land, labor, capital and 
business enterprise become land, labor, investment and business enterprise 
(p. 86). 

In dealing with the highly diätioverda sabiei of interest a loanablè funds : 
theory is offerèd which integrates most of the other. interest theories (Ch. 28). 
The demand for loanable funds is viewed as stemming from. consumer bor- 

* The reviewer suggests the following chapters or portions thereof as the basis for three 


semester hours of college credit in principles of economics: Ch. 1 Bene 6, 14 tiirough a 24, 
26 through 30, and ead 33 and 34. 
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rowers’ time preference and, from producer borrowers? re of the margi- 
nal‘ productivity or efficiency of investment. (The authors have little use - 
for the distinction between marginal productivity and marginal efficiency 
[p. 598].) Liquidity preference is deemed the major determinant of the supply 
of loanable funds, The equilibrium rate of interest is held not to be stable 
unless it should equate saving and investment as well as the demand for and 
` supply of loanable funds. As a whole, this is a rather happy integration ofthe 
leading old and new ideas regarding the interest rate. 

In the section on money, banking and the price level, the text follows con- - 
ventional lines except that the neutral money proposal is favored as a solution 
for the problem of changing price levels (pp. 334-35). This proposal, of course, 
implies a gently falling price level. If confronted with a serious amount of 
unemployment, one. wonders how tenaciously one could cling to thé neutral 
money proposal despite its technical advantages. Certainly a gently rising 
price level ora stable price level is more conducive to Se profits and 
full employment. 

In the treatment of value and price, the traditional order is ened by ex- 
plaining pricing under conditions of monopoly, product differentiation and 
oligopoly prior to the case of pure competition (Ch. 22 and 23). Consider- 
ing the point of view of the beginning student of economics, this rearrange- 
ment has much to commend it. In the actual world the non-purely competitive 

markets are far more common and the theories concerning them will seem 
. less strange than the theory built around the more nee and less frequently 
applicable assumptions of pure competition. | 
, A strong and able case is made for welfare economics (especially Ch. 31, - 

32 and 39). Despite careful phraseology, this will give the book a tinge of 


_ leftishness in the minds of sorne. On the other hand, the authors take a.con- 


servative attitude toward deficit spending (pp. 948- 50) and are far from un- - 
concerned about the size of the public debt (pp. 939-40). These viewpoints on 
welfare and fiscal policy are balanced and laudable, though in the event of 
depression they may prove to-be not entirely reconcilable. 

In the concluding chapters on comparative economic systems a distinction 
is drawn between capitalism and liberalism. This is one ‘of the signs of the 
times in economic thinking. Three decades ago capitalism and liberalism were 
closely identified with each other.’ 

Throughout the text economic fallacies, poplar and otherwise, are force- 
fully dispelled. Readers familiar with other books of’ Professors Bye and 
Hewett ‘will recognize this feature as. one of their professional trademarks. 
Only two of the exposed fallacies will be mentioned here. First, the old “lump 
of labor” fallacy is carefully distinguished from the use of fiscal policy for the ` 
.relief of unemployment (pp. 380-83). Second, the idea that an increase in the 
supply of money will lower the interest rate is shown to be only a temporary 
expedient (pp. 598-99). : 

The Economic Process offers many contributions as a college text on eco- 
nomic principles and problems. , 7 

. PELE G. Hupson 

University of Arizona 
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_ Economics. By Bruce W. Knicur and L. Grecory Hines. (New York: Al- 
fred A. Knopf. 1952. Pp. xvii, 917. $5.75.) © 

This'new text is a large volume of 917 pages, separated into eight major 
divisions. These include the Introduction; Framework of the Economy; Na- 
tional Income as a Whole; Individual Outputs and Prices; Functional Dis- 
tribution; Selected Problems; International Economics; and Socialism and 
War Economics. The sections range in length from 73 to 167 pages. 

There is no attempt to unify all parts of the book under one approach 
whether “psychological, ” “institutional,” “monopolistic competition,” ‘“Keynes- 
ian,” or “national income.” In the words of the authors, “No approach should 
become an iron bed to which the more persistent problems of modern eco- 
nomics are fitted by stretching some and lopping off others. . .. We have 
tried to allocate our writing with due respect to the comparative values of 
alternates. Furthermore, we proceed on the assumption that the almost ex- 


- -clusive use of any one approach is not adequate to the presentation of any 


broad problem or policy.” The aggregate approach is given strong emphasis 
in the chapters dealing with the level of employment ‘and output. Where the 
' subject is general economic organization, institutions and their development 
are stressed. The classical and neo-classical approach is used in dealing with 
competition, prices, value, and distribution. 

In choosing between emphasis upon theory and facts, the book begins with 
subjects which present a compromise between principles and information. ‘This 
necessitates the occasional mention of terms and principles which are not 
- clearly explained at that point and are more fully explained in subsequent sec- 
tions of the book. For example, in Chapter 2, such topics as the creation and 
destruction of purchasing power, dishoarding, and inflation are briefly men- 
tioned and explained in later chapters. This device is justified by saying, 
“Discipline is progressively emphasized by the cumulative enlargement. of 
topics and some repetition is employed deliberately as a part of this building 
process.” A 

The book is readable and teachable both because of the style and the in- 

teresting incidents used in illustrating abstract principles. Currently accepted 
fallacies are discussed, and their weakness pointed out. Charts are kept to a 
minimum. Each chapter ends with a summary of the important points. As an 
aid to developing student thought and analysis, a group of excellent problems. 
, are placed at the end of each chapter. 
’ Emphasis between economic theory and issues of current problems is rela- 
tively equal. The chapters: dealing with individual outputs and ‘distribution 
are clearly presented. National income and its relation to employment, busi- 
ness cycles, and economic stabilization are with few exceptions explained in 
terms that can be understood by beginning students. 

The authors are interested in current issues of public policy and the solution 
of economic problems. As a rule, the essentials of a problem are analyzed, 
suggested solutions are examined carefully and weighed. The treatment is 
impartial; there is no tendency to favor labor or capital. Indeed, in the chap- 
ter on labor, after a thoughtful analysis of the conditions under which labor 
organizations are not socially justified, the need for labor organizations is shown 
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by aang the “Mohawk Valley Formula” suggested for use by management in 
defeating strikes. In general, after a ‘careful analysis, the student is left to weigh 
the facts and arguments and to come to his own conclusion. Only occasionally 
do the authors present their own solution as in the case of their Proposal for the 
Gradual Socialization of Rent. 

One question will occur to the reader: While the text is Hendad for a 
year’s course, is the book intended for those students who do not plan to take 
subsequent courses in economics and business administration, such as majors 
in liberal arts and various professional colleges? The reason for this question 
is the fact that certain chapters of the book emphasize in considerable detail 
material which is the basis of advanced courses elected by students in eco- 
nomics and business administration. In view of this fact, the book would seem 
to be best suited-to students not planning to major in economics. © `’ 

T O E. J. BROWN 

University of Arizona 


An Introduction to Modern Economics. By LELAND R. Rosrnson, Jonn F. 
Apams, and Harry L, DL, editors. (New York: The Dryden Press, 
1952. Pp. xvili, 942. $5.75.) ) 

Selected Readings in Modern Economics. By Asner Isaacs, C. W. McKEE, 
and R. E. SLESINGER, editors. (New York: The Dryden Press. 1952. Pp. 
xviii, 700. $3.25.) - 

Student Workbook in Modern Economics. By ASHER Isaacs, R. E. SLESINGER, 
C. W. McKee, and W. C. BRADFORD. (New York: The Dryden ee 
1952. Pp. xii, 332. $2.50.) 


An Introduction to Modern Economics is an edited work and represents the 
combined efforts of 34 people in addition to the editors-in-chief. The chapters 
were originally written by 31 authors, each of whom was assigned a specific 
subject within a general category. The problem of supervising the preparation 
of material for each section was handled by some 15 section-editors. As a last 
‘step, the editors-in-chief worked over the entire manuscript and rewrote much 
of the material in order to obtain a “consistent textbook presentation.” The 
manuscript was then tested in lithograph form in a number of colleges and 
universities for two years prior to publication. 

The book is divided into eleven major parts which appear in-the following 
order and contain the indicated number of pages: An Introduction to Eco- 
- nomic Theory and Economic Institutions (67), Production (103), Money and 
Banking (99), Value and Price (127), Distribution (71), National Income 
Analysis (93), Economics of International Relationships (67), Some Special 
Problems of a Modern Political Economy (87), Problems of Insecurity (73), 
The Role of Government in Economics (93), and Comparative Economic 
Systems (61). In the introductory section, the authors introduce the student 
to macroeconomics by presenting a brief discussion of gross national product 
and national income. This, of course, has, the advantage of giving the students 
an over-all picture at the outset and probably acts to stimulate their interest 
in economics more than if the initial. emphasis were placed on microanalysis. 

Although the book has only two chapters, covering some 45 pages, devoted 
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to national income proper, this figure is rather misleading since the macro- 
‘approach receives attention in several places throughout the book. Land, labor, 
and business organization are discussed in the section on “Production, ” The 
chapter here on labor unions is particularly well done and covers most of the 
salient material in a fashion that should hold student interest. The treatment 
of “Money and Banking” was somewhat disappointing to this reviewer. While 
the historical and descriptive aspects are adequately covered, it is doubtful if 
a student can really understand the place of banking in our system without 
in effect being taken by the hand and led through the development of a com- 
_ mercial bank from its inception to full growth, This the authors fail to do; 
furthermore, the difficult problem of explaining how far the expansion of loans 
and discounts can go if a 20 per cent ratio is required, is allotted only one 
short paragraph. In discussing the Federal Reserve System, 15 pages are 
given to organizational description whereas only 12 pages are used to cover 
Federal Reserve policies and the effect of the System on member banks. 

The section on. “Value. and Price” is the longest in the book and gives the 
student a comprehensive picture of microanalysis. The authors have made 
liberal use of simple diagrams showing demand, supply, and cost curves. While 
some “crooked” curves are presented, most of them are of the typically con- 
tinuoųs variety. In light of the controversy pertaining to the shape of the 
marginal cost curve, it is a little discouraging to find it depicted as being 
almost “U” shaped. It is also surprising to find a book which makes use of a 
number of diagrams presenting none for the important area of oligopoly. This 
reviewer would like to have seen more attention given to the limitations of ' 
marginal analysis, particularly the controversy of recent years over the 
empirical validity of the “profit maximization” assumption. 

In the section on “Some Special Problems of a Modern Political Economy,” 
chapters are given to agricultural economics, public utilities, and transporta- . 
tion. There is.also a chapter covering the economics of defense mobiliza- 
tion in which, ‘incidentally, less than a page is given to price and wage stabili- 
zation. Chapters on risk, insurance, and social security make up the section 
_on “Problems of Insecurity.” The next to last chapter of the book, “Capital- 
ism, An Evaluation,” does an excellent job of evaluating private capitalism in 
both a realistic and positive manner, It-seems unfortunate that more space was 
not given in the rest of the book to some of the points raised in this chapter. 

Those who like a book which is broad in coverage, gives considerable his- 
`. torical background for most of the topics covered, raises significant contro- 
versial questions and takes a fairly balanced position on them, has a generally 
adequate treatment of microeconomics accompanied by a liberal use of 
graphics, and which does not neglect macroeconomics shoùld examine this book 
carefully. It is, of course, not possible within the covers of any one book to 
compile a product which will satisfy all teachers of economics. The decision 
of the authors to cover a wide variety of topics, to present considerable de- 
scriptive material, and on many occasions to include the views’ of classical 
and neo-classical economists, has been made at the expense of devoting less 
space to analytical material. Some teachers will like this, others will not. In- 


“BOOK REVIEWS . `- "937 


cidentally, the index appears to do the authors a disservice i in that it fails to . 
lst major itenis such as marginal productivity and comparative ones 
which are covered in the text. 

Having the student read something besides the textbook in the Aementaey 
course appears to be a fairly common practice.t There is, however, consider- 
able difference of opinion among economists ‘as to what type of outside ma- 
terial is most helpful. In Selected Readings in Modern Economics, the editors 
have brought together 157 reading selections. Most of the selections are short, 
average length being four pages, and almost all are excerpts from. longer 
articles or books. Selected Readings follows the same organizational pattern 
as the above textbook, but: there are-outlines showing how it might be used 
with seven other ‘elementary texts. The selections are taken from a wide. 
variety of sources; however, most of them seem to come from various eco- ` 
nomics books with representation given to classical, neo-classical, and con- 
temporary economists. Somewhat less than a third of the selections are taken 
from fairly contemporary non-book sources; e.g., National City Bank Letter, 
government reports, Federal Reserve Bulletin, the Nathan Report, various 
. Management publications, and a few union constitutions.: Based on the ex- 
periences of the reviewer, the non-book selections represent the type of ma- 
terial that is badly needed as a supplement for the elementary text. Such 
sources are more apt to stimulate student interest than will additional read- 
_ ings from the works of famous economists: After all, the students are, just 
beginning in the field and’can be expected to digest only so much pro- 
fessional economic writing in the course of a year. Far too many of the selec- 
tions in the various reading collections which have appeared in the last few 
years give the student material that is basically more of what he is already 
getting in the textbooks. Since there are ample materials in popular maga- 
zines, newspapers, releases of the NAM, Chamber of Commerce, AFL, and 
CIO, to cite a few possibilities, which contain debatable economic reasoning, it 
is to be hoped that the editors of future readings will give them more con- 
sideration. 

The Student Workbook in Modern Economies has been designed to ac- 
company the above two books. It contains a sufficient variety of types of 
questions and projects to satisfy almost any teacher. There are factual review 
- questions based on the text as well as some good oral discussion questions. In 
addition, there are exercises based on the Readings as well as some interesting 
projects ‘and case studies. The Workbook closes with a valuable statistical 
_ supplement which covers some 45 pages and contains 57 tables. _ 

A free Teachers Manual containing objective tests and answers to same is 
available, It also has suggested solutions’ to. the projects and cases contained _ 
in the Workbook. 

RALPH G THAYER 

State College of Washington s 


1 The Report of the Committee on the Teaching of Undergraduate Economics stated that 
two Mid: of the replying institutions used some type of collateral readings in their be- 
. ginning course. Am. Econ. Rev., Suppl., Pt. 2, Dec. 1950, XL, 53. 
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General Economics—An Introduction. By ALLEN M. STEVERS.. (New York: 
_ J. B. Lippincott Co. 1952. Pp.-xi, 771.) 
As the title indicates, this book is intended to be a college textbook in eco- 
nomics. Certain of the nontechnical chapters will be found interesting to the 


. general reader, 


The author states that economics has gone through three revolutions in the 


- twentieth century and is undergoing the latest. of these revolutions at the pres- 


ent time. This volume is the first to take cognizance of the present revolution 
at an introductory level. The three revolutions are identified as institutional, 
the Keynesian, and now the most far-reaching, the integrative. 

The institutional revolution was influenced by sociology, history and law; 


-it sought to reintroduce the human and social element which had been lost in 


abstract studies of market forces. While the institutional revolution achieved 
some success, it did not supplant the older form of economic analysis. 
The Keynesian revolution came after the publication of the General Theory 


vin 1936, There was a strong tendency for Keynesian materials to dominate all 


traditional materials to the extent that “Keynesian-oriented textbooks tended 


. to become textbooks in Keynesianism.” The author does not neglect the 


4? 


Keynesian contribution but places it “in its proper category as a new insight 
but not a final formulation of economics.” 

The approach to economics used by Professor Sievers is concerned with 
“synthesis, integration, and the making whole of the divided discipline of - 
economics,” which is called the new integrative approach. He admits in- 
debtedness to Professor Karl Polanyi (to whom the book is dedicated) whose 
work, The Great Transformation (1944) provided the framework for this 
yolume. The approach is admittedly a new kind of institutional approach 
which. integrates and unites, rather than divides the disciplines of the social 
sciences. The Polanyian approach makes it possible to put “market capitalism 
into a perspective so that it may be seen in relation to all-other economic sys- 
tems, past and present.” The author further claims that the ‘Polanyian insti- 
tutional theory makes possible prediction and control on the truly long-run 
time scale during which economic systems rise and fall.” It is Sievers’ belief 


- that we are living in a period of major transition—-The Great Transformation 


—and more penetrating tools are needed which the Polanyian integrative in- 


stitutional theory provides, This volume is therefore both institutionally 


theoretical (Polanyi sense) and analytically theoretical in the mathematical 


sense of the marginal school. 

Reference is made to the six-year study of the American Economic As- 
sociation Committee on Undergraduate ‘Teaching of Economics (Supplement 
to the December 1950 issue of the American Economic Review, Vol. XL, No. 


5) which dealt with the problems of teaching economics. It is the author’s . 


view that “the primary reason for writing this book is the belief that the 


. Polanyian insights provide a solution to the dilemma or dilemmas which 


have long plagued the teaching of economics and which are discussed in this 
report.” He claims to show integration and relation of every chapter to every 


` other chapter with Polanyian institutionalism providing the: unifying thread. 
In this he has succeeded. — 
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The volume contains thirty-five chapters divided into four Books. The first 
Book, Part A, deals with the Machine and the Integrated World Economy. 
The author begins the first chapter with the automobile and shows how it . 
has become an integral part of the economy. This permits the introduction 
_ of many institutional phases, technology, money and credit mechanisms, social 
effects and so on. The illustrations are familiar to students and should enlist 
a high degree of readers’ interest from ‘the start: Part B treats the Structure of 
the Americar’ Economy and deals with natural and human resources, financial 
institutions, business organization, the government as a producer and spender, 
with a final chapter on national income and national product. Part C, America 
and the World, is a comprehensive treatment of international trade, account- 
ing, and finance. 

Book Two, Social Organization, Fenno Thought, and Institutional Sys- 
tems, examines in Part A the institutional structure of society together with 
economic theories and social movements in the pre-Smithian era. Part B 
deals with the comparative economic systems of Capitalism, Sovietism, 
Fascism, and the post-war British Socialist government. The treatment of 
systems is comprehensive and objective. . 

Book Three, Economic Analysis, is (admittedly) the first time any eco- 
nomic analysis appears. Part A, Introduction, deals with method, objectives of 
economic analysis, and general economic terminology, axioms, premises, hy- 
potheses on which subsequent chapters are built. Tools of analysis such as 
mathematics and statistics, the development of graphs, curves, margins, the 
equilibrium concept and the like, are meticulously developed and reduced to 
‘working tools which the student should be able to apply. Under Part B, > 
Equilibrium Theory, are five chapters which contain the heart of the theo- 
retical economics. Demand, supply, long- and short-run equilibrium under 
different market situations are treated with thoroughness both statistically and, 
mathematically. Even though less than a hundred pages are devoted to eco- 
nomic analysis and equilibrium. theory, the essentials are effectively pre- 
sented. Part C, Theoretical’ Analysis and Policy, contains chapters on the 
Keynesian system, business cycles, monetary and fiscal policy. The emphasis 
here is both historical and institutional. While the Keynesian discussion might 
not be quantitatively adequate for some, it presents the essentials. The three 
chapters are integrated and emphasize the necessity of careful monetary-fiscal 
programs for control of business fluctuations. 

Book Four is devoted to Contemporary Problems antag welfare, farm 
problems, the labor movement, social security, waste, social control of busi- 
ness and finally a war-oriented economy. The concluding part and chapter 
deal with the future of Western Civilization in which the question of whether ` 
it will progress or regress is BOS: A selected bibliography for each chapter 
is included. 

The author has indeed E a challenging array of materials. He has- 
followed an institutional pattern although the book is not strictly a book on 
institutional economics. It holds together because of the success attained in 
integrating subject matter. Some might object to the amount of space de- 
voted to value and distribution theory, while others might fnd similar objec- 
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tion to the national i income analysis, The use of mathematics in Book Three; , 
Economic Analysis, while not excessive, will be found by ‘some to be fairly 
rigorous. The book is very readable. and should prove teachable. The author 
set out to present an integrative approach to economics. In this reviewer's 
— he has accomplished his purpose, l 
, J . F. BELL 
‘University of Ilinois 


t 


| The Economic System. By E, T. Wetter. (New York: Macmillan. 1952. Pp. l 
xxx, 869. $5.75.) 

Professor Weiler has written a good, though dull, cemented) textbook: The 
‘author’s unincisive exposition and predilection for largely redundant dis-. 
cussions (¢.g., previews, surveys, summaries, etc.) makes this reading a cheer- 

_ less task. What makes the book worthy of attention, though, is the highly 
useful general equilibrium model of the economy Weiler develops. This model 
clearly discloses, with considerable originality on the.author’s part, the eco- 
nomic problems he chooses to discuss, and nicely shows -how these problems 
‘could be solved. 
= Weiler’s model has‘ two. sectors (firms maximizing profits and households 
maximizing utility), both obeying Say’s Law in perfectly competitive markets 
with given resources—fully employed—and given technology. The model is 
graphically ‘represented by a slightly modified version of the familiar circular 
flow diagram. The two sectors are disaggregated according to occupation in- 
. stead’ of being represented as homogenous units as they usually are. House- 
holds are arranged along a continuous scale according to occupational group- 
ing. Businesses are arranged along a similar continuous scale according to the 
type of product. The two sectors are connected by a flow of goods ‘and services 
and a counterflow of money payments. The easily recognizable economic prob- 
lems of the division of resources among different products, the allocation of. 
factors among different productive units and e distribution of income are 
clearly shown to exist. 
` Part I introduces the model and discusses it in a very superficial manner. 
Apparently its only purpose is to prepare the reader for a more thorough ` 


- examination of Part H. 


Part II begins with a partial analysis of each side (demand and supply) of 
the two markets that exist in this model: the market for products and the 
market for productive services. Each business firm must locate on the prod- 
uct continuum—that is, choose a product to produce—produce that amount 
which will maximize profits and combine inputs in such a way that costs will 
be minimized. Weiler shows how this is done and briefly considers the reaction 
of firms to changes in data. Households, facing somewhat similar problems, are 
analyzed i in a similar fashion. The markets are then connected and the effects ' 
in. both markets of: changes’ in parameters are considered. The result is a` 
particular supply of productive services provided, and a bill of goods pro- 
duced and consumed. Weiler asserts, along the. way of the above argument, 
that the output produced will be ideal; however, he does not establish ‘the 
conditions of the Paretian General Optimum of Production and eee and 
his claim cannot be ee asserted. 


` 
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Although Weiler’s partial analysis is, in this reviewer’s ‘ining: somewhat 
inferior to the usual elementary textbook performance, his general equilibrium 
analysis of a two-sector economy is an excellent job. This is simply’ because 
problems of resource allocation can be analyzed within his model and clear 
meanings given to such important economic concepts as price, cost, resource, 
market, etc. To some readers these appear to be very simple tasks; but to this 
reviewer’s knowledge Weiler is the first author to deal successfully with them 
at the elementary level. | 

After a brief but superior DVE of the effects of taxation and government 
purchases on the allocation of resources, Weiler introducés the banking sys- 
tem into his model. With this Say’s Law must be released and income changes 
considered. This is done within the equation of exchange, which he carefully 
distinguishes from the quantity theory of money, without.so much as a men- | 
tion of Keynes. Changes in aggregate equilibrium are discussed at length and - 
the consequences of such changes are considered when prices are rigid and then 
flexible. Unfortunately, much of the ‘argument is marred by Weiler’s mis- 
taken belief that income equilibrium will obtain when planned savings equals 
planned investment, ‘This is neither a necessary nor sufficient condition for 
equilibrium since this equality is compatible with changes in income, and 
income need not change if planned savings and planned investment are not 
equal. A short but adequate appendix to Chapter 19 is devoted to the “less 
general” Keynesian System. Two chapters on international trade conclude this 
long Part IZ (17 chapters, 381 pages). 

Part IT is a one chapter discussion of national income aggregates and social 
‘accounting, ` 

Part IV, titled “Economic Growth,” is largely a discussion of several fac- 
tors that could account for the difference in national income between 1950 
and, say, 1860, Long chapters are devoted to the quantity and quality of 
human effort, the rate of technological progress, and the relation between the 
amount of capital equipment and the productivity of labor. This part ends 
with chapters on the relation between the price system, business cycles, and 
economic, growth. The relations, Weiler establishes between the variables he 
treats and the size of national income seem intuitively acceptable, but since 
a theory of economic growth is not developed, the usefulness of much of the 
author’s argument will depend in part on the individual reader’s intuition. 
This unsatisfactory state of affairs, though, is more a fault of economic theory 
than of the author.” 

Questions of economic policy are taken up, for the first time, in Part V. 
' Weiler’s refusal to mix policy and economic analysis in the earlier parts of 
the book will come as a relief to those economists who have grown weary of 
writers who would mix them in the belief that economic analysis has no valid 
existence apart from questions of policy. Weiler begins by asking the ques- 
tion, “What kind of economic system do we want?” It is clear from the state- 
ment of the question that Weiler recognizes that economic systems are objects 
of choice and that societies, as well as individuals, must choose between al- 
ternative courses of action. It would seem that in order to make the necessary 
social choice some sort of rule or process must be formulated to pass from 
individual orderings of alternative economic systems to a social ordering of 
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these systems, Unfortunately, Weiler omits this step and answers his question 


in quite an arbitrary fashion. The reader is told that the answer given comes | 


_ mainly from J. M. Clark and'not from the orderings of individuals. Now it is 

- probably true that the problem of deriving a, satisfactory social welfare func- 
tion cannot be taken up in an elementary economics course but it still seems 
improper for an author to select arbitrarily one economic system and discuss 
it as if it were the proper system for sociéty to achieve. It would seem more 
fitting had Weiler confined himself to the sufficiently difficult task of analyzing 
the probable effect upon certain important aggregates of alternative economic 
_ policies which could be used to achieve alternative economic systems, with- 
~ out undertaking to select the economic system to be achieved as well. 

Pavut WELLS 
Harvard University ’ | 


Readings i in Economics. Edited by P. A. SAMUELSON, R. L. BISHOP, and I R. 


COLEMAN. (New York: McGraw-Hill. 1952. Pp. xii, 484, $4.00; paper, 


$3.00.) ~ 


| Readings in Economics is the latest in the growing collection of anthologies 
available to supplement the standard textbooks in elementary economics. The, 
volume is organized into eight parts covering the broad topics generally in- 
cluded in an elementary course, beginning with concepts and the institutional 
framework and ending with selections-on economic systems and economic 
philosophy. There are sixty-four selections and an appendix of eight economic 
charts. The selections have been organized into sections which correspond 
roughly to Samuelson’s Economics. There is no reason, however, that the 
book should not be used in connection with any standard text or the selections 
read in an order quite different from the editors’ arrangement. In ‘general, the 
articles are well written, intercaung, and well suited to students at the ele- 
mentary level. ` 
The number of selections is pumi somewhat smaller in this volume than 
in previous anthologies. The editors. have avoided the temptation of includ- 
ing clever little tidbits which add little to the useful knowledge of the student. 
-Rather, their selections are somewhat longer than those of similar volumes, 
and in most cases the result is something more meaningful and useful to the 
. student. The price of increased length of particular selections, however, is 
some reduction in total coverage, On the many topics which it could be ċon- 
. sidered desirable to touch upon in an elementary course, this ae supplies 
fewer articles than do previous volumes. 
In view of space limitations, selection of articles ioii the vast_array of eco- 
- nomic literature for inclusion in any, such. volume presents a formidable prob- 
lem to the editors. A case can be made for the inclusion of this article, the 
exclusion of that article, or for substitutions. Evaluation of the articles finally 


included will vary in accordance with personal predilections and the nature - 


of particular course offerings. This volume appears to be a good compromise 
and should be a useful reference work at the elementary level. 

The volume contains such gems from the classics as Malthus on popula- 
. tion, Mill on the functions of government, Ricardo and George on rent, 
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Adam Smith on free fade and Schumpeter on “creative destruction.” One - 
ingenious selection is the “Petition of the Candle Makers—1951” which ap- 
pears immediately following Bastiat’s famous “Petition of the Candle Makers 
—1845.” The bulk of the volume, however, consists of current and topical 
articles drawn from journals, periodicals, and government documents. 

_ The editors have made special effort to include articles which present “view- 
points that sometimes receive less emphasis in the academic classroom,” i.e., 
the National Association of Manufacturers, the Chamber of Commerce, state: 
ments by spokesmen of particular industry or labor groups. For my personal 
taste I would prefer a little less of special and particularized viewpoints and 
further selections to drive home the results of. academic inquiry as it con- 
cerns the economy as a whole. Exposure of the beginning student to the 
narrow (and occasionally erroneous) treatment of economic problems by. per- 
sons with special interests in mind does not ordinarily assure that the product 
. of Economics 1 will be a student with well-rounded views. On the contrary, 
it often serves only to confirm preconceptions and prior judgments and to 
minimize the acceptance of ideas less familiar but equally important and per- 

haps more ‘intellectually honest.’ 

The editors’ emphasis has resulted in a one-sided presentation of the prob-. 
lems of monopoly-competition, antitrust, and ‘‘bigness.” This portion of 
the book (Industrial Organization and.Pricing) is, I feel, the weakest. The 
_ selection on the nature and history of antitrust policy is so concentrated and 

‘dehydrated as to be meaningless to anyone not already conversant with the 
subject. I miss Henry Simons on monopoly and also on monetary-fiscal policy. - 

In-sharp contrast, however, are such articles as the clear and concise Pigou 
treatment of the “Economics of War.” All of the,material on the economics of 
defense, mobilization, inflation, and controls is excellent. The portion devoted 
to distribution of income is adequate but unimaginative. The section on 
economic systems and philosophy is especially good. It contains, among other 
things, the Communist Manifesto, some excellent Pigou, Keynes’ classic Chap- 
ter 24 from the General ered and comments on the economic system by re- 
ligious leaders. 

I find that the volume provides very good supplementary reading nena. 
generally well edited, and presented in good form. It will not Sove all prob- 
lems of assigned reading but it will help. 

FRANK c CHILD 

Pomona College 


Economic History; National Economies 


Histoire du Commerce. Edited by JACQUES Lacour-Gavet. Vol. I: La Tene 
et les Hommes; Vol. II: Le Commerce de V Ancien Monde jusqu’é la Fin 
du XVe Siècle. (Paris: Editions SPID. 1950. Pp. xxiii, 377; and 360. Fr. 
1200 per volume.) 

‘This review deals with the first two yma of a general history of com- 
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merce, which is to be completed in fivé volumes. Of the two volumes which 
are ready, the first contains a general account of commercial geography, the 
social rôle of merchants and the types of commercial institutions. The second 
volume is a history of trade in the western world from its beginnings in an- 
tiquity to the end.of the middle ages. The remaining volumes will bring the 
history of trade up to the present, and will take up also the discussion of 


_ commerce among non-western peoples. 


If the remainder of the set is up to the excellence of the two M pub- 
lished go far, it will be a worthy successor, on a more limited scale, to such 


` great historical compilations as the French have produced in the past in the 
. collections Peuples et Civilizations, published under the editorship of H. 
. Halphen and P. Sagnac, or L Évolution de P Humanité, published. under the | 


general direction of Henri Berr. Anothér comparison which suggests itself is 
with the Cambridge Economic History. This work is both more detailed and 
deals with a broader set of topics than the volumes under review. The Hestotre - 
du Commerce is, moreover, intended chiefly for the interested layman or 
the student of general history, and the major effort made by the contributors 
to the work is not to push further the frontiers of knowledge in the field of 
commercial history, nor even to enter into an evaluation of different views 


_on certain phases of this history as expounded by various authors, but rather 


to give an informed and well-balanced summary of what purports to be 
generally accepted opinion and knowledge in the field. Hence thé usefulness of 
the two volumes under review for the scholar is somewhat limited, and the 
specialist in economic history, or particularly the history, of trade, will hardly, 
find anything’ in them which is new to him. He will especially miss the dis- 
cussion of controversial, as yet imsolved, issues, and although the special 
bibliographical footnotes appended to the several chapters, as well as the 
general bibliography at'the end of Volume I, are not without merit, they are 
neither complete nor free from error. 

~ And yet, the over-all impression that even the expert in he feld of eco- | 
nomic history is likely to get after reading the work is one of satisfaction. In 
part this is-due to the display of a real’ economy of words. A tremendous mass 
of information is packed into the two volumes of a little over 350 pages each. 
All the really important issues and events are touched upon, and the manner 
of presentation is throughout plastic and vivid and in some places truly de- 
lightful. For example, the description of the rôle and operations of small retail 
traders throughout the ages (pp. 163-ff., Vol. I), or the sketch of the major 
changes in trade patterns between the fifth and the fifteenth century (pp. 189- 
93, Vol. II) are passages ‘which not only convey clearly and precisely the. re- 
Jationships under examination, but exhibit fluent French prose at its best and 
most expressive. . 

The economy and clarity of exposition are matched by the nice sense of 
proportion ‘exhibited by the contributors and the balance displayed by the 
various parts of the work. The examples chosen are usually sufficient to il- 
luminate a point clearly, and never appear to be heaped on in a mass so as 
to become boring: Even a subject, which on the surface might appear as dull, 


\ 


such as the description of the various forms of retailing under modern mass- 
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EE T methods, is treated in a lively fashion, aga the various types of re- 
tail distribution, by chain store, mail order house, department store, and 
others, are surveyed with a realism which makes them come to life for per- 
sons not, or only very little, familiar with these forms of retailing, and, at 
the same time, are not uninteresting to those who have daily contact with such 
institutions. 

A similar balance is exhibited in the more strictly historical accounts. For 
example, the often obscure phases of declining trade during the days of the 
decomposition of the Western Roman empire, are laid bare with a fine feeling 
for what is pertinent, and the equally complex history of the reconstruction 
of trade in the West from the eleventh century on is dissected in a lucid and 
systematic fashion, The parts played by Byzantines, Venetians, Genoese, 
Pisans, Provengals, Arabs, Normans, Jews, and Syrians, and later by the 
German, Frisian, and Flemish traders and hanses are carefully described; and 
the intercourse between the various groups, the networks of trade in the 

Mediterranean and the Baltic-North Sea area, as well as the function of the 
connecting centers between the two networks, the fairs of Champagne and 
the cities along the Rhine and in the valleys just north of the Alps, are sub- | 
jected to precise and well-fitting analysis. As a result, the reader is led to 
understand not merely why such medieval centers as Venice, Genoa, Cologne, 
Hamburg, Bruges, and others, were prosperous, flourishing towns, but he-also 
recognizes how the combined impact of commercial and economic activity, on 
the one hand, and political fortunes, on the other, led, in the twelfth and - 
thirteenth centuries, to the concentration of economic activity on a high level 
in three or four centers—Northern Italy, the Low Countries, the sheltered 
river mouths along the Baltic and the North Sea—-and why, almost inexorably, 
a- gradual dislocation took place away from these centers towards Southern | 
Germany, the valleys of the Seine and the Rhine, the main ports along the 
English Channel and the Danish Sound, and in Italy towards the cities 
located farther away from the coast—Florence, Milan, Rome, Bologna. He 
_ sees finally, how the endpoint of the history of medieval commerce is reached 
- in the discovery of the New World, and how, from now on, the Atlantic 
Ocean becomes the main highway for overseas trade, thus finally displacing 
the Mediterranean from a position it had maintained, with only short and 
relatively insignificant interruptions, for over two millennia. ' 

This is the sweep: conveyed by the second volume; the contributors to 
which are Maxime Lemosse, who carries the story up to the interruption of 
the western Mediterranean trading system by- the Arabs in the seventh 
century, and Marguerite Boulet; who deals with medieval trade. This. last - 
section on medieval trade is not only distinguished by the very skillful 
handling of the historical material, but also by the courage of the’ author in 
presenting hypotheses where certain knowledge is as yet absent, notably in 


her account of the reawakening of commerce in the West during the eighth | < 


and ninth centuries. She follows, on the whole, in the footsteps of good and 
secure authorities; her mentor through this as yet relatively little explored 
field is Henri Pirenne. The summary she provides is; however, not 4 slavish 
reiteration of Pirenne’s hypotheses on the origin of trade in western and north- 


~ 
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western Europe, but incorporates some of the critical comment levied against - 
Pirenne by men such as Dopsch and others. 

Professor Lemosse, on the whole, remains in the realm of what is known 
with a fair degree of certainty, and hence devotes only relatively little space 
to the origins and éarly stages of commerce. It would have been desirable if 
more space had been given in his account to Greek trade in the pre-Hellenistic 
period, especially the mixed enterprises of piracy, colonization, and com- 
mercial activities among the Greeks of the Western Mediterranean. Hardly 
any attention is given to the rôle of Minoan Crete, and several of the 
politically less important peoples—Lydians, Hittites, Assyrians—are given- 
only very cursory treatment, Even the Persians are much neglected. Compared 
with the relative paucity of descriptions and analysis of pre-Hellenistic com- 
merce in antiquity, the sections on commercial policy and relations after the 
death of Alexander the Great and under the Roman Empire are adequate and 
in parts quite excellent. 

The three main contributors to Volume I are André Journaux who writes 
on commercial geography, Pierre Bernaerts, who writes on the social status of 
the trader, and Michel David who writes on commercial institutions. M. 
Journaux presents in some 130 pages a good account of commercial geography 
with particular relevance for the present. It would have been desirable, in a 
work on the history of commerce, if more attention had been given to some of 
the changing aspects of geographical conditions owing to changes in trading 
‘centers and trade routes, the commodities traded, and the means of transport. 
The network of commercial relations, overland and across the seas, in a 
modern setting, is well described, at times even in such detail as to include a 
listing of the tonnage of the major passenger vessels plying the Atlantic 
Ocean, or the main types of passenger planes, or the passenger miles flown 
by the world’s five or six largest air carriers. At the same time, no attention 
is paid to such questions as what geographical conditions favored the develop- 
. ment of such centers as Alexandria, Antioch, or Carthage, what geographi- 
cal conditions determined the main caravan routes in antiquity between the 
Syrian coast and the uplands of Iran or Arabia Deserta, what types of changes. 
in the system of rivers and canals in the Low Countries took place as a 
consequence or condition of the gradual shift of the commercial center from 
Bruges and Ypres to Antwerp, and further to Amsterdam. 

Next to Mlle. Boulet’s contribution on medieval commerce in Volume II, 
Dr. Bernaerts’ account of the social rôle of the trader is the most outstanding 
section in the two volumes before us. This may, in part, be due to the in- 
trinsic interest the discussion of the social position and function of merchants 
has for economists and economic historians. But it is in part doubtless due also 
to the freshness of the views expressed by Dr. Bernaerts. His main proposi- 
tion on the social background of traders is that they come from all classés and 
that no social group is specially favored as a source for the recruitment of ` 
trading people. He admits that, in a society. in which exchange is little de- 
veloped and only sporadic, the so-called “marketless economies,” the limited 
trade which does take place is usually carried on by foreigners. For example, 
in the late Merovingian or early Carolingian period in the Frankish empire, 
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trade was exclusively in the hands of Syrians, Greeks, and Jews, Once a 
domestic group of traders develops, however, the monopoly of the foreigners 


is broken and individuals from the lowest as well as the highest ranks of a 


society tend to enter trading activities. 

Without wishing to contest any of the facts cited by Dr. Bernaerts, his 
`- analysis appears insufficient. Granted that traders throughout the ages have 
come from all social classes, is that all we can say about their recruitment? 
Can we discern particular factors in the social structure, or the value system, 
of a society, which would favor the movement of some members of this 
society from certain social layers into trading occupations of certain kinds, as 
compared with others? Has the opportunity to embrace a career in commerce 
been the same for people of different social background under all cultural and 


social structural conditions, or_can we indicate certain specific relationships ` 


which tend to vary with changes in the social composition of a group, and 
which exert an influence upon the selection of persons who do and who do not 
engage professionally in exchange operations? Is the meaning of retail trade © 
‘the same. on different levels of economic advancement, and what influence, 
if any, does this difference have on the social composition-of retailers in differ- 
ent societies? ‘These and other similar queries come to mind when one reads 
the account of Dr. Bernaerts. And although he does not answer them, and per- 
. haps does not even see some of them, his essay contains strong hints in several 
places that the simple statement that traders come from all social classes 
could and should be restated in more sophisticated and refined form, and 
that due account must be taken of differences not only in the level of eco- 
nomic advancement of a society, but also in the cultural values and norms of - 
a population, which affect the process of recruitment of the merchant class. 

The last essay in Volume I by Dr. David is, as already pointed out, lively 
and thus overcomes the intrinsic dullness of its topic, the discussion of com- 
“mercial institutions. The different forms of retail and wholesale trade are dis-. 
cussed, agency and other forms of commercial intermediaries, as well as co- 
operatives and state trading enterprises are dealt with. Yet, the essay leaves 
the impression of being unfinished. It would have been desirable to include in. 
it also certain legal relationships which are significant for trade. For example, l 
the problem of insurance is almost completely neglected, and no mention is: 
made of different types of commercial paper (warrants, etc.) which perform 
such an important function in trade. Also, among forms of retail trade under 
present-day conditions, installment selling is grossly neglected. These lacunae 
should probably not be laid at the door of Dr. David, since his assignment, 
according to the title of his essay, was to deal with the evolution of trading 
institutions (“formes d’exploitation commerciale”), rather than the legal and. 
institutional framework within which commerce developed, and the legal and 
other instruments created for its use. But for the sake of completeness, it 
would have been desirable to have a short section on the historical develop- 
` ment of accounting, insurance, and different kinds of commercial paper, and 
their rôle and function at different stages in the evolution of trade. 

This démand may perhaps be too perfectionist, and M. Jacques Lacour- 
Gayet, the editor, and the authors of the two volumes might reply that they 
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have given us enough material in the ak before us. Their claim would, 
doubtless, be justified, and one may look. forward with eagerness to the re- 
maining. three volumes of this set which has been initiated in such a success- 
ful mariner: 
Birt E. HosErITZ 
University of Chicago 


_ De Financiële Ontwikkeling van Nederland. By H. Rremens (Amsterdam: 
N. V. Noord-Hollandsche Uitgevers Maatschappij. 1949. Pp. 199.) 

In this slim volume, Dr. H. Riemens presents an admirable short and suc- 
cinct survey of the development and demise of the Netherlands as a leading 
creditor nation. As such, the book provides a precise historical perspective for - 
an‘ understanding of the dificult financial problems that the country has 
faced since the end of the war. Riemens brings to his task a rich background 
as an author and as a distinguished practitioner in the field of finance. He 
- functioned for a number of years as financiéle raad to the Netherlands em- 
bassies in Washington and in London, and served as a member of the Nether- 
. lands delegation at the Bretton Woods Conference.: He is the author of an 
earlier scholarly study, Het Amortisatie-Syndicaat, een Studie over de Staats- 
financiën onder Willem I. | 
_ "This attractive and well-written book fills a‘ gap in Netherlands literature. 
on finance. While this literature abounds in monographic studies on specific’. 
aspects or phases of the country’ s financial history, to the knowledge of this 

reviewer Riemens’ work is the first complete study on the subject. The book 
comprises a brief introduction and eight chapters, including some general 
- concluding observations. 

Chapters 1 to 3—“Rise of the Netherlands Capital Market”; “Greatness 
`- and’ Decline in the Years 1600-1814”; and “Hundred Years Peace: 1814- 
1914”—covering the period for which there is a dearth of information on the 
payments balance and financial matters—are mainly factual and chronologi- 
cal. Also, the author has relied on general histories for his facts and not on 
economic historians! After tracing the beginnings of the Netherlands capital 
market and the country’s pioneering in the creation of public credit (pp. 10- 
11), Riemens discusses the factors that contributed to the evolution of Amster- 
dam as the financial center of the world in the 17th century when “Countries - 
in the process of development and countries in financial straits turned to 
Amsterdam for new capital” (p. 41). He suggests.that the decisive factor 
probably was the Netherlands’ anti-mercantilist policy opposing the accumula- 
tion of gold as a war chest and permitting the free outflow of gold (pp. 28-29) 
as foreign government loans and as investment in European and overseas 
ventures (pp. 32-42). Amsterdam’s supremacy ended with the French occupa- 
tion of the country during the Napoleonic Wars and the subsequent emergence 
of Loridon as the international capital market par excellence, attracting to 
itself the former business of Amsterdam (p, 55).: 
However, the Netherlands recovered rapidly from these catastrophic events 
by developing its East Indies (Indonesia) colonies. A steady net inflow of 


~ 
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foreign exchange from the sale of the colonial PNE resulted in an increase 
in-the wealth, and income of the Netherlands (pp. 56-57), leading in the 


1840’s to the revival of Amsterdam, with the United States as one of its ` 


principal customers (pp. 59-69). Through a careful analysis of Netherlands 
` trade statistics and “invisibles” for the period, the author shows that after 


1870 the net income from and the return of capital invested in the East ~ 


Indies in the years 1814-1870 by far exceeded the new investments there 
(p. 57). The extraordinary returns (4.e., profits, dividends, interest, etc.) not 
only provided substantial sums for colonial reinvestment but also surplus 
capital for investment in the United States and in other areas.” 

Chapter 4, “From World War to World War: 1914-1940,” comprising more 
than one-third of the text, is a thorough statistical analysis of the financial 
development of the Netherlands during and after the First World War against 
the background of the economic changes in the world, especially of the pros- 
perity and crisis in the United States., This probably is.the best treatment of 
a complex subject available anywhere, Riemens here makes use of balance- 
of-payments statistics (first worked up.under the auspices of the League of 
Nations) and other financial data. He surveys the financial reconstruction 
measures after the war; he discusses the conflict over the return to the gold- 
standard and the financial policy of the H., Colijn and G. Vissering cabinets, 
and considers the prolonged depression of the thirties and the flight of capital 
because of threat of a new war. . 

Neutral Netherlands emerged from World War I in a weakened financial 
position, with a depreciated currency, an unfavorable payments balance and 
with heavy losses of investments in Russia, Germany and Austria (p. 76). 
The Netherlands government for the first time had to borrow—the irony of 


history—in the newly rising American capital market. Also, because of the’ 


-high interest rates in the Netherlands, the East Indies had to borrow in the 
United States (p. 87). But with the spread of world prosperity, the Nether- 
_lands payments balance improved after 1923. This facilitated a return to the 
gold standard at the old parity in April 1925. The author shows that—in 
contrast to Great Britain which suffered disastrously from a similar policy— 
this was justified and successful (pp. 96-97): In fact, the Netherlands re- 


mained on the gold standard till September 27, 1936, long after it had been | 


abandoned by the United Kingdom and the United States. Only the advent of 
` the world crisis made it difficult for the country to continue to develop “as an 
island of great prosperity in the midst of an impoverished Europe” (p. 96)! 
During the interwar ‘period Amsterdam again was among the capital markets, 
albeit one of second rank. The East Indies again provided—in prosperity 


and depression—the net surplus capital for Netherlands participation in 


foreign loan issues and direct investment abroad (p. 114). 
Chapter 5, “The Netherlands Occupied,” is a- remarkably. objective de- 
scription .of Germany’ S techniques and methods of economic exploitation. of 
*An exhaustive study of this subject is K. D. Bosch, Nederlandse Beleggingen in de 


Verenigde Staten (Amsterdam, 1948). See my review in Annals Am. Acad. Pol. Soc. Sc., 
Sept. 1950, pp. 192-94, l 


Pan 
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the Netherlands during World War II occupation. Chapter 6- discusses the 
““Measures of the [Netherlands] Government in London” to protect the 
country’s interests during the war, to finance its participation in the struggle, 
and to rehabilitate its economy after liberation, The study concludes with aù 
analysis of the “International Reconstruction Measures” in Chapter 7. World 
War Il, the German occupation and the loss. of Indonesia have utterly 
broken the country’ s financial power. Only at the cost of considerable dis- 
investment in the United States and through Marshall. Plan assistance was 
complete disintegration of the country prevented. Whether the Netherlands 
capital market can again be revitalized remains, to say the least, problematical. 
De Financiële Ontwikkeling van Nederland is a welcome enrichment of the 
Netherlands’ economic and financial literature. It should be-of interest not 
only to those concerned with Netherlands affairs but also to students of 
European economic history. 
| ArTHur LEON Horwixer 
Washington, D.C. 


The Economic Development of Poland, 1919-1950. By J. TayLor. (Ithaca, 
New York: Cornell University Press. 1952. Pp. xiv, 222.) 


The purpose of this book is to acquaint the reader with “the economic 
affairs of a not sufficiently known eastern European country which was 
confused in its economics, in its politics, and in those moral values which 
should always provide the foundations of policy” (p. viii). Had the author 
confined himself to this task, he could have made a valuable contribution to 
the growing literature about the underdeveloped countries. He has gathered 
a large amount of, sometimes, very interesting material. But he has overshot 
his mark, and the result is a treatise in defense of the pre-war Polish regime, 
apparently designed to clear it of all responsibility for the appalling economic — 
conditions which prevailed in that country. (Most of the book deals with | 
the inter-war period; only forty pages are devoted to a furtive discussion of 
post-war developments.) Everybody, from the United States to Hitler and 
Stalin, is blamed for Poland’s sorry plight, except the Poles themselves; 
but more than anybody else—the Jews (p. 32). Curiously enough for an 
otherwise well documented book, the figures quoted in support of this view 
(p. 103) are given without reference, the author begging us to take them 
“on trust” (p. ix). The officially proclaimed course of action of the Polish 
government aiming at the economic destruction of the Polish Jews is brushed 
' aside under the name of “some restrictive policies’ which the author is 
ready to admit “led to the charge of antisemitism” but were, after all, only 
well intentioned methods “of making the best of an unfortunate historical 


legacy” (p. 104). With reference to the “vast movements of population” that .- 


took ‘place in Poland during World War II, the author decries bitterly the 
forced evacuation of a million Poles into Russia (p. 156), but has not a 
word to say of the three million Polish Jews driven from their homes into 
Hitler’s extermination camps. .. 

The rest of the book does little to enhance its value. The author dwells at 
great length on the financial problems of. pre-war Poland, especially the 


' BOOK REVIEWS 951 


stubborn and éostly maintenance of an overvalued currency. He calls this 
“the major mistake in Polish economic policy over the whole period from 
1919 to 1939” (p. 130) and holds it greatly responsible for the severe 
unemployment, for handicapping the export industries, and for retarding 
economic recovery (pp. 43-44, 120, 146). Yet he asserts that the government 
could not afford to devalue the zloty- because of the people’s “painful 
memories of inflation” (p. 43). And to emphazise the point, he repeats this 
argument time and again in almost identical words (pp. 50, 144, 145). On 
the other hand, he admits that Poland’s neighbors had inflations of a much © 
more severe kind (p. 116). If so, did they suffer from bad memory? Or was 
the better memory of the Poles responsible for the depression lasting two 
years longer there than in the rest of Europe? 

Pre-war Poland appears to the author as a shining model of a mixed 
economy, “part socialist, part private enterprise” (p. 207), and he puts the 
semi-fascist Polish police state on a par with the British democracy (p. 35). 
Poland’s arrogant and corrupt bureaucracy which succeeded in all but killing 
what little private initiative there was, is to him “the leading example of 
national economic planning (with) the maximum private incentive allowed 
within the overriding claims of the national interests” (loc. cit.), And all 
this simply because the statistics show that the Polish government owned a 
number of industrial and commercial enterprises (many of which, incidentally, 
were only kept alive by generous government subsidies). 

Opinions such as these make it difficult to take the author seriously. It 
seems that he has fallen a victim of his own credulity and his love for every- 
. thing Polish. He has, for example, equal praise for both the pre-war and 
. present Polish regimes, although he claims to “disapprove morally” of the 
latter. His story reads as though it had been taken from the pages of pre-war 
Polish government publications. Actually, he does acknowledge the help and 
advice given him by some members of the old government clique (p. ix). 
If this is where his wisdom comes from, then,.of course, sapienti sat. 

ARTHUR MANDEL 
. University of California, Los Angeles 


Statistics and Econometrics 


Econometrics. By GERHARD TINTNER. (New York: John Wiley. London: 
Chapman & Hall. 1952. Pp. xiii, 370. $5.75.) 


By “econometrics” Professor Tintner means the measurement of economic 
relationships. In his own words, “It consists in the application of modern 
statistical procedures to theoretical models, which have been formulated in 
mathematical terms” (p. vii). He distinguishes it from mathematical economics, 
which “formulates economic theory in mathematical terms and uses the 
methods of mathematics to derive economic relationships from certain basic 
assumptions...” (p. 4), and from statistical economics, which “declines the 
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use of economic ic theory and claims to present a a statistical summary of the 
economic data themselves” (p. 12). Tintner also distinguishes econometrics 


_ from statistics simpliciter, since statistics is concerned with the derivation | 


of frequency distributions while this book justifies its statistical techniques 
by modifications of the least squares argument without going into sam- 


pling characteristics. The primary purpose of Part I of the book is to 


develop this concept of econometrics and to show, largely by means of 
examples, its - scope, objectives and accomplishments, Exposition of the 
‘techniques of econometrics is deferred until Part II, which treats techniques 


which abstract from the time dimension of economic life, and ‘Part I, which 


. deals with time series analysis. ` 

Part I is a survey of modern empirical research into the functional aa 
ships of economic. theory. It uses. the case-study method to explain what 
. econometrics tries to do and its underlying philosophy. The illustrations relate 
to demand ‘functions (Shultz, Whitman, Roos and von Szeliski), supply 


_ functions (Schultz and Tintner), cost functions (Dean and Yntema), pro-: 


duction functions (Cobb-Douglas and Tintner), utility functions (Waugh, 
Allen and Bowley). There is a brief statement of Leontief’s input-output 
technique for representing relationships among industries. Numerical eco- 
nomic models, both static and dynamic, are exemplified- by the work of 
Haavelmo, Tinbergen and Klein. 

This variety of illustrations stakes out the -field and aspirations of 
econometrics. Tintner’s approach to each illustration is the same. He first 


| . states the problem, the basic assumptions, and the nature of the data 


-employed. These considerations lead at once to the form of the economic 
equation which is desired. Then Tintner presents the final equation, complete 


- with numerical coefficients, as derived by the investigator. Finally, there ‘is 
'. @ brief interpretation and evaluation of the result. The evaluations, which are . 


a part of ‘each illustration, add up to an’evaluation of the attainments of 


econometrics thus far. Tintner feels that econometric research to date has’ | 


- been frequently suggestive but always inconclusive. He remarks that each 
of the illustrations is based on an over-simplified economic model and on 
unrealistic statistical a ea Consequently the results can be only 
j tentative. l 


Parts II and IH present a collection of the most important statistical 


` methods used in ‘econometrics. They presuppose a fairly good statistical 
background, which permits disposing of classical least squares in six pages 


and of partial correlation in half a page. The discussion of methods for 


estimating economic relationships is organized on a clear and instructive 
principle. Two cases are distinguished. The first is the case in which an exact 


formula connects the “true” values of the. economic variables, so that, the. 


- scatter observed in empirical work is to be imputed to the fact that observed 
economic data are only imprecise estimates of the “true” values. If only 


one variable, the “dependent”. one, is subject to errors of observation, this | 


case gives rise to classical multiple regression. If errors of observation affect 


several of the variables, “weighted regression” methods must be used. Tintner: 


gives one such method, developed by Koopmans and himself. 


~ 
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Thé oiler case is that of stochastic variation, Here the model assumes that 
the economic variables can be observed accurately, but that the relationship 
(or relationships) connecting them. is inexact either because the equation 
does not include all the relevant influences or because it is inherently subject 
to random variation. In the simplest case of only one economic relationship 
this also reduces to the classical method of least squares. In more complicated 
models, where the variables are connected by. several equations, the Cowles 
Commission methods of analyzing simultaneous stochastic models come into 
play. In this connection Tintner gives a clear exposition of the concept of 
“identification” and of the limited information method of estimation. 

In addition to these standard tools of econometric analysis, Tintner suggests 
_ & number of special purpose tools which have been applied only infrequently 
in econometric work. From the arsenal of psychological statistics he borrows 
the techniques of discriminant analysis, principal components, and canonical 
correlation. Of these, principal components appears to ‘have the greatest- 
promise for use in economics. This.technique applies to the case in which there 
is a single dependent variable and a number of independent variables, all 
- correlated with each other, It assumes that the correlations among the’ 
independent variables result from the fact that the independent variables 
actually depend upon some more fundamental unobserved variables which are 
not intercorrelated and each’of which influences several of the observed ‘ 
variables. The method searches for these underlying variables, which are 
` expressed as linear combinations of the observed independent variables, These . 


underlying variables have zero correlations with each other and one of them, , 


the one with the highest correlation with the dependent variable, is the ` 
“principal component.” If the principal component explains essentially all 
the variation in the dependent variable, then it seems reasonable to believe that 
the variation in the dependent variable (for example, aggregate production) - 
is due to a single economic cause, namely, the one detected by the principal 
component. Subsidiary components may also be computed, to obtain a count of 
the number of independent (#.e., mutually uncorrelated) causes which ‘influ- 
ehce the dependent variable. Each of the techniques taken from psychological 


statistics is explained clearly, though succinctly,. and illustrated. by the ' 


results of recent economic research. 


—_ 


In Part IO Tintner grapples with the refractory problems of time series — 


analysis. He gives a cursory treatment of fitting polynomial trends by 
orthogonal polynomials, but feels that the method requires unreasonable 
-assumptions about the nature of long-run economic forces. Hé prefers a 
flexible moving-average method, in which the length of the average varies 
with the length of .the business cycle. Some attention is given to -logistic 
trends and to a non-parametric test for ane existence of trend, based on 
rank-correlation. 

Tintner discusses the measurement of asa and cyclical variation by 
outlining the method of Fourier analysis, useful when the length of the 
period is known, and by surveying, very briefly, several methods of periodo- 
gram analysis, useful when the length of the cycle is not known. He also 
describes ¢ a flexible method for eliminating season variation, i to A. Wald. 


t ; 
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The details of this. method are not available in English, and Tintner does not 
give enough information to permit the reader to judge the advisability of 
using it in any particular problem. None of the more familiar methods of 
seasonal and cyclical analysis is discussed. 

There is an extensive discussion of economic models: involving linear 
difference equations, that is, models which include linear relationships among 
a number of economic magnitudes observed at different dates. The treatment 
is based largely on the work, of H. Wold, but the results of some more recent 
researches into autogression are also described. Tintner emphasizes methods ` ` 
for estimating the constants which occur in such models, rather than their 
economic implications. The book ends with ‘a summary of the variate. 
difference method for estimating variances in time series, a method to which 
Tintner has made signal contributions, and techniques related to it. 

Clearly the book is a compendium which merits a place on the handy 
reference shelf of any econometrician or statistician concerned with economic 
data. It describes the basic ideas of a rich variety of modern analytic tools. 
All explanations are short, most are illustrated by practical numerical 
examples, and lapses from clarity are surprisingly few in a book of such 
scope. Its outstanding merit as a reference book has not been mentioned up 
to this point: the footnotes. As far as this reviewer was able to tell, all 
important contributions are either described in the text, or cited in the notes. 
For example, the-discussion of weighted regression is documented with better 
than forty references, and this is about average. Thus the book will serve as 
a comprehensive descriptive index to modern statistical methods in economics 
and even where, as occasionally happens, Tintner’s description is too brief 
to be self-sufficient, his citations lead the reader to original sources. 

As a text, it would-fill the needs of an advanced course in economic | 
statistics, coming after a course pitched at the level of Yule and Kendall, 
` Ezekiel, or Mood. It does not repeat the basic statistical tools treated in 
such texts, and acquaints the student with the more elaborate. methods 
required by more sophisticated economic models. The most serious omission 
. Which comes to mind is that of index numbers; there is no mention of either 

- the basic older contributions of Fisher and Mitchell, or of the more refined 


contributions of Divisia, Evans, and Shephard. Since much econometric work ._ . 


rests on index numbers or closely related aggregates, the omission is serious, 
but a book cannot include everything and this book includes more than 
anyone has a right to expect of the author. 
, | RoBERT DORFMAN 
University of California, Berkeley . 


` Economic Systems; Planning and Reform; Cooperation 


British Planning and Nationalization. By Ben W. Lewis. (New York: 
Twentieth Century Fund. 1952. Pp. xi, 313. $3.00.) 


Asked by the Twentieth Century Fund to do a “brief reconnaissance” of 


~ 
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“what the Labour Government did” (Foreword) during its postwar term 
of office, Professor Lewis has come up with a very compact, useful and read- 
able handbook on the more bitterly disputed nationalization measures. These 
are summarized briefly, and are then appraised against the general back- 
ground of conditions of the industry at the time of nationalization, and in the 
light of subsequent management results as revealed in various annual reports. 
Short shrift is given nationalization of the Bank of England, aviation, com- 
munications and gas on the grounds that national ownership in these cases 
involved few controversial issues. Contrariwise, certain other measures—imost 
notably town and country planning, distribution of industry, and health and 
housing—are dealt with at some length, even though the issue of nationali- 
zation per se played a relatively minor rôle, for the reason that they figured 
heavily in the Labour version of socialist planning, 

Planning, not nationalization, consequently is the subject under review. 
The first chapter is taken up wholly with this subject, and a short concluding 
chapter attempts a summing up of successes and failures. Lewis finds (p. 275), 
that “The British economy in 1951 is ‘planned’ neither in structure nor in 
operation. Britain has no master plan.” This “lack of a bold, imaginative 
over-all plan” pleases some and saddens others. He believes that we have 
here simply “plain,. democratic muddling—of a fairly high quality” and 
that in these times “this is the way democracies behave” when compelled 
to face “the formidable problems of organized living-together in the middle 
of the twentieth century” (p. 276). Comforting support for this conclusion 
is supplied by the further observation that with the exception of steel, and 
of certain features of transport (road transport in particular), virtually all 
the measures taken by the Labour Government have either in whole or in 
part enjoyed “open support from Conservatives and Liberals.” It is, hence,” 
“thoroughly British” (p. 277). 

This is all very well, and so far seems to me entirely accarate: But as a 
picture of the problems and solutions of the postwar Labour government 
it has very serious weaknesses, Omitted, in the first place, is all but incidental 
reference to the 80 per cent of the British economy not nationalized, and to 
the highly significant, but total failure, of the Labour program envisaged 
in the Development Council schemes. The whole social security program is 
- not even mentioned. The issues of state support of private monopolizations . 
involved in the highly significant seminationalization of food imports, and 
the elaborate controls extended over various sections of the food distribution 
industries are mentioned without being incorporated into the general conclu- 
sions which summarize the volume. Even more important, no attention is 
paid to the overseas nationalization, public projects, and development pro- 
grams. Certain of these, particularly the ill-fated Ground Nuts Scheme in 
East Africa, and the projects of the Colonial Development Corporation are 
of critical significance for an understanding of the Labour program, limita- 
tions of space to the contrary notwithstanding. 

These omissions do not detract from the quality of such summaries as are 
given in this volume. But there is a class of omissions which seems to me to 
seriously limit its value. To say, on the one ‘hand, that the program “is 
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thoroughly British, ” or a bit of Haeniocratic muddling” is merely i resort - 


. to popular clichés, But to by-pass, on the other hand, all the vital issues of .- 


theory and policy i is a disaster. What'is to be said about such questions as: ` 
` Does nationalization ‘mean socialization? Is national planning socialism, or 
vice versa? What does British “socialism” actually mean? Is this socialism 
merely “communism on- the installment plan” as Cecil Palmer argues (The 
British Socialist Ill-Fare State)? Have the nationalized industries’ demon- 
strated ‘an ability to solve the problems of undue bureaucratization, of 
efficiency, of stimulating mass participation on the part of organized labor, 
„of arousing personal ` initiative? These, and a host of allied questions, are 
` fundamental for virtually the entire range of theory and policy issues of 
modern times, political.as well as economic, It seems a great shame that 
Lewis—who has ideas and opinions on these subjects—should have denied 
_ readers-a review, however short, of his opinions of the. Very central problems 
which are raised ‘by what is not only one of the most interesting social 
experiments of modern times, but where successes and failures are of the 
greatest interést to all the nations of the world with a stake in the ever- 
` widening conflict of ideas and institutions to which. this Labour experiment 
so directly relates. 

| : e RoBErt A, BRADY 
: University of California, Berkeley, California 


Lehrbuch fiir den Demokratischen Staats- und Wirtschaftsaufbau. By WALTER 
i ULBRICHT. (Berlin: Dietz Verlag. 1949. Pp. 258.) 
This is a type of book which is becoming an increasingly frequent and | 
. regrettable phenomenon: the collected speeches and reports of senior com- `, 
munist functionaries in Eastern Europe, whose position requires that they 
leave something written on record, but at the same time prevents them from 
devoting the necessary time. and trouble to produce a coherent work of 
importance, In this instance Walter Ulbricht, the moving spirit of the 
Politburo of the East German Socialist Unity Party and the most important - 
Communist there, discusses at various political, youth and labour congresses 
' the different aspects of the Two-Year Plan; initiated in the summer of 1948 
and officially terminated at the beginning of 1951. Quite apart from all other 
considerations, therefore, the book is hopelessly out of date as a guide to 


De present-day conditions and policies in Eastern Germany. These have greatly 


changed since the book came out. Moreover, the author of these reports is 
neither learned, nor interested in contributing anything new to communist, 
theory—which makes the title of the book a misnomer—but is'speaking to 
the masses who in his own evident opinion require that the knowledge fed 
. to them be predigested. ‘Nearly a quarter of the book consists of slogans. to 
be learned .by heart and imparted to factory councils, youth meetings and 
rallies throughout the country. To be effective, slogans have to be repeated 
_ frequently, which makes dull listening and infinitely: duller reading. There is 
at best little interesting communist writing in economics except outside the: _ 
. .Jron curtain and Ulbricht is not one of the few, such as Hilary Minc, who ` 


} 
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work practically and’ think theoretically. It is not difficult to recognise the 


| Soviet origin of the main economic. ideas. Finally, the abbreviations and the. 


whole approach make the book incomprehensible to those not familiar with 
Eastern Germany. It cannot therefore be recommended for those not 


' specially interested in this subject. - 


Ya 


On the other hand, the book has value. As Ulbricht is forever emphasising 
to his listeners, East German society in 1949 was not and was not intended | 
to be communist, nor is it so today. Hence there are gaps‘in the confusing 
Marxist jargon, and through those gaps it is possible to see the real problems 
and Soviet policy fordealing with. them. This policy may briefly be described 
as designed to go no further along the road to communisation than would 
enable it to exploit the expected support of the proletariat living in Western 
Germany under conditions of Anglo-American colonisation and misrepresenta- 
tion. Only when this support in the West was sufficiently powerful to overthrow . 
the federal government and unite Germany under communist control. was 
full-scale socialisation to follow. Meantime there were other problems—the . 
awkward need for the velvet glove in dealing with the peasantry, the anomalous, 
position of the technical intellegentsia, the problem of increasing production 


`- without raw materials. Ulbricht’s treatment shows clearly what sort of a man 


now fills the big posts in communist countries; gone are the great theoreti- 
cians, the orators, the men of principles and high ideals; instead there are 


i practical, careful, ruthless, strictly limited bureaucrats. But like all practical 


organisers, Ulbricht is at bottom direct and simple in his methods; . con- 


` sequently, outside the obligations of party subterfuge, he is relatively honest. a 


In spite of, and not because of, its purpose, this otherwise intolerable com- 
pendium of pomposity and arrogance has a certain interest. l 

| x . al P. NETTL 
Bradford, Yorks. 


The Socialist Tragedy. By icc THOMAS. (New York: Macmillan: 1951. 
Pp. 254. $2.75.) 

Mr. Ivor Thomas is a disillusioned socialist ‘who quit the British Labour 
Party in 1948. Prior to then he bad been editorial-writer, world traveller, Labour 
M.P., Parliamentary Secretary for Civil Aviation, ‘and Under-Secretary of 
State for Colonies, i 

In'this book he offers his assessment of socialism and communism, and by. 
inference the reasons for his apostasy. As he explains it, he once saw the Labour - 
Party as the means to greater personal liberty and social justice. Now he 
regards socialism as in substance identical with communism, and both as a 
major retrogression in the level of civilization. The best prospect for the future 
lies in a mixed economy of capitalistic and public enterprise, “firmly built 
upon human nature” and “offering the best hope of securing the enhancement 
of the material standards of life and, the surest guarantee - -of ‘spiritual 
values” (p. 249). 

In Thomas’ opinion, the division between palk and communists only 
emerged in 1919 with the formation of the Russian-controlled Comintern. ` 


æ 


— 
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Thus he takes no account of Lenin’s rôle in the prewar Second International, 
nor of the bitter. disputes centering upon the teachings of Bernstein:and ' 
Kautsky. Rightly, however, he sees that all factions accepted an economic 


- approach ` to existing society. Change the economic organization and class 


conflict would end. Human evil would disappear. Men would now co- operate 
voluntarily through love of one another. Selfishness and acquisitiveness would 
vanish. Moreover, all sides agreed that private ownership should be abolished, 
to be replaced by central state planning of economic processes. 

Why, then, do socialists and communists continue to disagree? Only because 
the latter are Russian nationalists who also:share Lenin’s contempt for 


- democratic government. In the words of G; D. H. Cole, this 18 only a disagree- 


ment over tactics. If so—and Thomas thinks it is so—then the socialist parties 
are not a bulwark against communism, as their apologists so often contend. ° 
This leads him into a review of the activities of the socialist parties vis-d-vts 
the communists after World War I. Somewhat unjustly, I think, he concludes 
that in the main the socialists either paved the way for communist conquest 
of power or greatly strengthened the latter’s existing -position. True, the: 
economic program of the socialists makes the attainment of a communist 
dictatorship easier, while collaboration with communists has already proved 
a sure road to totalitarianism. But not all socialists subscribe to these 


. policies, because their commitment to freedom is stronger than their urge for 


economic change or political power as such. After all, too, there is a well 


. defined tradition of BETY among many socialists, however misplaced their 


faith may be. 

Thomas then reviews the program of the Labour Party after 1945. He finds 
it has already gone a long way towards nationalization, elimination of property 
incomes, destruction of economic incentives, and central direction of the whole 
economy. 

He turns next to broad philosophical issues. The state, he believes, is the- 
real enemy of personal liberty. While he adopts a conception of ordered 
liberty and thus accords legitimate functions to the state, he does not 
succumb to the modern shibboleth that if a majority votes for increased 
regulation personal freedom is thereby increased. At the same time, he desires 
a broad distribution of private property and economic opportunities. 
Property then functions as a guarantee of independence and a check upon 
state power. On the contrary, collectivism threatens personal liberty on 
several fronts: it means conscription of labor‘in place of free choice of a job; 
destruction of consumer sovereignty; the end of free trade unions; and a 
debilitation of the legislature. Admittedly, these changes are not inevitable, 
but for Thomas they are highly probable. _ 

Men are neither angels nor beasts, but for socialism to work they have to be 


l angels. Since they are not, creative spontaneity will decline and the worst will 


come to the top. New and greater wastes will suplant those of capitalism and 
the standard of life will decline. 

As a form of civilization, ‘socialism now holds few attractions for Thomas. 
His argument is essentially abstract, though illustrated here and there by 
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aes ean from the Russian case. For many readers, particularly those 


of a Fabian persuasion, the analysis will not go unchallanged. According to - 


Thomas, a state monopoly of publishing will threaten freedom of speech. State 
planning will make free unions impossible. Religion, the arts and the sciences 
will necessarily come under the control of politicians. The internationalism of | 
free markets will give way to nationalism and autarchy, Given these costs, 
Thomas counsels that we “hold fast ’to that which is proved.” To him, this 
means a mixed system with a capitalistic base. 

Much of the analysis is conventional, and, of course, may be disputed. 
Some also will reject it for the curious reason that the author has undergone 
a profound change of views, bringing to his new position something of the 
‘` fervor of the recent convert. To the faithful, one is always suspect for 
changing his mind. Nonetheless, Thomas provides an interesting recital of — 
lost illusions, of independent significance for an age in which collectivist 
tides have been running strongly for two generations. For those who have 
watched those tides with growing concern in recent years, the book will be of 
interest as a symptom of a process of reappraisal that is now increasing in 
importance, ? 

l GEORGE H. HILDEBRAND 
| University of California, Los Angeles . 


Business Fluctuations 


Conference on Business Cycles. Held under the auspices of Universities- 
National Bureau ‘Committee for Economic Research. Edited by Gort- 
- FRIED HABERLER, (New York:. National Bureau of Economic Research. 
1951. Pp. xii, 433. $6. 00.) 


On the whole, this collection contains a great deal of excellent material, . 
including numerous comments that are hardly less important than the main 
papers. The volume provides, first of all, a comparison of the viewpoints and 
methods of certain National Bureau economists with those of several econome- 
tricians. A. F. Burns’ discussion of Mitchell’s work, and Marschak’s sub- 
- sequent comments, review the two groups’ methodological differences—the 
one assigning first priority to the examination of time series, the other 
emphasizing the formulation of a comprehensive theory. However, ‘each 
group’s work may appropriately supplement that of the other, and their 
methods may yet take them to the same destination. According to Friedman, » 
promising paths for both the National Bureau and the econometricians to 
take at this point may lead them: into similar endeavors—#.e., attempts to 
use the data in studying component parts of the economy. 

Indeed, econometrician Lawrence Klein sets out in this direction later in 
the volume. He advocates the study of investment behavior in individual 
industries, using cross-section data that provide more observations than time 
series; and presents multiple-correlation analyses of railroad investment and 
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of élbctiie light and power investment in’ the United States. For a 
investment he uses time series to obtain one structural eqyation and cross- 
section. data for. individual companies comprising the industry to obtain a 
second equation. For electric light and power investment, he uses -only cross- 
section data, . 

Whether National Bureau economists will ultimately find themsélves doing 
similar work remains to be seen. In this volume, Thor Hultgren follows what 
may be called traditional National Bureau methods, finding that the percen- 
tage of companies with growing ‘profits ‘declines ‘before business activity ` 
reaches its peak and rises before business activity reaches its trough. -And 
Abramovitz summarizes Part III of Inventories and Business Cycles (Ne ational 
‘Bureau of-Economic Research, 1950). ; 

The highspot of the book, however, is not this difference in hecioasloay: 
but rather Carl Christ’s illustrative test of the predictive value of a particular 
econometric hypothesis. Christ’s study, based in part upon previous tests by’ 
Andrew W. Marshall, is practically:a landmark, because such tests have beer 
‘so rare. Tinbergen’s paper, urging restatement of the usual textbook theories 
'' of the cycle as refutable hypotheses, also puts a salutary emphasis on the 
testing of. theories. But while many of us have: been eager to urge that `. 
hypotheses be refutable, we haven’t exactly been standing in line to devise ` 
and carry out painstaking tests. The Christ-Marshall work- actually gets on ` 
with the job, by subjecting Klein’s model of the economy to several tests. 
As might be expected, the results suggest that models of the entire economy 
are unlikely to improve our predictions greatly in the near future. Perhaps we 
can accomplish more by studying relationships within sectors of the economy. 
This study by Christ deserves more discussion; however, detailed comments 
are already available in Baumol’s review in Econometrica for April 1952. 

In other papers, Schuinpeter discusses the historical approach, and R. A. 
Gordon investigates investment fluctuations during the ‘twenties, using _ 
“quantitative-historical” analysis. The latter paper is a second progress ` 
report on a long-range study of business cycles in the interwar period. The 
| author examines the fluctuations of many time series, partly in an effort to 
eliminate hypotheses that appear not to explain these particular cyclical 
movements. The procedure is similar to Slichter’s examination of the 1937 
decline and to T. Wilson’s analysis of the period 1919-1937. C. Ashley Wright, 
in another contribution to the Conference, offers a new method of forecasting’ 
turning points.. (Briefly, he suggests plotting the frequency per month of the 
_ turning points of individual ‘time series, and then fitting a normal ‘distribution 
to the tail of this sample distribution to estimate the reference cycle turning 
point.) Haberler examines the nature:of cycles in partially planned economies, 
and Smithies surveys countercyclical governmental policy. Apparently the 
chief contribution of recent business-cycle study to policy formation is a ` 
‘wholesome emphasis on uncertainty; as Smithies puts it, the appropriate 
strategic assumption may differ considerably from’ the “best” f forecast. 

_ ROLAND N. McKean > 


X 


Los Angeles, California - 
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Business Fluctuations. By ROBERT A, GORDON. (New York: Harper: and 
Brothers. 1952. Pp. xvi, 624. $5.00.) 


= This vòlumeis intended as a text for an undergraduate 4 one-semester course 

in business cycles. The course, as'envisaġed by this text, is more inclusive than 
the traditional one. It assumes the inclusion of an elaborate introduction to- 
the theory of income and employment and an extensive treatment of the 
principles.and methods of economic stabilization, including fiscal policy. 
This expanded scope of the traditional course is accompanied by coverage of 
the more usual contents of a business cycles course, which is both complete 
and eclectic. The indifferent ‘instructor could easily use the hook as his sole 
reading assignment, 

The text begins with a 123-page introduction to the sional income ac- 
counts and the theory of income determination. The development is conven- 
tional and includes all the necessary warnings about the simplistic assumptions 
of behavior- usually made in the theory. The only shortcoming in this sec- 
tion which might create difficulties for the student is the repeated statement 
that expenditures on new final product are the income-generating expendi- 
tures which are the key transactions to an understanding of cyclical move- 
ments., This emphasis doesnot prepare the reader. for the later discussion of 
short cycles where the volatile movements of intermediate transactions are . 
- stressed. 

Part II of the text; over 300 pages, covers the more traditional contents of 
a business cycles course. It includes chapters on the times series used in 
measuring ‘business activity, the decomposition of times series into different 
kinds of economic change, the instability inherent in the business economy, a 
summary of the findings of the National Bureau of Economic Research’s 
monographs on business cycles, a synthetic description of what happens during 
` the phases of the cycle and at the turning points, a discussion of the many 
business cycle ‘theories, and a lengthy analysis of the period from 1919 to 
1949, The-treatment in this part is consistently of a high order. ©- 

However, in two respects, the instructor with different tastes will have to 
make usé of additional texts. The first-is that the historical analysis of the 
structure of the world economy is barely mentioned and the changing nature of 
capitalism and capitalistic institutions is inadequate. This, of course, is a 
general. deficiency of almost all undergraduate texts. Though the business 
© cycles course is frequently the sole course which treats of the “dynamic 
` economy,” the student is rarely equipped with a historical perspective by - 
which to continue his own informal analysis of our rapidly changing world 
economy for the forty years of his life following the completion of his aca- . 
demic studies, Part of the. explanation for this historical myopia is that this. 
text, like all others in the field, is restricted to the experiences of the United 
States with only tangential references to other similarly developed usta 
economies. 


The other field of the text which requires “supplementation is the econo- — . 


metric approach. The text offers a well-done but overly brief eight-page ap- 
pendix. Econometric models are being used increasingly in academic, in- 
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dustrial and government research, so that a firm understanding of these models 
will be necessary for the research workers, and helpful for the layman. 

Part II includes a chapter on forecasting, another on the international 
aspects of the cycle, and the remainder, about 100 pages, covers the goals 

_ and techniques of economic stabilization. In addition to a lengthy discussion 
\ of fiscal and monetary policies, the text analyzes various other techniques by 
which consumers’ expenditures and private investment might be affected. The 
handling of these controversial issues is never misleading and always in- 
cludes the assumptions made by the ‘advocates, and the counterarguments 
_ Offered. The list of policies discussed is incomplete in that some of the common ° 
government reactions to cyclical movements, such as price and wage controls, 
allocation and rationing systems, revolutions and imperialistic pangina 
efforts are totally ignored. 

The text will fnd ready acceptance in the business cycles course. The 
exposition is clear and the arguments competently developed. Its major short- 
comings are those which are common to most of the undergraduate economics 
courses taught i in the universities.in that, they lack historical dimensions. 

JuLrus MARGOLIS ` 

Stanford ae 


~ Business Roreeaine: Principles and Practice. By Frank D. NEWBURY. (New 
York: McGraw-Hill. 1952. Pp. vii, 273. $4.75.). 


The importance of this book derives from the experience the author brought 
to it: he was in charge of forecasting at Westinghouse Electric Corporation 
for several years, and he earlier made an interesting study. of the forecasting 
work of 37 companies for the Controllers’ Institute of America. The dis- 
cussion of the operation of forecasting machinery in a large company is one. 
of the most valuable parts of the book. For instance, Mr. Newbury describes ` 
the difficulty which arises when compromises on forecasts are made at low 
levels in the organization while top management sees only the final conclusion. 
A clarification is made of the author’s well-known emphasis on subdivision of 
series into component cycles of different lengths. 

The book opens with a discussion of the organization of forecasting 
activities, turns to an explanation of the multiplier, considers the influence of 
the money supply, presents an extended discussion of component cycles de- 

` termined by moving averages and by Brumbaugh’s rate-of-change method, 
‘and ends with the problems of forecasting the production index, prices, and 
Sales, 

Two major methods of forecasting total activity are presented. The first 
depends on the assumption of autonomous investment. Investment is taken to 
include gross private domestic investment, government purchases from busi- 
ness, and net exports of goods and services. The omission of other parts of | 
net foreign investment is highly reasonable at a time when government in- 
fluences have made them move so erratically. On the other hand, omission = 


1 Business Forecasting: A Survey of Budes Practices and Methods (New York: Con- 
trollership Foundation, Inc., 1950}. 


A 
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government purchases of services must be defended by stability of movement. 
In studying the influence of investment Newbury has underestimated the im- 
portance of inventory change, placing chiel reliance on plant and equipment 
investment. 

Attempts are made to classify periods of time in such a way as to obtain 
a stable relationship between investment expenditure and Gross National 
Product. Newbury states that the postwar relationship he develops will hold 
for 1951. The 1951 GNP turned out to be 16 per cent under the projection 
indicated, even assuming actual investment expenditures would have been 
forecast perfectly. The difficulty is that changes are initiated by consumer 
expenditure as well as by investment. Newbury assumes that consumption 
expenditure is completely dependent upon the multiplier relationship.’ `“. 

Chief reliance is placed on surveys to determine future investment, although 
the component-cycle method described in- the following paragraphs. is also 
mentioned in this connection. 

The second major method presented for forecasting activity involves break- 
ing series down into component cycles of different lengths. Newbury avoids 
the assumption that the indicated periodograms can be mechanically projected 
into the future. He emphasizes reliability of direction of movement for a 
considerable time after a turning point is reached. This, he believes, applies 
particularly to the residential building cycle, which he thinks closely ap- 
proximates a regular 18-year cycle. In fact, the movement of this cycle is 
his chief. reliance in forecasting component cycles. 

Newbury believes that each series has its distinctive cycles. He places 
no emphasis on interrelationships and states that the integral cycle is harder 
to forecast than separate cycles in individual series. The existence of the 
business cycle depends upon cumulative movements that carry along expansion 
and contraction. Such influences originate in the integral movement although 
they may be superimposed’ on individual series. Other than for seasonal 
variation; logical explanations of independently generated cycles in individual 
series are generally lacking. 

Newbury’s outline is hard to follow. The book represents an attempt to put 
the forecasting problem in bold relief for the business man, and, to further 
this end, Newbury attempts to be nontechnical. In this he is not very suc- 
cessful and the development becomes complicated. When the subject under 
discussion naturally calls some problem to mind, Newbury does not hesitate 
to discuss it at length+ — 2 

Newbury has described. his intellectual experiences anes fa critically. 
In many ways he takes a wholesome attitude on the forecasting problem. For 
instance, he does not hesitate to include some wrong forecasts made by him- 
self. He has avoided the over-rigidity accepted by most students accepting 


7A statement on page 204 may be interpreted to infer a shifting accelerator over the 
business cycle, but this is at variance with the rest of the book. 

* Pages 198, 205. This is partly in conflict with the idea that GNP can be forecast from 
investment expenditures. He holds stabilization to be an over-all.problem (pp. 262-64). 

* About half of the chapter on forecasting prices is devoted to a discussion of the problem 
of inflation. 
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‘mechanical cycles: “The chief sin against business cycle use is, as has been. 
, Said, the rigid mechanical projection of average-length cycles... (p. 189).” 
' But the reviewer believes that Newbury’s methods are still too mechanical to 
have substantial promise. Investment is not essentially autonomous. The di- 
vision of a series into several component cycles which have no logical explana- 
tidn is little better than mental gymnastics. 
a . . ELMER C. BRATT 
Lehigh University 


Money and Banking; Short-Term Credit; Consumer Finance 


Le Contrôle du Crédit à Court Terme. By 0. J. BroncHart. (Louvain: Uni 
-versité Catholique de Louvain. Collection de Ecole des Sciences 
Economiques No. 45. 1951, Pp. 207. 245 fr.) . 


This book is a comparative study of the principles and the methods of, credit 
control in Western Europe, with main emphasis on Belgium. It i is especially 
valuable since the author, a staff member of the National Bank of Belgium, 
has offered authoritative comments on the experience of a country where 
monetary policy has been used throughout the postwar years with particular 
promptness, resoluteness, and effectiveness. 

Mr. Bronchart discusses in turn the discount policy, the open market: 
operations, primary and secondary commercial-bank reserve requirements, and 
selective credit regulations. No general rule has been laid down in Belgium. 
in favor of a policy either of cheap money or of dear money: As circumstances 
required, the discount rate has been raised or cut; differential rates applicable 
to particular types of transactions. (export paper, import paper, etc.) have: 
been subject to variations that have not necessarily followed those in the 
principal discount rate; and eligibility rules’ applicable to various types of 
discountable paper have likewise been made more strict or more liberal in 
response to changing conditions and requirements. 

This flexible discount policy has been fairly effective because the commercial 
banks had been prevented, as early as 1946, from selling government se- 
curities to the central bank in order to increase their loanable funds. The 
special reserve requirements in Belgium, which call for compulsory reserves 
equal to 60 per cent of commercial-bank deposit liabilities (four-fifths of 
these to be held in the form of special Treasury certificates), were the first . 
formal regulation of this type in any Western European country. Through 

‘them the Belgian authorities ‘have been able to institute a tight money market | 
for private credit. These requirements have, however, been conceived as a 
credit control measure, and not one for the establishing of a protected govern- - 
ment bond market, and, accordingly the Belgian government has had to 
compete in the money market along with the private demand for credit. Al- 
though the interest rate on the special Treasury certificates held by the banks 
as compulsory reserves has been kept unchanged at a relatively low level—a 


i 
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level about which the author has some doubts—the Belgian poiiey has con- 
- sistently aimed at maintaining reasonable monetary stability rather than any 
predetermined interest rate pattern, even Lat the cost of higher-i interest charges 
on: government debt. 
For the American student of a ay affairs, Mr. Bronchart’s book is a 
‘very useful account of the recent innovations. in the mechanics and the 
principles of-credit control. It is to be hoped that other monographs similar to 
= Mr. Bronchart’s book will eventually record the recent revival of monetary 
policy in other countries of Western Europe. ; 
| l i M. A. Kriz 
= New York, N.Y. 


The Quantity Theory of Money—A Critical Study of Its Historical Develop- 
ment and Interpretation and a ‘Restatement. By Huco HxEcELann. 
(Goteborg, Sweden: Elanders Boktryckeri Aktiebolag, 1951. p x, 262. 
‘Price Kr. 25.) _ 


` This is a competent and not overlengthy description of the processes , by l 
which monetary theory has come to be what it is, together with a statement of 
the author’s own interpretation of the quantity theory in which he recon- 
ciles or synthesizes neoclassic and Keynesian views. E 

The book is divided into two parts. In the first or main part. the author 
attempts to identify the real. meaning of the quantity theory by selecting 
various versions of statements made in their settings. He is not interested in 
tracing origins. Key statements are drawn from Xenophon, Copernicus, and 
other alleged forerunners of the quantity theory, from Locke and Hume and 
‘other so-called “founders” of the theory and their critics: Views of the classi- ` 
cal economists are developed, as are those of American adherents and their 
critics. The Cambridge School rates a short chapter and the French and 
Italian, the German and Scandinavian writers are neatly classified. Part I” 
ends with a summary and a formulation of the fundamental content of the 
quantity theory and its different “misinterpretations.” 

Part I is devoted to the author’s own interpretation, based primarily on 
. the synthesis of two sets of. views—one emphasizing the function of money 
as a medium of exchange and the other the Keynesian Se of liquidity 
preference or store of value function. 

The author introduces in his analysis the use of quandrants on one diagram - 
for illustrating the relation between four variables, namely, (1) the demand: 
for money (cash balances), (2) income, (3) savings, and (4) investment. (See 
pages 230, 234.) He attributes the use of this ingenious method to the Swedish 
economist, Professor T, Palander, of Uppsala (see footnote, page 229). The 
book contains an excellent bibliography of books and articles and an index — 
of names. 

In his Preface, the author indicates that he pagan this sey at Göteborg, 
under Professors Gustaf Akerman and Ivar Sundbom. He also gives recogni- . 
tion to Professors Edward C. Simmons and Joseph J. Spengler, of Duke 
University, where he spent part of his two years in this country on a joint 
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` American Scandinavian Foundation and Swedish Social Science Research 
Council appointment. 
_JAMES WASHINGTON BELL 
Northwestern University 


Readings in Money and Banking. Edited by Gaara R. WHITTLESEY. (New 
York: W. W. Norton. 1952. Pp. xiii; 471. $2.95.) 


This set of readings consists of over 100 selections from articles and books 
on various phases of money and banking, and is designed to supplement text- 
books-in this field. Professor Whittlesey has leaned heavily on official sources 
for his material, about.a quarter of the selections coming from annual reports 
and other publications of the Federal Reserve Banks (particularly those of 
New York and Philadelphia), the Bank for International Settlements, the In- 
ternational Monetary Fund, the Federal Deposit Insurance Corporation, and 
other agencies. In addition, there are over 30 selections authored by indi- 
viduals who are now, or recently have been, associated in one way or another 
with the Federal Reserve System. The remainder of the excerpts comes from 
‘other academic economists, journalists, private bankers, and businessmen.’ 

The selections are segregated into a rather large number of parts—fifteen in 
all. The first four parts deal with the money supply and banking operations, 
the fifth with Fedéral Reserve policies, and the sixth with some suggested . 
reforms of the banking system: The next three parts take up monetary and 
income theory and full employment policies; these are followed by selections 
on war finance, inflation, direct and indirect controls, and interest rate policies 
in peacetime. The final two sections consider international monetary prob- 
lems. 

On the whole, the selections appear to be well chosen. Instructors using this 
book will be especially pleased with the discussions of topics which have not 
generally appeared in textbooks, either because of their highly technical 
nature, or because of their recentness, These topics include Federal Reserve 
float, ' federal . funds, “X” balances, selective credit controls, the voluntary 
credit restraint program, and the Federal Reserve-Treasury controversy along 
with the recent “accord.” There are also some excellent excerpts from articles 
or books by Musgrave, Haberler, Chandler, Robertson, Pigou, Lerner, Keynes, 
and others. To this reviewer, the high point in the readings is reached in 
the selections dealing with the case for and against easy money. Reading ` 
straight through these selections gives one the feeling that he is seated in the 
` midst of an excellent and stimulating round-table discussion, with Whittlesey, ' 
as chairman, first giving one’side and then the other the floor. After the chair- 
mani has presented the final participant, D. H. Robertson, there is no doubt 
that one has attended a debate of the highest caliber. 

Some other portions of the book, however, may prove somewhat less satis- ` 
factory to those using it. The selections on monetary and income theory add 
little if anything to what has been included in some recent money and banking 
‘texts, The same may be said for a few other selections, such as the one on 
. deposit creation.. ‘Some selections seem quite trivial and although Whittlesey 
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states that no items were included for amusement alone, he might well have 


had his tongue in his cheek when making this statement. A few excerpts, such 
as the one from Lloyd Mints’ recent book, are too short to present adequately 
the arguments of their authors. Finally, while this is no criticism of the book, 
the use of the Federal Reserve Bulletin in the classroom would obviate the 
need for some of the selections. 

But these are minor complaints. The book can be highly recommended as a 
useful set of readings for both undergraduate and graduate students, and por- 
tions of it should also appeal to the general reader, The price of ‘the book 
should appeal to everyone. 

Jonn GURLEY 

Princeton University . 


_ Business Finance; Investments and Security Markets; Insurance 


Securities Regulation. By Lovis Loss. (Borton Little, Brown and Co. 1951. 
Pp. xxvii, 1283. $17.50.) - 

_ The size of this volume will leave little doubt in the mind of anyone that, 

after twenty years, federal regulation of securities has come of age. In the 

process it has carved out for itself a significant area in the field of adminis- 


trative law and is well on its way to becoming a legal specialty. And this book — 


is the most complete guide to the maze of legal concepts, statutory enactments, 
regulatory orders, and court interpretations covering security issuance and sale 
that to my knowledge has so far appeared. Unlike the earlier significant volume 
by H. B. Cherrington, The Investor and the Securities Act (Washington, 


N 


1942) and the more recent excellent book by E. T. McCormick, Understanding.. 


the Securities Act and the S.E.C. (New York, 1948), the author does not con- 


fine himself to the Securities Act of 1933, but deals with security regulation at 
the federal level whether it happens to take place under the Securities Act of 


1933, the Exchange Act of 1934, the Public Utility Holding Company Act of. 


1935, the Trust Indenture Act of 1939 or the Investment Company Act of 
1940. Some consideration is also given to the Commision’s activities under 
Chapter X of the Bankruptcy Act, and to the work of the LC.C. and the 


Federal Power Commission in so far as they. have control over security is- 


suance and sale. Thus the scope of the book is nothing less than the whole ~ 


range of activities of the Securities and Exchange Commission as it regulates 
issuing corporations, underwriters, sellers, stock exchanges, brokers, trustees, 
utility holding companies, investment companies, etc., that participate in the 
purchase or sale of securities. (Non-securities functions of the Commission are 
_ for the most part omitted.) 

Anyone familiar with the many ramifications of these laws—particularly the 
Acts of 1933 and 1934—-the wide range of Commission responsibility and 
discretion in enforcing them, the massive body of rules and regulations that 
has developed, and the court decisions through which the final meaning of the 
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Nawal is bate ETE. out, can understand why the book i is of sizeable pro- 
‘portions, And it has been made larger by the author’s desire to provide 
' definitive answers to complex legal problems, and to give recognition to the 
various shadings of meaning and opinion that so delight the legal mind. In 
' addition, a great deal of up-to-date and extremely valuable material on state 


securities (blue-sky) laws and: regulatory practices in other countries—par- - - 


ticularly: England and Canada—has been interpolated to provide the reader 
with much useful information not easily available elsewhere. Here\is a signifi- 


cant. contribution that will interest many general readers whose taste for 


legal niceties is less than lukewarm., > ~ 
The author seems to have aimed at completeness and his treatment in 


many places i is exhaustive.. Thus to the layman the book will appear formid- 


‘able. Its 1,179 pages of text (graced with 4,000-5,000 footnotes, I would 
guess) are closely packed with facts and logic, but the writing for the most 


part is fresh enough to keep the reader’s interest if he knows his way around ° 


. in this field or is “looking up the law.” One who is not overwhelmed by mere 


size: will find that in good measure the author has achieved his objective of’ 


7 making a learned and somewhat technical book readable, although the detail 


in some sections will be of interest primarily to members of the legal profes- 


sion. ° 


. Only one who has lived with security regulation day in and day out for : 


many years could have anything approaching the breadth of background and 


the penetrating insight that are evident here. The author, who has been As- . | 


.sociate General Counsel of the Securities and Exchange Commission sincé 


1948 and a member of its legal staff since 1937 is also a teacher of law at Yale ` 


and George Washington Universities. His approach is definitely that of a 
lawyer, and it is not surprising to find him quite sympathetic toward security 
regulation as we now know it. Where there are defects in the regulatory 
process, he would seem inclined to cure them by more regulation rather than 


_ “less, On the whole he is objective rather than Messianic in his approach, but 


in one or two places his conclusions seem overly dogmatic: for example, where 
he states that the dissolution of holding companies was necessary ta preserve 


private utilities (p. 92), or that private placement of securitie3 has little re- ` 
lationship to the Act of 1933 and “. .. would not be substantially affected if 
the ‘Act were to be repealed altogether” (p. 401). Possibly he is right, but on 


such issues dogmatism seems out of place. Fortunately, such instances are rare. 
The book does not contain much that is strictly economics, for the process of 
regulation rather than.its economic implications.is the central theme. However, 


those who teach advanced. courses in Corporations, Corporation Finance, ? 


Public Regulation or Administrative Law will definitely want to have it within 


easy reach. And those who are engaged in the practice of law or securities 


regulation will find it nothing short of indispensable. It is probably the most 
complete and significant book on the subject that has been published to date, 


-and I would expect it to be the definitive work in this field for some time to — 


come. 


a CHELCIE C. BosLanp 
Brown University 


t 
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The Federal Taxing Process. By BON BLOCH, (New York: ‘Prentice Hall, 
1952. Pp. x, 506. $5. OO) > 

Occasionally there appears a book i in which theoretical analysis and A 

cal experience are so aptly interwoven as to give assurance to the reviewer that 


‘the work will become a classic in its field. The present volume deserves such a 
` place in any list of writings on federal taxation. Its great merit consists of: 
: (1) Its close and appealing logic, (2) the scrupulous effort of the author to’ 


present all aspects of controversial questions, (3) the significance of the 


factual material, and (4) the painstaking cate with which the book has been 


` written. As a result of his long service in government, first with the’ Wisconsin 


e 


: objective i is “that elusive concept, the public interest.” The foremost purpose . . 
of the book is to show how tax policy evolves from conflicting opinions and by 


N 


‘Tax Commission, and later with the Department of the Treasury and Con- | 


gressional tax committees, Blough has had a rare opportunity to observe’ how 


‘tax policy is determined and how tax laws, are made. That he has used the 


opportunity with great effectiveness and with remarkable insight and under- 


standing, will be apparent to all who undertake a thoughtful study of his book. - 
"Its preparation covers a long period, beginning with the author’s association 


with the‘ Treasury Department in 1938. However, it-was written mainly at - 
the University of Chicago between 1946 and 19503 
In portraying the federal taxing process, Blough is chiefly concerned with 


, the making of tax policy, the implementation of the policy, and tax ad- 


ministration. Policy may be compared with the general foundation of a tax 
structure, while implementation is the detailed superstructure. The general 


the resolving of disagreements. The contents are divided into five parts: I, 


- The Clash of Opinion; II, Passage and Application of Tax Laws; IMI, Con- : 
siderations Relating to the Level of Taxation; IV, Considérations Relating to 


the Distribution of Taxes; V, The Taxing Process and the Public Interest. 
The goal of the public interest { is elusive because of the variation in the 
pattern of values of individuals and groups. Since it is a subjective factor, it 
is not. amenable to proof by measurable data. ‘There are three major elements 
of the federal tax problem, each of which gives rise to disagreement and 


‘conflict. The first is mainly economic in character, involving the incidence and 


effects of taxes, and is related to tax policy through the scientific function of 
forecasting the ‘effects that tax changes would have under expected conditions. 


_ Here controversy arises over the interpretation of data and the weight of the 


tax load on various individuals and groups.’ A second. aspect is the political 


‘function of. “evaluating conflicting _ interests’ of different regional, income, 
; wealth, and occupational: groups, and competing , public Fau eguali 


5 


Hti E to note the’ increasing number of volumes that have eT in recent 
decades, written by men who combine fundamental training in taxation, the national debt, 


etc. with long experience in government. A few examples are: Making the Tariff in the . 
` United States, by Thomas Walker Page; Tarable Income, by Roswell Magill; Taxation for ' 


TIRIN, by Randolph E. Paul; and Naso Debt i in War and Transition, by Hoy C. 
y. . i , 
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freedom of action and movement, rate of economic progress, stability of pro- 


—_ 


duction, and so on.” The people must make choices through the political 
mechanism. A third consideration is that political choices must be made 
effective by specific legislative provisions. Although final decisions are made 
by political representatives, the economist, lawyer and politician are all 
necessary in the process of forming tax policy. All groups manifest a desire 
to achieve the public interest as an objective, but in the tug and pull of 
conflicting motives, the full realization of this goal is never attained. 

One of the most revealing sections of the book is that which portrays the 
role of tax specialists or “experts” in the making of tax laws. For many years 
the Treasury Department has maintained a competent tax staff and the staff of 
the Joint Committee on Internal Revenue ‘Taxation plays a highly important 
part in tax legislation. These staffs exercise much influence over the Ways 
and Means Committee and the Finance Committee of Congress and are 
called upon not only for information but ‘also for recommendations. An - 
interesting question arises on the proper attitude of the tax economist-— 
whether he should maintain strict neutrality or seek to inject his own ideas and 


- .predilections in the formulation of rate schedules and tax-making policy. 


Blough rightly holds that the basic task of the expert is to supply analyses 
and facts, but not to enter actively into the decision-making process. Above 
all the expert should strive to eliminate emotional bias and to maintain a 
high standard of professional integrity and objectivity. 

Blough classifies the functions of taxation as: (1) the ancam 
function, which consists of supplying funds to the government, (2) the anti- 


‘inflationary function of taking money (spending power) from the taxpayers, 


(3) the fiscal-discipline function which serves to promote an optimum level 
of government expenditures and (4) justice in the distribution of the | 
economic cost of government. He observes that through its power to issue 
money, and control over the banking system, the federal government “can 
secure an unlimited number of dollars for expenditure without raising revenue - 
through taxes” and that “there is no physical limit to the size the federal 
debt could reach without danger of financial bankruptcy. . . .” These’ are 
statements of fact only and do not imply sanction of an irresponsible fiscal 
policy. The primary function of taxation is to raise revenue, but the anti- 
inflationary effects are also of first importance. Should the amount of revenue _ 
collected be equal to, more than, or less than, expenditures? The answer 
depends upon the need for price stability and the prevailing economic 
conditions, An effective anti-inflationary program will certainly’ require 
heavy taxation as well as various direct measures of control. By the fiscal 
discipline function the author means the exercise of discipline on government 
spending, and hence, on taxation. The benefits of government expenditures 
should be weighed carefully against the burdens of additional taxes. 

In the appraisal of a tax proposal Professor Blough regards justice or 
tax fairness as next in importance to the effects the measure would have on 
the vigor and growth of the economy. Together they are the ethics and the 
economics of taxation. Fairness- is a relative social concept that evolves over 
time. For several generations it has moved toward a stronger belief in 
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progressive taxation. At the same time various pressure groups have succeeded 
in persuading Congress to modify the effect of graduated rates through loop- 
holes that result in exemptions. Since there are various -objectives of tax 
policy, the economist endeavors, in so-far as possible, to achieve all goals 
simultaneously, but failing that, he assists the policy makers in choosing 
alternatives. A “model” tax system, however perfectly conceived, will 
inevitably be altered in the policy-making process. 

The author would doubtless be the first to admit that he has raised some 
issues that have been left unsettled and that certain conclusions are debatable. ~ 
It is only natural that he should hold a sympathetic view of the effort of - 
- the Executive and of the Treasury Department to influence the course of tax 

legislation. One may readily agree that the Treasury Department has partic-" 
ular advantages in dealing with specific provisions and technical issues of 
a tax proposal, but one may question whether the President is more likely 
to represent the “broad national interest” in a general tax program than is 
the Congress. May not the President himself at times be indebted to pressure 
groups and may not the Secretary of the Treasury reflect this obligation? 
When the President and a majority in Congress happen to represent opposite 
political parties, does it necessarily follow that the President is more likely 
to represent the will of the people and the broad public interest? Should 
the public interest be determined by a majority of the electorate ` viene 
the political mechanism? 

Again, Blough appears to lean mildly toward the Keynesian economics of 
the maintenance of full employment by means of fiscal policy and the tse 
of other controls, He has an illuminating discussion of the flexible compensa- 
tory budget and the coxsequent raising and lowering of tax rates, as a 
- device not only to mitigate depressions but also to forestall them. This 
necessitates a forecast of business changes, and therein lies a principal 
weakness of the whole compensatory fiscal program—the failure of science 
to provide schemata for accurate business forecasts. Other problems lie in 
persuading Congress and the public to accept the stabilization of business. 
-as a dominating policy objective. Despite these obstacles, the author “sees 
no other practical course open than to make the best use possible of com- 
pensatory budget policy. ” Yet he concludes, rather wistfully perhaps, that — 
there is no prospect in the foreseeable future that Congress will grant the 
Administration power to change tax rates without further legislation. The 
- reviewer would at least raise the question, fully recognized by Blough, as 
to the blunting of incentives, the retardation of production and the slowing 
of economic growth, which might follow from the imposition of fiscal policy 
and other controls,’ 

Criticisms of this nature, however, if-valid at all, are icio minor. Blough, 
by revealing the intricate processes by which federal tax laws are passed, 
has made a contribution for which students, government personnel and the 
‘general public. will long be grateful. His book will remain a standard work 
in féderal finance for many years abead. : 

SN R. SNAVELY 

University of Virginia 
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Taxation and Business Concentration. Symposium conducted by the Tax - 
* Institute, June 15-16, 1950, l Tax Institute. 1952. Pp. vill, - 
` 264. $5.00.) | 
Are big taxes creating big’ „business? This question was essentially the 
subject of a symposium conducted by the Tax Institute a few days before 
hostilities began in Korea. In effect, the answer was, “Yes, but no one can say 
whether the total net effect is tiny or large.” Most of the 21 participants 
were attorneys, accountants, and business officials. The economics profession, ` 
however, was ably represented by Buehler, Butters, and Somers. -The volume 
_is divided into six parts covering: (1) the general subject, (2) the problem 
of retained earnings (including depreciation), (3) tax-exempt businesses, 
(4) individual tax rates and business ` development and expansion, (5) 


‘corporate tax provisions affecting business concentration, and (6) a theory > » 


of business taxation. The: 21 chapters average less than 10 pages each, In © 
addition to an index there is what I judge to be an excellent selective 
' bibliography. 
The quality and interest of the papers are uneven. Almost all of Bem 
_ Suffer from enforced brevity. Moreover, with the exception of Ruml’s paper. 
on excess profits taxation prepared afier the symposium, the discussions do 
not take account:of the substantial increases in tax rates and revisions of | 
the tax ‘structure since June 1950. 
Butters: shows how income and death taxes create ee leading to 
business, mergers and recommends that this general pressure be. given con- 
sideration in revising the tax structure; he. emphasizes, however, that the 
evidence he has studied indicates that the tax inducements to business con- - 
~ centration have not yet begun to operate on a major scale. His essay, like 
many of the others, refers to some’ of the many highly technical features of 
income and death taxes. The twists and quirks of tax laws have become so 
complicated that all of us find them hard to evaluate, yet we know that they 
may be critical in a few (or many?) cases. Butters handles them competently, - 
but most economists are likely to fail to appreciate all that is involved. Somers , 
concludes that the taxes discriminating against large scale retailing (such as - 
those on chain- stores) are not important but that'corporation income taxes 
discriminate against the “operation and growth of.small retail establishments”. . 
because large firms have easier access to financing. 
_From this point until almost the end of the volume we find ancini : 
views and evidence. In ‘my opinion the paper showing that the flat-rate 
cigaret tax hinders competition of lower priced cigarets wins over its 
opponent, The discussion of Section 102 (which imposes a penalty on undis- 
tributed corporate earnings in certain cases) takes the modest view that the 


section as administered has some effect, but ‘not a great deal, encouraging - 


concentration. One of the most concrete essays is that on depreciation; it 

concludes that in practice large firms have an advantage over small ones; - 

one major thesis is that the small business cannot afford: to keep the records 

and fight its case on depreciation whereas the large firm can do so and often 
À . Ba 
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vet reduction. Tax negotiation is an area in wick there appear to ie 


substantial economies in large size, Carry-over and carry-back provisions are 
said to have little-effect;: whatever there is seems to discourage concentration. 
~ One. essay asserts (correctly) that tax laws. made mergers easier than break- 
ing up corporations; this conclusion has been made somewhat obsolete by a 
recent change in the statute; economists not familiar with tax technicalities 
‘may have difficulty appreciating, the. issues, which are not discussed ade- 


- quately. 


The discussions of the effects ‘of the tax exemption of cooperatives and’ 


other wholly or partially tax exempt businesses are disappointing. The chief 
reason, I think, is. the lack of a good. theory of “business” taxation. A 
confusion of issues also creeps in. Tax exemption may have one kind of 


_, effect on concentration (“not a great deal” is probably what the facts-shown 


-- Yeveal) and another effect on the extension of government ownership (“a 


© Z 


A 


great deal” in the long run L suspect). These. two issues are not clearly 
distinguished. Cooperatives get extensive and inconclusive- treatment. 


An: essay on capital gains taxation fails singularly to take-account of 


economic thought and the. factual material available. Polisher’s. discussion 
of death taxes, however, is one of the better essays. It shows how family-owned 


firms may be pressed to merge with others to’ solve death tax problems; ` 
legislation has since eased the problem, at some sacrifice in- what many: 
economists would call equity, but no thorough-going attack on the problem. ` 
. seems probable. Ruml argues that smart managements of firms subject to’ ' 
- excess profits tax will take advantage of “cheap”: dollars (those ‘most of 
which would, go in taxes) to prepare for. the future; these businesses will- 


_ thereby gain a long-run advantage over small and less successful firms. Finally, 


Buehler’s concluding essay. on the theory of business taxation will probably ` 
serve economists, as well as the business: world, for which. I suspect it x was ` 


_ chiefly intended, as a good summary of thinking on the subject. 


The economist is likely to find the volume disappointing, more so than , 


the paucity of basic data absolutely require. Yet the volume is stimulating. 
It does bring some of that knowledge we need so badly—the experience of 
men facing the actual problems of the business world. In fact, I can strongly 
recommend the volume for anyone who has the slightest doubt that today’s 
high taxes produce many unexpected and undesirable results. Yet the 
* scholar ‘will yearn for more depth, more thoroughness. The disappointment 
is that the busy men of affairs who contributed seldom give us what they 
know `so well—what goes on in the real world and why. As a concluding 
note, I-should like to add my own belief that. taxes are likely to have more 


1 Depreciation déduction . rates rest on administrative as Bta than legislative - - 


direction. The administration is presumably under the ultimate direction of the President. 
An interesting quotation ftom a public statement of President Roosevelt (and also, Vice 


President Wallace and Mr. Hopkins) about’ the desirability of more generous depreciation 


allowances may suggest the gap between nae oe at the top of eruat and 
id adminphahon., i ` ! P 
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effect than the authors‘indicate. There is the obvious reason that rates have 
risen greatly in the last two years. In addition, however, I feel confident that 
taxpayers will gradually overcome a “cultural lag.” They will learn more 
about their tax problems and what they cart do, within the law, to cut their 
tax bills. My own studies have convinced me that taxpayer ignorance of 
“the angles” has been extensive but that it is bound to decline. Therefore, 
the evidence to be found in this volume about the effects of taxes cannot be 
trusted to reveal the future. - ; 
: a C. LOWELL Harriss 
Columbia University ` ME S 


Die Belastung durch die Persoenliche Einkommensteuer in Deutschland, 
England und den Vereinigten Staaten. By Dr. RupotF Brunner. (Kiel 
Instituts fuer Weltwirtschaft, Universitaet Kiel. 1950. Pp. vii, 196, Ap- 
pendix.) l 

In 1949 the German Republic prepared a few moderate riei provisions l 
in the personal income tax law of the Republic. The Allied High Com-. 
missioners objected to the contemplated tax measure. After several weeks of 
negotiations, the protest was withdrawn and the contemplated measures 
became law. This book was originally written as a memorandum for use in 
the negotiations between the German Republic and the Allied High Com- 
missioners. | 

The author reaches the.conclusion that “the incomes up to 50,000 DM 
are burdened through personal income tax—in Western Germany four times 
and more the burden in the United States, and one and a half times and 
more the burden in Great Britain. . . . After deduction of all taxes there 
remained in 1948 in Western Germany a residual income per capita of 
1285 DM, in England of 2660 DM, and in the United States of 4761 DM. 
This corresponds to the relationship of 100 to 207 to 371.” 

The author states that the large differentiation in tax burdens and residual 
income (after taxes) represents “a ‘considerable handicap for’ the economic 
integration of the Western German Republic into the Western world... . The 
harmonizing of production and exchange-of goods of various countries within 
the frame of.the European Recovery Program must be followed sooner or 
later by a harmonizing of finance and tax systems and tax burdens.” 

The economic conclusions quoted above are not élaborated in this book. 
The tax comparison, however, is based on careful consideration of limits and 
defects in international tax comparisons. | 

The. author presents in considerable detail a comparison of tax rates, tax 
exempt limits and permissible deductions in the personal incdme tax for the 
three countires.t He also presents comparisons of the level and distribution 


1 Some part of the comparison is based on secondary sources, In the meantime “the same 

: author has published a very instructive volume on the development of taxes in the United 
. States from 1939-1952, “Die Steuern in den Vereinigten Staaten von Amerika 1939-1952,” 
Institut fuer Weltwirtschaft an der Universitaet Kiel, January 1952. 
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of national incomes. The German income tax law has lower tax sei limits 
and is less generous with respect tò deductions than either the United States . 
or Great Britain; it has higher tax rates in those brackets in which most of 
the taxable income. lies, It is more generous than the United States only in 
the treatment of long-term capital gains, and in making certain allowances 
in the interests of economic reconstruction. In spite of rather drastic income 
tax rates and low exemptions, the yield of the German income tax is limited 
because of the low level of incomes and the concentration of incomes in the 
very lowest brackets. From this the author concludes that in a poorer 
country more use must be made of other than personal 1 income taxes (particu- 
larly of excise and sales taxes). 

The comparison of the tax ratio imposed on the people with comparable 
incomes (the author considers the inadequacy of the official rates of exchange) 
in itself is not objectionable. The author fails to point out, however, that! 
other perhaps equally justified methods of comparison (z.g., comparing the 
tax burden of the median tax payer in the various countries) would lead to 
quite different conclusions. 

In the discussion of the factors that influence the immeasurable tax 
pressure there is a somewhat one-sided selection and emphasis. The author 
. states correctly that the British subsidies are a factor mitigating the tax 
pressure, while the use of tax money “for occupation and reparation aggra- 
vates the tax pressure, at least indirectly.” This latter.statement is not 
elaborated or explained. The duthor fails to mention that tax pressure depends 
to some extent also on the rapidity of preceding tax increases or tax reductions 
over a period of time. He refers. once to differences in the task of various 
governments. He fails, however, to view the postwar tax burden. in Germany 
on the one hand, Great Britain and the United States on the other hand 
in the historical perspective of World War II: For instance, the comparison 
of income left after taxes, which we quoted above, cannot be adequately 
interpreted without reference to the effect of the war on each of these three 
countries. Without the historical perspective the demand for some “harmo- 
nizing... of the tax burdens” of these countries is meaningless. 

There is no reference to the responsibilities of the German government 
that grew out of the need to bring about some equalization of the burden 
of war destruction and of the uneven imposition of the burden of currency 
reform. The author rightly points out that taxes raised for paying subsidies 
in Great Britain require special treatment. The same is true of taxes for the 
equalization of the war burden. It is true that in 1948 these measures did 
not yet play.a significant role. But they should have been considered in a 
study that compared taxes of the past for the purpose of drawing conclusions 
' for the future. The fact that a considerable portion of taxes in the United 
States and Great Britain are used for internal debt service while the German 
internal debt has been largely wiped out by the currency reform should also 
have been mentioned as one of the factors that make for a difference i in tax 
pressure. | 
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This book is largely based on the tax laws of 1948 and the results are no 
longer up to date. According to most recent estimates? the tax ratio in Great 
Britain has become higher than that ‘of Germany,’ and today’s tax ratio in 
the United States is only moderately below that of Germany. Even though 
the conclusions would not apply to today’s tax rates the book still contains 


very valuable comparative information and the technique used by the author _ 


should be studied by those who are concerned with evaluating foreign tax 
systems. The study presents a useful warning to those who think that tax 
_ ideas can easily be transplanted from one country to another. The study 

_ will also be of interest to those who are concerned with the difficult question of 
the “fair” contribution of various countries to international undertakings, 
such as the United Nations and its various organizations, NATO or the 
European Defense Community. It presents a valuable contribution to a` 
topic that probably will be much discussed i in the future. 

GERHARD COLM 
Washington, D.C. $ i 


Financial History of the United States. By PAUL STUDENSKI and HERMAN E. 
Kroos. (New York: McGraw-Hill, 1952. Pp. x, 528. $6.50.) 


This volume is a well-organized and clearly presented account of ‘the 
history of governmental financing—primarily federal, with some sidelights 


on’ state and municipal finances. It thus follows the pattern set by the.. 


pioneer work of D. R. Dewey in his Financial History of the United States. 
` The task of coordinating the subject matter of public and private finance— 
the finance of governments and public bodies and that of private corpora- 
tions—still remains ta be done. Public and private finance are interrelated. . 
The policies adopted by the Treasury throughout American history, and in 
more recent years by the central banking authorities, exert definite effects 
upon the course of private finance. And the course of action traced by business 
men produces money and market forces that’ government agencies must 


normally respect. The succession since the late 1870’s, for example, of voting ` 


trusts, holding companies, and mergers in their many ramifications was an 
outgrowth to a considerable degree of federal and state governmental policies. 


' If this coordination of public and private finance is not presented, a financial ` 
history is, realistically speaking, only a history of public financing—of the, - 


- raising and spending of funds by governments and public agencies. 
The book under review is best in its descriptive and statistical phases. It 
discusses laws and governmental policies in satisfactory detail—perhaps 


more than is necessary for clarity and understanding. Comprehensive statis- — 


tical data are furnished, particularly on federal révenues and expenditures, 
on the federal debt, and on the banking system. 
A number of descriptive presentations are particularly admirable. The. 


 evalution of the state banking systems, and the reforms introduced by state | 


2See The Mutual Security Program for Fiscal Year 1953. Basic data supplied by the 
Executive Branch, House Committee on Foreign Affairs and Senate Committee on Foreign 
Relations, Washington 1952, p. 60. 
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laws and rA initiative are clearly and succinctly. developed. ‘The discussion 
of the silver problem—especially the various phases between 1873 and the- 


` dramatic climaxes in the 1890’s-1s a model of descriptive clarity! Expressions 


~ 


of views on policy are not as happy as the descriptive and statistical phases. 


'. The New Deal’s deficit spending of the 1930’s, for example “saved millions , 


of workers, farmers, and small business. men from destitution and -saved 


society from moral ‘and economic distintegration.” This is strong stuff. It- ` 


certainly would be undesirable for students to be given this rather extreme’ 
point of view without also having an opportunity: to learn something about 


_ the other side of the case. 


There appears also to be an inclination. to tok with favor upon a policy 
of government spending to offset deflationary tendencies. The debt retire- 
ment ‘policy of the federal government in the 1870’s and 1880’s, the book 
notes, “tended to transfer money assets from. nonsavers in the lower income 
brackets to those in the upper brackets who: saved most of their incomes. 
Fortunately, there were ample investments outlets for savings, and in the 
long run, debt: retirement benefited society by increasing capital accumulation, 
investment,’ and productivity.” The case for the. productive. investment of 
savings can be presented much more powerfully. The use of savings to finance 


. new and expand ‘old industries made the decade of the 1880’s one of the most 


productive in American history. Electrical equipment, central generation and 
distribution of electricy; telephone, open-hearth steel, electric street railways, 
oil-pipe line transportation, and air-brakes in freight car movements are 
among the new industries that sprang forward i in this decade. Rapid expansion 
of older industries required the investment of many hundreds of millions of 
dollars of additional savings. Steel, railroad. equipment, ‘non-ferrous and 
ferrous ores, coal, coke, oil, farm equipment, and of course the record-break- 
ing railroad building program, are by no means an all-inclusive list.: |. 
Federal fiscal policy might, as the book states, have been deflationary. This 
policy, however, might have made it possible for private industry to obtain 
the large sums necessary to finance its extraordinary plant expansion pro- 
grams. The truth in these matters is difficult to determine. _ F 
There may also be some differences of opinion on the relevancy of some 
of the material exaniined in the book to an understanding of public financing. 


The analysis of the presidential campaign of 1932 and the reorganization of 


government agencies and bureaus in’ the 1930’s are cases in point. _ 3 
Though its.interpretations.and judgments are open to-doubt,.this book is 
an excellent descriptive and statistical’ account of the maoy of public financ- 


BS and of-the growth of the banking Soim 


ro ' Jurrus GRODINSKY 
z University of Pee 7 Pi 
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International Economics 


Inanna Economics—Studies. By JAcoB VINER. canes Ilinois: The 
Free Press, 1951. Pp.-381. $5.00.) 


This handsome volume is particularly welcome since many of the papers 
here reprinted appeared originally in somewhat inaccessible places. It is 
a collection of essays, addresses, and memoranda written by Professor Viner 
over a period of nearly thirty years, but mostly since 1943, and it forms an 
` admirable complement to.his Studies in the Theory of International Trade 
(New York, 1937) in that it covers the field of international economic 
policy rather than theory. Of the twenty-five papers included, nine deal with 
commercial, eight with financial policy, and six with more general topics such 
as peace, colonies, and the atomic bomb. Only two are strictly theoretical, 
appraising Taussig’ s synthesis of the classical doctrine. A trenchant intro- 
duction, written specially for this collection, takes issue with the Keynesian 
influences on international economics. It is critical i in tóne but, acknowledging 
as it does the usefulness of income elasticities and propensities, it amounts 
essentially to a plea for combining the theory of the income-mechanism with 
-that of the traditional price-mechanism of adjustment in international trade 
and payments. This was probably written before Meade’s work on the subject 
had appeared. | 

The bulk of the volume is nontechnical. It contains little of the history 
of doctrine that formed so marked a feature of the Studies. It does, however, 
reproduce two substantial pieces of historical research, one on the most- 
favored-nation clause, the other on international loans as a tool of balance- 
of-power diplomacy before 1914, These are the longest papers in the book ' 
and certainly among the most valuable. Other articles present Viner’s views. 
on policy problems such as the tariff, the gold standard, state trading, the 
Bretton Woods institutions, dollar diplomacy, and the foreign aid programs 
of the United States. Most of the papers are addressed to a wider circle than: 
that of professional economists, and the author appears in them with his 
customary élan as an inveterate foe of national economic planning and an 
uncompromising free trader. On matters of trade policy he is generally a good 
deal more categorical here than in his Studies, where, after all, he left the 
theoretical case for free trade in no more than a “state of persuasiveness 
associated with incomplete demonstration” (op. cit., p. 526). 

In his discussion of the International Monetary Fund, Viner.comes out in 
favor of stable, though not invariable, exchange rates (pp. 235, 287) and 
takes- a remarkably lenient view of the scarce currency clause (p. 237). No 
less than five essays, dated 1945-47, contain a proposal of his for a counter- ` 
cyclical international lending agency aimed at stabilizing employment (pp. 
298, 322, 334, 340, 361). In a lecture delivered in 1930 he gives the best answer 
I have seen to Keynes’ s quip about our being all dead in the long run (p. 110). 
He shows some interest in the question of world government, on which his 
‘remarks are at first—in a wartime essay—sympathetic (p. 266) but later 
rather‘ sardonic (pp. 304, 381). His strictures against intergovernmental 
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grants as a permanent institution of international charity are profoundly — 
significant and thought-provoking (pp. 371 ff.). Even those who may not 

wholly share his nostalgia for the “middle years of- the nineteenth century” 

(pp. 253, 374) will often find themselves agreeing with his Judgment. 

If I were to make a criticism, it would be of his failure to note the condi- 
tions which made the liberal nineteenth-century episode possible—among them 
the commercial policy of the leader at that time. That policy consisted not 
in selective and reciprocal tariff reductions, but in-a sweeping and unilateral 
dismantling of the tariff. England made herself dependent on imports for 


her daily bread, whereas we—it seems—cannot even make ourselves dependent E 


on imports for our Sunday cheese. I am sorry to see Viner writing in one 
place (p. 352) as if the principle of reciprocity in tariff cuts were. somehow 
a part of the free trade doctrine. Viner would probably be the last person 
to deny the case for unilateral free trade. The American insistence on 
the reciprocity principle incidentally rules out tariff adjustment as a means 
of righting the international balance of payments and compeis acquiescence 
in quantitative restrictions for this purpose. A relatively wealthy and powerful 
nation, as England was in the middle decades of the last century, can do 
things that weaker countries—with low reserves, with external deficits, with 
the terms of trade to worry about or infant industries to protect—cannot so 
easily do. Some of these essays reveal a disposition to accept “the traditional 
American pattern of economic isolationism” (p. 285) as something like a 
datum and to hail the American trade program as a great achievement in 
comparison with “American history and traditions” (p. 322). While Viner 
is aware of some of the shortcomings of our trade agreements procedure (pp. 
290, 353), there is little or no hint that America’s new rôle in the world may 
call for something more drastic and imaginative in the field of trade policy 
than the Hull program of limited, selective and reciprocal duty reductions tied 
to the “Mexican” escape clause. It seems to me a pity that the staunchest and 
ablest free trader in the United States has addressed himself not so much 
to“this problem as, for example, to censuring the controls of the postwar 
British economy. I voice this feeling of regret even though the explanations 
aré readily at hand: a book such: as this does not aim at completeness or ` 
balance, and, besides, two: of the papers were written during the author’s 
stay in Britain in 1946, others being doubtless colored by that experience. 
- There is no short way of giving anything like an adequate idea of the 
rich and varied contents of this book. It is most of the time an easy book to 
read and all the time a very lively one. The style is forceful and scintillating, ` 
and the substance of the argument infused with a wisdom and humanism 
that become particularly moving in the essay on “Economic Foundations of 
International Organization,” which brings the whole to a worthy and im- 
pressive conclusion, Quite apart from the classroom uses of this volume, 
economists as well as laymen with an interest in international relations will 
be grateful for an ample store of pene and pleasurable reading. 


RAGNAR NURKSE 
Columbia University 
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‘United States Economic Policy and International Relations. By RAYMOND 
_ F, Mrxesetr, Economics Handbook Series. (New York: McGraw-Hill. 
1952, Pp. xii, 341. $4.75.) 


This book studies the foreign economic policies of this 5 county during 
the period from 1919 to the present. Its starting point is the emergence of 
the United States from World War I as the dominant world power, but | 
unready and unwilling to play that rôle. Part I traces its actions, timid and 
limited, through twenty years of continuing isolation and political irre- 
sponsibility, Part I, the major portion of the text, concentrates on the 
problems and policies raised by our plunge, during. and following World War 
I, into active world leadership. 

Tn terms of the range of topics considered, the book’s scope is wide indeed. 
For students of international affairs, it should prove an extremely useful 
reference work. Fiscal and monetary policies, international financial coopera- 
tion, foreign investment, comthercial policy—all come under review. The 
treatment is always competent and enlightening, sometimes necessarily. brief, 
and sometimes thorough and critical. Space limitations forbid that I comment 
specifically on more than a few of the major issues raised. 

Professor Mikesell performs at the outset a useful function in stressing 
certain ‘preconditions for vigorous economic action in the international field 
by the United States. These are: that .the American people had first to 
become accustomed to governmental action in internal economic affairs, and / 


that political leadership had to precede economic leadership abroad. The > | 


New Deal showed the connection between government action and levels of 
domestic employment and income and thus paved the way for active partici- . 
pation in international economic affairs. It was the compulsions of the second 
World War and of Soviet aggression thereafter that forced the United States 
to forsake its isolation and step into the international power struggle. The 
definitive change from isolationism to international responsibility came with 
the statement of the Truman doctrine, which recognized both the inadequacy — 
of the United Nations machinery to guarantee peace and the determined 
aggressiveness of the U.S.S.R., as well as the utter insufficiency of early post- 


- war efforts at rehabilitation. 


There is an excellent discussion of the problems confronting the Inter- 
national Monetary Fund and of the policies it has adopted. The limited rôle 
it has played since its inception is attributed mainly to'the common under- 
estimation, especially by the Americans, of the magnitude of the postwar - 
disequilibrium. This accounts both for its relatively small resources, sufficient - 
only to cover a mild world dollar shortage, and for the close attention to 
current operations by its executive board. ‘The struggle between those who | 
_ would permit automatic.use of the Fund’s resources, and the Americans, who 
insist that they shall be applied only to temporary foreign exchange difficulties, 
has been more or less continuous. (Some moderation of the American position 
occurred this Spring, when in exchange for more stringent repurchase ‘pro- 
visions, members were assured of more sympathetic treatment of requests for. 
short-term assistance.) 

On the issue of sterling convertibility, Mikesell R out clearly the 
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conflict Da the hance of pooling reserves and. the priciple of the IMF ` 
-and ‘the General Agreement . on- ‘Tariffs and Trade that restrictions by a 
country are- only justified if it, individually, i is‘in balance-of-payments diffi- 
culties. I wish; however, that for the sake of ‘the average reader he had 
explained ‘clearly. and explicitly how sterling ‘convertibility depends: upon 


= Britain’s export earnings, | and ‘what the conditions are which determine the' 


latter. 

In his discussion of the Marshall Plan, ti aioe sees clearly the obstacles — 
to the goal of European integration—especially the varying degrees of 
freedom and control ‘in thé different national economies—which make any 
simple solution via a customs union seem naive. Within the limits set by 
strong national interests, he regards gradual progress toward integration as 
possible, if the United States will encourage- it by financial support of a 

‘liberalized European Payments Union, by pressing for coordination of 
` European defense. industries through the Mutual Derne Program, and by 
loans and grants to develop European industries. ` 

With: respect to. the important topic of trade disceimination, Mikesell : 
` justifies U.S. opposition (except for transitional difficulties) on the orthodox, 
ground that discrimination. perpetuates itself by preventing the transfer of ‘ 
_ resources and the shifts in trade required to restore international equilibrium. 

. He also goes along in approving the distinction, stressed by U. S. officials, 
between customs unions and preferential trading, essentially on the ground that 
_ the gains under the former are. greater. I wonder if the real basis for opposing 
preferential arrangements, while approving customs unions, is not political or 
even emotional rather than economic. A girl’s suitors dislike her showing some ` 
preference among their, rivals, but their objections cease if her preference 
becomes complete and ends in matrimony. That is fmal. So is a customs union. 
_ Perhaps, in both cases, it is just the uncertainty that hurts.- 

The conflict between the farm policy and the foreign tradé wig of the . 
United States is clearly stated. Consistency. could be achieved, according to 
Mikesell, if we used price supports and parity payments to combat the — 
- distress caused by adverse market conditions only for brief periods. Over the _ 
longer term, such subsidies.can play a useful réle only if they follow the trend 
by helping to transfer resources or to promote. efficiency. With this judgment, 
probably few economists would disagree. 

Professor Mikesell gives a ‘sensible though, in my opinion, an incomplete 
answer. to one of our most perplexing: dilemmas—how to support economic 
_ develépment’in countries whose governments oppose its essential basis, social” 
reform. He would work through the United’ Nations, which is capable of eXer- .. 
cising pressure without arousing such resentment as would any single nation. 
Certainly the United. Nations ‘and its affiliated organizations should be the 
preferred means, but suppose-—what | is quite’ likely—that they too' meet ' 
frustrating opposition, or that time is too short for this solution? Does-not the 
urgency both of social reform and of economic development warrant a more 
_ drastic approach?. Should not the United States:‘extend the bilateral Truman 


~, doctrine (for the very reasons which underlay. its origin) by supporting those, 


' governments which’ are undertaking reform and by helping to power those 
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` groups which will do so? This is intervention, which is a TEN word. But it 

is not’ an intolerable and unthinkable means of attaining ends so important 

as. the preservation -and strengthening of the free world. A Kemal Ataturk 
‘is much to be preferred to a Mao Tse Tung. 

l | n = P. T. ELLSWORTH 

University of Wisconsin 
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The, First Twenty Years of the Bank Pe International Settlements. By 
GIUSEPPE Uco Part. (Rome: Bancaria. 1951. Pp. 270. L. 1500.) 


Professor Papi prepared this volume at the request of the Italian Bankers 
Association. The treatment is-somewhat broader’ than the title would indicate. 
- Only a relatively small part of the book deals with the operations of the 
Bank for International Settlements, and the discussion of the operations is . 
sketchy and includes -little analysis of the basic oe either economic or 
political, faced by the B.I.S. : 

Part I, “Retrospective,” devotes 70 pages to a survey of international 
financial relations between 1914 and 1932. The account at times seems 
doctrinaire. For example, the view that “the very conception of an inter- 
national monetary standard is endangered” unless there is “free~importation 
and exportation of gold, capital, goods, and—for obvious reasons—the ' 
= services of workers” (p. 34) is setting up an almost unattainable ideal. The 
idea that a creditor nation should not have a favorable balance of payments ~ 
on current account (pp. 40-41) ignores the fact that it was common practice 
even before 1914, and presumably is still sound policy, for international 
creditors, within limits, to increase their investments in strong and.prosperous ~ 
countries. The suggestion that the Bank of England could have avoided the 
abandonment of gold in 1931 (p. 63) had the Bank rate “been steeply 
raised” is an oversimplification of-England’s ‘crisis. There is, however, one 
healthy note of realism that rums through the discussion: that lending i in itself 
is no solution of.the problem of international economic stability, and that too 
much attention has been paid to the monetary aspects of international, 
economic problems, and not enque? to production, exchange, and commercial 
policy. 

Part IJ, on “The Work of The Bank For International Settlements” covers. 
less than 60 pages, of which over 15 pages are devoted to a general discussion ' 
of:the functions of a central bank under the gold standard. The discussion of 
the activities of the B.LS. , Principally its rôle in reparations and in European 
_ clearing and payment agreements, gives almost no inkling of the policy issues 
that have confronted the Bank. There is no critical appraisal of the role that 
the B.LS. has played in international- finance or of the rôle that it can be 
" expected to play in the future. There is only a passing reference (pp. 142-43) 
. to the relation of the Bank to the International Monetary Fund. The book 
contains a strong plea for international economic cooperation, but it does not 
come to grips with the deon as to vet what the B.I.S. can do to further . 
that cooperation. 

longest section is an Appendix of 120 pages, “Bibliography of The à 


Z 
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Bank and Cognate Subjects,” compiled on the basis of information supplied 
by the B.LS., and covering the period 1907-1951. The absence of an index 
detracts from ‘the usefulness of the book. | 
FRANK WHITSON FETTER 
Northwestern University ’ 


Foreign Exchange Equilibrium. By Joms T. Warrer. (Pittsburgh: Uni- 
versity of Pittsburgh Press. 1951. Pp.. 178. $4.00.) 


In this monograph, the áuthor has attempted to show that, in general, 
exchange rate stability is preferable to exchange depreciation, and that the 
latter seldom accomplishes the purposė for which it was intended. In making . 
the case, heavy reliance is, however, placed on the interwar rather than the 
postwar experience, in spite of the fact that the problems now being attacked 
through exchange depreciation are entirely different from those faced in the 
earlier period. 

The opening chapters of the book constitute a.brief critical review of the 
- various theories relating to domestic prices and exchange rates. The purchasing 
power parity theory is attacked, principally by showing that overvaluation 
_ or undervaluation of the British and French currencies during the period 
1926-31 did not produce the expected effects, and hence that a policy of 
_ varying exchange rates—and specifically exchange depreciation—will not 

- produce desired results. Incidentally, the opinion is expressed that the pound 
was undervalued with respect to the dollar from 1926 to 1931—the purchasing 
power parity rising from $4.97 in 1926 to $5.30 in August 1931. E 

Exchange depreciation as a policy is then further disparaged. The tem- 

. porary nature of'any export gains that might ensue, the fact that these gains 
can be obtained only at the expense of some other countries’ trade balances 
(beggar-my-neighbor), and the difficulty of preventing depressions from 
spreading in any event are all cited as reasons for maintaining a stable 
currency. Exchange depreciation is also said to be inflationary, to encourage 
movements of hot money, and to make multilateral trade impossible. As far 
as can be determined, he objects both to devaluation as a one-shot expedient 
and to flexible exchange rates of the kind now used by Canada. Finally, ex- 
‘change shortage is stated to be an indication of poverty; to try to solve that 
problem through depreciation is “like a program of poor relief based on wage | 
cuts in the hope of.developing overtime work opportunities.” 

On the whole, the argument fails to convince. In part this is because the 
-study is rather disorganized, but chiefly it is because no new statistical 
material has been introduced, and because theoretical points are frequently 
made more by assertion than by logical argument. Also, the author attempts ~ 
to paint with too broad a brush, and to cover difficult technical subjects in 
a few simple paragraphs, with many of the most elementary (but essential) ` 
qualifications omitted. For instance, the assumption seems to be made through- 
out that a country prices both its exports and imports‘in its own currency. 
This, of course, is never completely so, and for many so-called underdeveloped 
- countries, the terms of trade can BeeT not be influenced by changes i in 

their own exchange rates. ` 
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Again the statement that “there is Padet purchasing power in gare 
suffering from dollar shortages” is, to say -the least, confusing. In the most 


practical sensè of the term, the problem i is one of too much puchasing power in | 


such countries. 


Finally, for a study. published in 1951, the penne pays singularly ‘little k 


attention to the at least partially. successful experiments in fluctuating ex- 
change. rates, e. E» Canada, Peru, and others, of the last few years, or even 
the British experience in the middle and late ’thirties, While devaluation can 
never be the sole solution to a country’s balance-of-payments problem, there 
~ are certainly circumstances where it is an essential element of the most prac- 
tical solution, viewed i in poti political and economic terms. E 

E RosrRT L. SAMMONS - 
_ Washington, D.C. be 9 


International Monetary Cooperation, 1945-1952. By. Baran Tew. (New 
York: Longmans, Green. London: Hutchinson’ 3 University Libra 1952.. 


Pp. 180. $2.25; text ed., $1.80:) 


This little oiie is one of a series under the editorship of Roy F, Harrod 


and. deals with the theory and practice of international monetary cooperation 
- since the war and with the institutions which have developed to promote 


progress towards a’ restoration of multilateral payments and, eventually, 7 


complete currency convertibility. The author is professor of economics in sae 
University of Nottingham. 


‘The book is divided into three parts. Part I, which deals ‘with the rbieni ; 


‘of external liquidity and external équilibrium; indicates the origins of exchange 


controls and multiple currency practices which are still predominantly ' 


characteristic of.the international payments. situation. 


Part IL is devoted to a discussion of the machinery of European monetary. 


cooperation based on the need for a far greater degree of flexibility than 


could be attained by bilateral agreements. This need was the motive behind | 


the Agreement on: Multilateral’ Monetary Compensation which came -into 
operation in November 1947 (as.a-result of the work of the Committee of 


_- European Economic Cooperation), with its provisions for “first and second 
`- category compensations.” Tew indicates the very limited nature of the results. 


Likewise, the results achieved: under the first Intra-European’ Payments 
Scheme, which superseded the Monetary Compensation Agreement, were in- 
significant. The second Intra~-European Payments Scheme, which lasted from 
July. 1948 to June 1950, seemed at the outset to be superior to its predecessor, 
since it provided for a degree of multilateralization of: the drawing rights 


established. It could in actual operation have resulted iù a restriction of intra-, 


European trade which it was’ supposed to, facilitate, since any country grant- 
ing multilateral drawing rights to another would only receive conditional aid 
if the second country actually used the drawing rights: If the second drew on a 


me third, the third would be entitled to the aid. Hence it would be important for 


‘the first country to achieve a surplus at least equal to the drawing rights even 
if it meant imposing restrictions’ on imports. 
‘The remainder ol Part I dealing with the International Monetary Fund and 


o 


f 


nd 


H 


BOOK REVIEWS’ a sr 985 


the iopen Payment Union covers ‘the subject matter fairly Sa 


’ sively, but it would appear that the author is inclined to underestimate the 


2 wt 
G 


achievements of the Fund. Undoubtedly, the framers of the Fund Agreement 
were somewhat over-optimistic regarding the time required for achieving 
its ‘objective. It must be remembered, -however, that the Fund has been 


| operating under difficult conditions, and -some Fund members have been more 


concerned with “getting round” the charter when self-interest dictated.: On 
the other hand, the author, and in this case rightly so, believes that the 


European Payments Union Agreement and.its associated ‘plan for trade lib- 


eralization was a laudable’ attempt to do for the OEEC countries what the 


‘IMF-and the General Agreement on -Tariffs and Trade left undone. The EPU. 


countries now comprise an area in which multilateral settlement is possible ~ 
and to a high degree automatic. Particularly noteworthy is Tew’s illustration 
of the fact that the effective area of multilateral settlement is broader than 
that comprised by the OEEC countries themselves. 

. The book closes with a discussion of the Sterling Area and of the importance 
of sterling in international settlements. This discussion is somewhat stand- 
ardized, but there are illuminating illustrations of the manner in which. leaks - 
occur in the British exchange control. The: author takes the peace that — 
devaluation was completely unwarranted. - 

While all economists will agree that sterling devaluation in "1949 evel 
to stop leaks in British exchange control, not all would subscribe to the 
contention that the improvement in ‘external liquidity which followed on. 
devaluation ‘was not due to the fact of dévaluation but to other factors, such 


_ as the American business recovery. after mid-1949, the termination of the * 
‘speculative position which had been built up against sterling: (and which 


was induced by the anticipation of devaluation) ‘and the increase in U. S. 
government stockpiling. All of those helped, of course, „but to attribute the 
improvement to those factors alone seems unwarranted. 

This is a stimulating book. It should prove. extremely valuable to ahes 
and students of international finance. It appears to the reviewer that the 


' “mechanics” of the IMF 'ańd the EPU are more clearly illustrated, however, 


tackle the problem of the third dollar-sterling crisis, 


in the tables which appear in the IMF’s monthly bulletin, International 
Financial Statistics, than in those which the author constructed for use in the - 
text. One further point neéds mention. Books of this nature are necessarily 
dated. In this case, there is no treatment of the difficulties now confronting 


_ the EPU largely as a-result of the huge Belgian surplus with the Union. Nor 


is there any mention of the measures which have been adopted by Britain to - 
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Principles ‘i Business jid the Federal ia -By FRANKLIN H. Coor: (New 
York: Macmillan. 1951. Pp. ix, 563. $5.50.) . - 
Principles of Business and the Federal Law is essentially a set of, law. 
school casebooks, compressed into 500-odd pages by substituting paraphrases 


_ and brief quotations for full texts or lengthy extracts. ie scope is ae 
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wide, for it includes the whole Constitution, and the organization follows the 
plan of that document. Moreover, it includes more than law pertaining to 
business behavior.. The introductory chapter on the distribution of govern- 
mental powers under the Constitution is followed by chapters on‘ fiscal powers 
of the federal government and on limitations on the acts of both federal and 


state legislatures: contract impairment, the Fourteenth Amendment as applied 


to regulatory action, racial discrimination, etc. Part IL unfolds “due process 
of law” through its legal history, applications to freedom of speech, labor 


-organization and regulation of the labor contract, and regulation of business 


practices. Part ITI does the same for the commerce clause of the Constitution. 


‘Part IV deals with laws affecting business enterprise, such as antitrust, ` 


patents, unfair competition; Part V with labor legislation; and Parts VI and 
VU with security and transport regulation respectively. 


Since the outline of this book was, so to speak, written in 1787, the teacher - 


of courses in government and business will not easily fit the work to his needs. 
As the author himself states: “Information on taxation will be found in 
Chapter II on government fiscal power; Chapter II on the impairment 
clause; Chapter IV on the equal protection clause; Chapter V on the due 
process clause limiting the taxing power; and Part ITI, where state taxes as 
burdens on commerce are discussed. The rights and duties of labor ‘are dealt 
with in Chapter IV, where bargaining representatives are seen to be prohibited 
from discriminating: in Chapter VI, which explains the rights of labor -to 


' picket; in Chapter VII, which expands the-rights of labor under the due 


process clause; in Chapter X, which points out that the commerce power is 

the basis of modern labor legislation; and finally i in Part V, which considers 
all significant general labor legislation.” 

_ Students needing some direct. contact with the legal process ee still be 

sent to the original reports or to the casebooks. Because so much is covered 


in'a small space, the speed with which the discussion moves through long ` 


time periods is often somewhat bewildering. There is some-casual economic 
- analysis, which is not very helpful, and no quotations of, or reference to, 
any non-legal material. - 

The book many be useful as a brief reference, for there is hardly an 
important case which is not at least mentioned. But the disruption of func- 


‘tional lines impairs its value for this purpose. It prepay cannot be used as | 


teaching material. 
, M. A. ADELMAN 
Massachusetts Institute of Technology 


_ Industrial Organization; Public Regulation of Business 
A Theory of Price Control. By JOHN KENNETH GALBRAITH: (Cambridge: 


Harvard University Press. 1952. Pp. vii, 81. $2.00.) 


In this well-written and pleasantly temperate little book, Professor Gal- 
braith has set forth a theory of price control. In so doing, he offers a valuable 


_ 
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Sterne of recent American events. To the task he Pringi a fortunate 
combination of high level administrative experience, and awareness of the _ 
main theoretical issues, a measure of idealism, and, an engagingly urbane 
attitude towards the whole episode. 

Price control is a prescription for state action. As suck; it is a means to 
an end—and as a means presumably superior to other alternatives, hence 
-grounded upon theoretical analysis. For Galbraith, the primary end is 
a stable value of money. This end is-threatened by full employment in war- 
time or during limited mobilization, when inflationary forces.are likely to be 
strong. During war, fiscal-monetary methods are inadequate, and if attempted 
would threaten the growth of output. Market forces must largely give way to 
_ direct controls of an authoritarian type. For limited mobilization, monetary 

_ controls are essential, but their effectiveness will be impaired by what he calls 
the “interaction” of wages and: prices. .Oligopolistic, sellers and powerful 
- unions will raise prices and wages, forcing monetary expansion and general 
inflation. Price control can check this interaction. 

Thus the cardinal assumptions are that full employment will prevail, or 

must prevail, in both situations; that cost pressure will Prosi inflation; that 
` price control is preferable to open inflation. _ l 

Galbraith makes rationing the key to effective aka of a given price. 
For impure markets, sellers themselves will ration, given their discretionary 
power over price. Referring to World War H, he notes that these prices proved 
inherently more stable, making the task of. control easier. In markets closer to 
pure competition, state rationing was necessary. Political forces weakened 
this rationing, and undermined price control. l 

Galbraith views wartime price control as a part of what he has called “the ` 
disequilibrium system.” That system, calls for direct resource allocation, 
excess effective demand at current prices and wages, and general price control. 
Direct allocation is essential for planned production. Excess demand is req- 
uisite to maximum output: every worker finds’ a market, every entrepreneur 
a reward. No buffer of unemployed resources exists to police prices and wages. 
But open inflation cannot be tolerated, and so price control follows. For the 
system to work, the accumulating unspent. ‘cash balances must not exceed a 
certain margin of tolerance. This margin seems to be a limit beyond which 
less work will be done, and a flight from money. will begin. In essence, the 
argument is that planned disequilibrium within the margin will yield a more 
rapid increase ef total output than would,any other means. 

The approach to prices should not be that of a freeze, but one of varying 
flexibility. It should be.tightest for wages and wage-goods, and’ loosest for 
military items. It must be buttressed by rationing at, strategic points. When - 
hostilities end, price control should be maintained (nothing is said of wages) 
for a transition period. Here the aim is to preserve the value of the accumu- 
lated cash. The promises originally made to the accumulators must be 
honored: in full. To do so requires ‘monetary contraction: large budget 
surpluses and tight credit policies (higher-interest rates?). l 

Here Galbraith views the record.after VJ day and finds it depressing. The 
gist of his case js that price ceilings were weakened directly, and the vital 


} 
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rationing prop was withdrawn. Taxes were cut, credit kept easy, and large 


public works projects initiated. However, he fails to mention the practical , 


abandonment of wage ceilings within three days. of VJ day, which withdrew 

the keystone of the whole edifice. ` E 
Limited mobilization does not call for a disequilibrium system. Diversion 

of resources is much more limited; so too controls. Monetary equilibrium is 


Since full employment is likely and/or desirable, there will be a cost-push 
from wages, which will disrupt monetary equilibrium. Open inflation follows, 
and is undesirable. To prevent it, we require short-term price-wage controls, 
to buttress the monetary equilibrium. Galbraith believes these controls 


` should be selective, to be applied at points of seller strength. However, he . 


considers adoption of such a program to be politically unlikely, and so 
concedes the necessity for controls across-the-board. In ‘his view, these 
controls are never attractive in principle, but in emergencies are a price 


_ worth paying to prevent inflation. 


As an opening generalization, I would say that the baok i is less a theory 


of price control than it is an interpretation that blends history with ad koc . 


reasoning. The treatment is not general, hence theoretical, in the sense of 


j 


- now central. Organized sellers can now press their claims with greater equity, ` 
and ideological differences cońcerning types of controls have greater weight. 


a tefined system of models within which the influence of key variables can be ` 


examined. Ends themselves are not really compared, and for any given end the 
merits of various alternative means are not adequately explored. However, the | 


subject is relatively new, and these things may not be entirely reasonable to 
ask, Having asked them, I should elaborate. 


An adequate theory of price controls ought to consider the timing of their 


introduction. If the shift to war economy begins in depression, at what point, 
if any, should the controls be imposed, and in what form? If the shift begins 
in full employment, then should price controls be applied at once, or during, 
or after reallocation? And again, in what form? 

Granted, next, that we want “maximum” production in wartime, overfull 
émployment follows. It also follows that we. cannot then have a ‘monetary 


_ policy that penalizes strategically situated sellers for uneconomic prices and 


wages. Instead, we inflate the whole system further, to finance a higher price 


. lével without sacrificing production. Here Galbraith’ calls for concealing ' the 
inflation with price control, rather than allowing it to take the open form.. 


His reason is that he fears the effects of inflation (open) upon “the values 
and amenities of economic life” (p. 9). I agree with him. Yet in all candor 
price controls do not prevent inflation. They hide it. And in’ the considered 
judgment of some economists, price controls, too, threaten the survival of a 
free society, though in wartime. their use might be viewed as a temporary 
surrender of certain liberties, made necessary for the survival of liberty it- 


_ self, 
Yet the place of price controls in a war economy itself is not self-evident. 


Several questions require investigation. To what extent does the adoption of 


"price control depend upon the extent of the reallocation required? Why is it ` 
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preferable, say, to the use of multiple currencies in free markets? Or to one 
currency, free prices, and direct allocations only? 

What is the basis for assuming that price control will probably yield a 
better economic performance than could be had under open inflation? Does the 
answer depend upon the probable rate of increase in the price level under 
` open inflation? Or does the issue turn upon incentives? During the war, much 
was said about “equality of sacrifice.” Is there greater equality of sacrifice 
under price control than in open inflation? Is it true that equality of 
sacrifice has greater force as an incentive for production than would market- 
determined rewards (suitably taxed) under free prices? 

Consider, next, limited mobilization. Here Galbraith predicts a mone- 
tary policy that will yield full.employment. To full employment he couples 
monetary; equilibrium. Then he predicts rising wages and prices, citing the 
“interaction” of wages and prices. What is the cause of this interaction? Is 
it the “power” of certain sellers, treated as an independent variable? If so, 
the argument confuses the parts ‘with the whole. To me it is fantastic to say 
that these selected groups can themselves determine the whole level of prices 
and wages. Tf money supply is held constant, the upward ‘push of particular 
wages ‘and prices will be checked. Either these sellers will experience declining 
sales and’ ‘employment (elasticity of demand); or, if they are mainly situated 
at points: of increasing demand because of rearmament, then demands else- 
where must decrease. Either way, a moderate buffer of unemployed resources 
is created. 

To say, therefore, that wages and prices b “interaction” can generate 
inflation is to confuse an effect with a cause. What the proposition really 


means is'that monetary expansion is to be practiced, to accommodate the ` 


aggressive sellers. If so; there will be a general pull of excess demands, which ~ 


will operate to raise the level of prices and wages all'around. The real cause is 
monetary policy. As the cause, it is a variable for theory, capable of hypo- 
thetical manipulation. Political “necessities,” if they exist, are irrelevant for 
analysis. ‘The- duty of the economist is to link causes with effects. 

Last, if the purpose of price controls is to keep down prices and wages 
during transition to preparedness, they are not likely to work. The imperatives 
of a wartime society are not there to sustain them. And if by a miracle they 
were to work, the resulting distortions would make little economic sense. 

Galbraith has given us two cases in which he believes price control is 
desirable: war economy and limited mobilization. There is also a third for 
which price control is being advocated. Its outlines are now becoming clear, 
in the year following completion of his manuscript. In deference to its in- 
genious founders, I shall term it the “Oxford approach,” though in this 
country it has been developed by equally capable politicians, acting either 
from design or pragmatic opportunism. 

The-“Oxford approach” has nothing to do with war or limited mobilization. 
It begins with the idea of perpetual full employment at any cost. It calls for 


price control as a method for transferring incomes from the relatively un- . 
organized majority to well-organized minorities who are immensely strong 
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politically—the members of certain favored unions, and, of couse, the farmers. 
The technique is to control prices in different ways: to hold down some, while 
. pushing up others. This is to be done by state intervention. The policy calls 
for systematic expansion of money supply. With suitable legislative and ad- 
ministrative exemptions, this draws up farm prices. At the same time, employ~ 
ment is kept full. It also calls for highly virtuous downward control of the 
prices of manufacturers and distributors. This permits some squeezing of 


3 profits, which are partially converted to wages for the favored unionists. The 


transfer is effected by government wage control upwards. Government wage- 
raising is achieved by setting up a wage control board whose task is to 
. rationalize large wage increases, which then acquire patriotic sanction. To 
this may be added, where necessary, direct coercion of onè party to collective 
bargaining (Presidential attacks on profits plus seizure of the industry). 

I humbly suggest that economists interested in price control ought to give 
thoughtful study to this’ case, or program, or collection of policies. Investiga- 
tion might turn up some real dangers to a free society that are lurking in 
the background. 
> -If all of this were defended simply on the ground that farmers and unionists 
are better than other people, at least it could be understood and even debated. 
_ But the wonder of it all is that the losers themselves seem to favor it. Most 
of them firmly believe that the program is necessary: (1) to fight inflation 
. (it promotes it); (2) to overcome poverty (it increases it); (3) to obtain 
_ more equal incomes (it makes them more unequal). All of which suggests the 
wisdom of Professor Knight’s lament that man is essentially a romantic ; 
animal, hence a political one. 

GEORGE H. HILDEBRAND 


f 


University of California, Los Angeles 


War and Défense Economics. By JULES BAGAS, SOLOMON FABRICANT, 
, MARTIN R. GAINSBRUGCH, and EMANUEL STEIN. (New York: Rinehart 
"& Co. 1952. Pp. vii, 458. $4. 50.) 


This book is a welcome addition to a, growing and important literature on 
economic mobilization problems. Theré is little doubt that the American 
people, who have supported the current mobilization program, will insist that- 
the military strength of the United States be maintained so long as powerful 
threats exist in the world to shatter the peace. Since passage of the Defense 
Production Aćt in 1950, the. United States has substantially increased procure- 
ment of military equipment for authorized forces and has significantly added 
to industrial capacity to meet production levels required in the event a 
| stepped-up mobilization or full-scale mobilization is forced upon.the nation. 
There is every prospect that world conditions will require that’ the United 
States maintain its mobilization readiness base over an extended. period of 
time. Maintaining a high level of readiness over a long period of time creates 
a whole new series of problems and experiences for the American economy. 

In light of past, present, and prospective events both the subject matter 


+ 


. BOOK REVIEWS = - 991 


and the treatment of this bõok are timely and of great significance. Two 
mobilizations within the.past ten years and the outlook of a high-level pre- 
paredness program for an indefinite time into the future will undoubtedly 
make mobilization economics of more important concern to more students of 
economics. 

The book is comparatively short, having about 400 pages of text material. 
Emphasis is placed on production and inflationary problems. This is because 
the authors feel that these are the two basic problems which develop in an 
armament economy. The reviewer shares this view. Seven of the fifteen chap- 


ters are devoted to the production problem, including manpower and agri- . 


cultural issues. Seven chapters are devoted to inflationary, price, wage and _ 


rationing problems. The final chapter is concerned with economic warfare. 
All the men participating in the study have had intimate contact either 
in World War IT or in the current effort with the problems they treat. Despite 
a careful editing the volume does reveal in spots the effects of multiple 
authorship. The outline is clear-cut with the exception of parts of Chapter 2 
on “Armament Production Potential” and parts of Chapter 4 on “Maximizing 
Armament Production.” In the judgment of the reviewer a more forceful 
presentation would have resulted from closer coordination of the two. But 


these matters are outweighed by the expert handling of the substance of 
the book. 


The analysis of the main topics stresses fimmdamentals: Probleniarand issues 


' are capably illustrated with both World War II experience and that of the 
current mobilization program. Current controls and control problems. deserve 
more emphasis than the authors give them. The interrelationships among pres- 
ent controls, and as between current controls and those of World War II, 
particularly in the area of production, are not at times entirely clear. Some 
observations about the longer-range problems of continued mobilization would 
have been helpful from-such a skilled paner of writers. Anese are essentially 
matters of emphasis. 


The discussion throughout the book is ia informed and of high quality. 


The outline on the whole is well planned and covers the subject matter con-- 


sistently, logically and with purpose. The authors are successful in getting 
at the basic elements of a problem and in skillfully brushing aside as 
detail. 

_ This book, in the view of the reviewer, can be used with important effect 
in general courses dealing with economic problems. It can also serve as a 
basic text for use in narrower courses dealing solely with war or armament 
economics. Instructors in the latter area will find here a broad treatment 
that provides the basis for and guidelines to more detailed class discussion and 
student research in selected areas. Your reviewer endorses this book for both 
‘types of course work. The general reader, too, will find in this book a readable 
and distilled account of many of the major puzzling problems of mobilization 
economics. 


GEORGE A, STEINER 
Washington, D.C. 
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Public Utilities; Transportation; ‘Communications 


‘Airline Competition: A Study of the Effects of Competition on the Quality and — 
Price_of Airline Service and the Selj-Suficiency of the United Statés 
Domestic Airlines. By Freperick W. GIL and GOBERT L. BATES. 
(Boston: Division of Research, Graduate School of Business Administra- 

. tion, Harvard University. 1949. Pp. xv, 704. $5.75.) 

Federal Control of Entry into Air Transporation. By LUCILE SHEPPARD 
Kevers. (Cambridge:- Harvard University Press, 1951. Pp.:405. $6.00.) 

A well-reasoned. factual analysis of the oligopolistic. competition which 
characterizes the regulated air transport industry should be of interest to 
transport economists as well as to those concerned with the functioning of 
competition in the American economy. Thé study of Gill and Bates is admir- 
able in its thoroughness, organization, and careful attention to detail. That 
such an investigation of competition could be made at all is due to the fact 
that the details of the actions, revenues, and costs of the airlines are matters 
of public record. The authors, who have made good use of the readily ac- 
` cessible materials, undertake to examine the effects of competition among air- - 
lines upon the quality of service, the fares, and the financial self-sufficiency of 
airlines. The authors do not draw upon, nor do they even make ‘reference to, . 
the extensive economic literature on competition. To them competition means 
broadly that two or more airlines serve the same routes or pairs of cities and -. 
that. each strives to increase the numbers of passengers carried by altering « ` 
` the quality of service offered, or the rates charged, or both. Thus, by ex- 
amining the air route pattern of the United States, the changes in it, and 
by relating competitiveness in. their sense to’ observed changes in quality and 
fares, the authors are able to determine the effects of airline competition. © 
They conclude that competition has been an important factor in leading to 
the use- of improved types of aircraft, in resulting generally in higher stand- 
ards of schedule service and especially of in-flight and ground services to- 
passengers. They similarly find that competition has held a marked influence 
upon fares. While the three chapters on fares are carefully done and the 
abundant data are well handled, the analysis is quite devoid of any investiga- 
tion of the pattern of demand, as well as of any use of the << tried concepts 
and analytical apparatus of economics. 

If competition lowers fares and improves service, it also may: diminish 
revenues and increase costs. Thus under certain ‘conditions competition 
has resulted in the failure of some airlines, to achieve the financial self- 
' sufficiency which has been one of the goals of public policy. Competition 
among more than two carriers is found by Gill and Bates ‘to be a special 
cause of weakness. 

On the whole, Airline Competition~is an excellent ‘and thorough treatment 
of its subject. A deliberate though significant omission is’ the impact of . 
competition from the non-scheduled airlines upon the industry as a whole. 
Furthermore, Gill and Bates confine themselves to passenger service. In their 
discussion of the effects of competition upon the purchase of new aircraft, 
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they do not give aiies emphasis to competition among the producers of 
aircraft, And while the authors take account of the expansion of air trans- 
portation, it may be that the further growth of the industry will result in 
softening the unfavorable impact of competition upon airline self-sufficiency. 

If Gill and Bates quite unnecessarily avoid the use of economic theory in 
their investigations, Mrs. Keyes’ Federal’ Control of. Entry into Air Trans- 
portation goes perhaps too far in the opposite direction. Her book offers scant 
comfort to such persons as airline lawyers seeking new and different economic 
points and theses to incorporate into arguments: presented to the Civil Aero- 
nautics Board. Nor will the Board find much guidance from her book, be- 
cause her policy recommendations go far beyond the. present scope of the 
Board’s legal authority. Economists, however, should welcome her attempt 
‘ to apply criteria of welfare. economics to the airline ‘industry, one small | 
enough, new enough, and. transparent ues ta be a good field of applica- 
tion. 

Mrs. Keyes’ first two chapters develop her theoretical groundwork, which 
is an abstract discussion of the conditions of optimum investment in an in- ` 
dustry under long-rum static equilibrium. It is highly questionable if this 
analysis is very relevant to a rapidly growing industry with a changing 
technology. The next four chapters review the regulatory policy affecting the 


airlines. Mrs. Keyes finds, for example, that “...°. the Civil Aeronautics . ` 


Board has not set up any particular ‘value of the Triffinian coefficients as an 
ideal condition to be aimed at, nor has it directly attempted to bring about 
an ‘economic. optimum’ in terms of total investment in the production of 
any particular product or in terms of distribution of investment among 
firms” (p. 307). In her two chapters of conclusions Mrs. Keyes seeks to 
show the modifications in public policy required to meet her static concep- 
tion of the optimum investment in air transport. A little less attention’ to 
niceties of theory and more concern mic the-art of the possible would have 
improved her book. 
So E . D. S. WATSON 
The George Washington University Aa | 


-The Power Policy of Maine. By LINCOLN Suara. (Berkeley and Los Angeles: 
University of California Press, 1951. Pp. vi, 344. $5.00.) | 
Lincoln Smith’s book is not a usual study of a state’s efforts to regulate 
its electric utilities but is rather a study of the physical and peculiar institu- 
- tional aspects of Maine’s power policy. The cornerstone of Maine’s policy is 
_ the Fernald Law considered by the citizens of Maine (according to the 
author) to be almost as sacred as the Monroe Doctrine and the Gettysburg 
Address. This law, of doubtful constitutionality, prohibits corporations from 
transmitting hydro-electric power beyond the boundaries of ‘the state. It re- 
flects the basic sentiment of the Maine-people, expressed as early as 1621 in 
the interestingly named “Great Ponds Ordinance,” that the water power re- 
sources of the state are the property of the people and should be aii: en- 
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tirely for their benefit. It is necessary to point out that this does not mean de- 


velopment. through public ownership, either state or federal. The exact op- ` 


posite is the case; conservative Maine believes strongly i in private evncen? 
and operation. 

That the people of Maine have placed a somewhat too high value upon this 
resource is apparent from Smith’s book. Maine has over half the hydro- ` 
electric resources of New England but it has far from its proportional share of 
industry. Whatever value Maine’s power resources might have, they certainly 
have not, as yet, been sufficient to attract even those few industries which are 


‘large users of electricity. The citizenry have presumably failed to realize that 


the cost of generation is a comparatively small part of the total cost of power 
and the cost of power is in turn a comparatively small part of the cost of 
manufacturing. Nor have ‘they fully appreciated the economics of’ hydro- 
electric power production under conditions of variable stream flow. Further- 
more, there seems to be some evidence that the law has actually restricted the 
industrial development of the state since the power companies, prohibited from 
selling the dump power that would have been developed, have been re- 
luctant to develop the remaining hydro resources. It is also interesting to note 
that the power companies, which originally fought the Fernald Law, have now 


‘found it a shield and a bulwark since the law by prohibiting interstate trans- 


mission has limited the jurisdiction of the Federal Power Commission. 
Passamaquoddy' and rural electrification both presented challenges to 


_ Maine’s traditional policy. Passamaquoddy failed because of its inherent eco- . 


nomic limitations rather than because of its inability to fit into the institutional 
pattern. The Rural Electrification Administration cooperatives were not en- 
thusiastically received by the conservative Maine folk, and publicly. developed 
hydro power offered no solution to the problems of rural electrification. 

The book is a good analysis of the unique power policies of a single 


` state but it is burdened excessively with detail that could interest only a 


state historian. On the other hand, it would be interesting to know moré about 
the other important phases of power ‘development and utilization in Maine— 
the efficacy of regulation, the impact of the fair value rule (Smyth vs. Ames ` 
is not mentioned), the quality of the job done by the privately owned utilities 
and the complete story of the Insull-dominated power companies that are but 
dim shadows in the background of the story. 

However, the writer drives his analysis into an even broader field—the field 
of regional development, of which, on a lower scale, the Fernald Law is the 
antithesis. There are convincing arguments for integrated resource utilization 
and economic development of the state carried out as part-of a regional plan. 
The TVA and Columbia River project lend concrete reality to such plans and 
there is considerable intellectual support of regionalism of one.kind or another. 
It remains questionable, however, whether regionalism can develop roots 
among the people, particularly the people of Maine. As Smith so well shows, 
the admirable and rugged individualism of the people of Maine are institu- 
tions to be reckoned with. . 

: Err Winston ee . 

University of Maryland ` 
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Land for Tomorrow—The Underdeveloped World.. By L.. DUDLEY Sean. 
~ (Bloomington: Indiana University Press. New -York: American Geo- | 
graphical Society. 1952. Pp. 230. $4.00.) 
Based on the, Patten Foundation Lectures delivered at Indiana University 
in.1950, Land for Tomorrow outlines the views of a noted English geographer. 


_ This book, however, is not written for the geographer, and less for the econo- | 


mist; the author addresses himself to the layman. With the aid of maps, 
charts and tables, Professor Stamp touches and comments upon various “land- 
food-peoplé” problems, 

Questioning the usual meaning of edaderdevaliped” as‘it is widely applied 


„to various lands, the author sets out to appraise the current and prospective’ . 


~ balance between people and food. In a brief sketch of The World’s Peoples, 
he presents, couched in popular language, such broad generalizations as these: | 
that in the postwar birth explosion Americans were having as many babies as 
Asiatic: Indians, most of whom are not familiar with birth control; that due to 
our higher survival rate, our population is expanding at a greater rate than 
India’s “teeming millions”; that the high rates of population increase are not 
in India and China or in crowded parts of Europe, but in the Americas; that 
“English-speaking whites are increasing. four times as rapidly as the peoples 
of the world as a whole. 

A descriptive inventory of The World’s Lands marks out the currently 
habitable areas and reviews the land resources of the several broad climatic 
regions of the world. The author then considers the “carrying capacity' of the 
world’s lands.” Here Stamp is directly confronted with economic questions, 
but he sidesteps them and continues to be interested primarily in physical re- 
lations. He says, “... we are faced with two entirely different questions. The _ 
first is the maximum 1 number of people which a square mile of productive land 
can support in terms of food, The second is the population needed -to secure 
maximum production with maximum efficiency. The first may be of the order 


of 640—one person per -acre—but the second will-be hotly oe according | 


to views as to what constitutes efficiency in agriculture.” 
Thus the author encounters the „problems of defining and .measuring 


- efficiency. In Food For All he says, “. . . one approach ‘regards efficiency as 


indicated by output per unit area, the other measures efficiency in terms of 
the output of labor, that is per man hour. . . . In a world short’ of food it is 


s surely clear that what matters is the actual amount of food produced, so, 


making some allowance for quality, the higher the output per unit area the 
greater the efficiency of the farmer.” Thus resolving the problems of defining 
and measuring efficiency, he reaches what he considers significant: conclusions: 

“Tf outpit per unit area is taken as the criterion, and we bear in mind the huge 
world family and its present need for food, maximum agricultural: efficiency 


~ is exemplified in selected delta regions of China, in Java, and northwestern 


Europe. We have seen how climatic conditions often work against the farmer 
in the tropics; We should rather look for universally high yields. per acre in the 
favored temperate-zone climates. Does this not point to the fact that with 
our present knowledge of agricultural production. -and of soil management, our 


-. present range.of crops and of world food demands, the outstandingly under- 


~ 
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developed countries of the world are the new lands of the middle latitudes, in- . 


cluding United States, Argentina, and Canada? Is there any scientific reason 
why output per acre in these areas should not be brought up to northwest 
European levels?” This quotation, which may jar some readers, is from the 
section The Underdeveloped United States in which, however, the author does 


not suggest that “reverse point four” technical missions be sent from other 


lands to this country. | 
In Salvaging the Old World, Stamp Sua asiees the need for more com- 
' plete land use information to be acquired by detailed surveys which can serve 
as a basis for action programs. Also he stresses that each country has its own 
problems, many of which are not to be solved by techniques developed for 
conditions in other lands. In Preserving the New World, he again stresses 
the danger of a wholesale transfer of our midlatitude experience and thinking 
to different conditions such as those found in the tropics. This pertains - 
especially to soil erosion for which our record, he says, is not enviable and the 
control of which he lists as the foremost line of development necessary in 
preserving ‘the new world. 
Although less extreme and less of an alarmist than some contemporary Neo- 
Malthusians, the author’s views have much in common with that school. 
. Recognizing that his experience is that of a geographer, one may nevertheless 
wonder why he pays so little attention to the economics of the problems con- 
sidered; either he is not familiar with what economics can contribute, or he 
has strong doubts whether it now can contribute significantly if at all. But 
the reader may wish to. counterbalance the lack of economic analysis in this 
book by supplementing it with material as in “The Economics of Develop- 
ment” in Jacob Viner’s Lectures on the Theory of International Trade: 
(mimeographed in English; published in Portuguese. translation, Revista 
Brastleira De Economia, V (2), June ras 
Sipney Hoos 
University of California, Berkeley  - | ! 


The Economics of New England—Case Study of an Older Area. By SEYMOUR 
E. Harris, (Cambridge: Harvard University Press. 1952. Pp. xvii, 317. 

$4.75.) 

The New England Economy, a Report to the President Transmitting a Study 

Initiated by the Council of Economic Advisers and Prepared by its Com- 
mittee on the New England Economy. (Washington: Supt. Docs. 1951. 

' Pp. xxxvi, 205.) : | 


‘The attention given the New England economy in recent years is exceeded 
only by that accorded the South. There have been.a number of investigations 
of particular phases of the New England economy by state agencies and , 

legislative commissions, by Congressional committees, and by private organiza- 
tions, particularly the Boston Federal Reserve Bank. University studies, espe- 

cially | at Harvard, recently have contributed significantly to the knowledge of. - 
the area. A comprehensive study sponsored ‘by the National Planning Associa- 
tion will BORE be completed. 
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The Committee on the New England Economy was-set up in the spring of 
= 1950 by the Council of Economic Advisers to determine why the area was 
hit so hard by: the 1948-49 recession, and to examine the region’s basic eco- 
nomic structure. Professor Harris was a member of the Committee and has 
served on a number of other projects concerning the New England economy. 
His book and the CNEE report cover much of the s same ground, and readers 
will find it useful to read the two together. 

What are the difficulties which have elicited all this attention? Both Harris 
and the CNEE say that the main. problem arises from the fact that New 
England is the country’s oldest industrial area and that it faces substantial 
problems of adaption to technological changes, development of new competi- 
tive areas, and the shifting of markets. The New England economic situation 
is sometimes pessimistically summed up by comparing it with that of the 
[United Kingdom—the mutual characteristics being highly industrialized 
- economies resting heavily on exports, old industries handicapped by obso- 
lescent plant, equipment, and industrial techniques, unprogressive industrial 
and union management, aggressive competition from younger regions, and 
adverse trade balances and pressure on monetary reserves. 

This is the darker side of the picture. On the other hand, both reports 
emphasize that the region is not in desperate economic straits. It is not gen- 
erally poverty-stricken; average per capita income payments in the New 
England states still considerably exceed the national average, although the 
differential has narrowed in the past few years. Although the area was 
severely hit in 1948-49, its economy was more stable in the 1920’s and 1930’s 
than that of the country at large. It possesses great advantages in its highly 
skilled labor force, proximity to a large sector of the American market, and 
access to ocean shinning. 

One problem of analyzing the regional economy is due to its heterogeneity. 
Connecticut is highly industrialized, oriented more toward the middle At- 
lantic states-than toward the rest of New England, and with respect to income 
payments per capita is consistently in the top decile of all the states. Vermont, 
New Hampshire and Maine‘ depend more on tertiary industries, and their 
average income payments per capita are well below the national average. Par- 
ticular areas, particular cities and particular industries have their own special 
problems, so that it is difficult to generalize concerning many’ of the eco- 
nomic difficulties or to prescribe general remedies. ‘They can be attacked only 
_ by specific studies and by locally initiated action. 

But some generalizations are possible. Both reports point out that the 
region, while it has no great competitive handicap, suffers from the combina- _ 
tion of a number of small handicaps, including the following. 

1. High-cost power, which raises manufacturing costs and prevents the de- 
velopment of industries (such as aluminum RecugHon) using large amounts 
of power. 


2. Lack of raw materials—New England incurs a heavy interregional deficit . 


because of the necessity for buying and transporting raw materials. This dis- 
advantage may be offset to some extent by New England yeeue of raw 
material sources elsewhere. 


998 ‘THE AMERICAN ECONOMIC REVIEW 


3. High freight costs of raw materials shipped into the region and: finished 
products shipped out. This disadvantage may be increased, at least~in the 
short run, by the abolition of the basing-point system. But it is offset to 
some extent by the region’s proximity to large markets and access to ocean 
shipping. | 

4, High labor costs in some industries. This appears to be one of the diffi- 
culties in textiles and shoes, resulting partly from the resistance of workers - 
to measures to increase output even where no increase in effort is required. 
However, labor costs in other industries are relatively low, for instance in 
„White collar jobs and in the highly skilled metal working trades. | es 

E Worsening terms of trade since the 1920’s and 1930's, mainly because of 
the increase in raw material (including agricultural) prices relative to other 
prices. 
= 6. Shortages of investment funds. This problem has several aspects. Capital 

t funds are largely controlled by banks, trusts and insurance companies, who 


‘hesitate-to take risks.in any case and who tend to regard New England in- `` 


vestment as risky: There is none of the speculative exuberance of the areas 
where money comes easily, as in the oil-, wheat- and cattle-rich Southwest. 
Another difficulty: many firms, particularly i in the dwindling industries, have 
been withdrawing capital for distribution to owners. and managers and for 
investment elsewhere, instead of plowing it back by modernizing and ex- 
panding plant and equipment. Finally, although the area contributed notably ` 
to the.war effort, it obtained a disproportionately small share of government- 
built plants. 
7. High taxes and badly constructed tax structures are alleged to be a 
handicap in some states. Massachusetts corporate income and other corporate 
\ taxes are particularly heavy. Both reports hold that in general the regional 
tax systems weigh too heavily on costs and not enough on surpluses. But 
compared with tax systems of states like Illinois and Ohio, they do not weigh 
heavily on consumption. l 
8. The picture respecting management is unclear, though there is an im- 
pression that New England management, at least in the older industries, is 
less imaginative and responsive to new ideas than in some competing areas. 
Particularly interesting are the discussions of the balance of payments and 
the drain of the region’s reserves believed to have occurred over the last 
decade and to be still continuing. Much of this discussion is based on Penelope 
- Hartland’s dissertation, Balance of Interregional Payments of New England. 
Miss Hartland’s figures are necessarily highly speculative and Harris’ results 
from extrapolating from her 1939 figures are even more speculative, as the 
- author recognizes. But the approach deserves more attention in other regional 
studies than it has thus far received. l 
_ The region’s deficit balance with the federal government has contributed 
heavily to the adverse balance of payments. One reason for the size of the 
discrepancy between regional: ‘payments to the federal government and federal 
payments to the region is the resistance of many New “Englanders to federal 
_ assistance and federal projects; another, the strongly Republican cast of the | 
region during the last two decades of Democratic administration; a third, . 


S 


A 
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the strategic weakness of the regional Congressional delegation and its fail- 
ure, resulting partly from partisanship and diverse interests, to work together 
in promoting regional interests. The federal government, Harris notes, tends 
to pour funds into low-income areas and debtor areas, but not into areas 
suffering from economic arteriosclerosis. _ 

Recommendations: no startling innovations are offered. Some at the recom- 
mendations. are (inevitably) controversial and some are of the sort, which 
cannot well be left out but which are so general as to be of little help except. 


-to focus attention upon special problems—like the recommendation for im- 


proved labor-management relations (how obtain them?). Among the pre- . 
scriptions are the following. 

To improve markets and facilitate industrial location—gather more’ knowl- 
edge of the region’s potentials (census. of industries), promote “job-oppor- 
tunity evaluations by responsible local groups” (CNEE report), improve 
federal employment exchanges and increase: labor mobility by relocation 
subsidies. 

To lower production costs—provide bhna and managerial assistance to 
small firms (a county agent system for small business), encourage labor- 
management cooperation to increase productivity (and better relations gen- 
erally), re-examine freight rate structures and New England’s transportation 
facilities, study power costs and potentialities of multi-purpose. river develop- 
ment projects, establish a New England steel plant and possibly other metal- ` 
refining industries. 

To encourage investment—ease restrictions on bank and insurance funds 
and encourage new forms of investment institutions (like the Maine De- 
velopment Corporation) which can tap such funds, encourage community 
foundation plans, put more emphasis on “nonbusiness” and less on “business” 
taxes, allow accelerated depreciation, stop double taxation of dividends. ’ 

To improve the region’s relative position—adopt uniform federal stand- 


- ‘ards of working conditions and social services, exploit federal programs which 


might “contribute toward higher regional living standards.” (The last is from 
the CNEE report. Harris is blunter: reconsider regional attitudes, seek a “fair . 


~ share” of federal outlays to help redress the adverse balance of payments.) - 


While the Harris book and the CNEE report overlap to a considerable 


- extent, each treats many topics more fully and with different emphasis than 


the other, Harris’ study is farther ranging and more provocative, but throws 


. together much. undigested material the analysis and conclusions of the CNEE 


report are more eee reasoned, and e report is pee edited and easier to 
read. - 

Many iticanis may be aca on both reports testis their generally high 
quality. To this reviewer, the treatment of tax and fiscal problems is the least 
satisfactory part of either report. Data are used incautiously; for instance, 
comparisons of Boston’s expenditures and revenues with those of other l 
municipalities take no account of the variation in the functions performed by 
overlying jurisdictions, including the state, in different municipalities. The 
city of Boston, for instance, performs functions which in other municipalities 
may be handled by county governments, school districts; sanitation districts 
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and so forth. However, many other sources confirm the conclusion that ex- 
cessive use of the property tax has virtually halted construction in Boston 
and has contributed greatly to the stagnation of the Boston area. 

The CNEE report states (p. 126) that the average cost of unemployment 
insurance in New England in 1949 was 3.7 per cent of taxable wages (more 
for some states), whereas the maximum n unemployment insurance tax rate 
is 3 per cent. 

Harris says that the absolute level of Massachusetts taxes is high and a 
reason for concern (p. 207), then proceeds to: show that the per capita figure 
for 1950 was lower, both absolutely and as.a percentage of income payments, 
than the average of all the states: 

The recommendation that taxes be changed to weigh more heavily upon 
“surpluses” and, less on costs is not spelled out, and no attention is given to 
the difficulty of defining an “economic surplus” for. purposes of taxation. 
What is implied, of course, is greater dependence on corporate and personal 
income taxes, but are not these ag likely to have adverse repercussions upon 
business decisions (businessmen’s attitudes being what they are) as taxes on 
costs or on consumption? 


The CNEE recommendation to allow decelerted depreciation is highly 


: controversial, but in view of the increasing number of extractive industries 
which are allowed percentage depletion, some such move may be called for, 
if only to forestall a demand for analogous percentage depreciation allowances 

which would allow firms to charge off more than the cost or replacement value 
of depreciable assets. 

Carrying out the CNEE eenaa tò stop double taxation’ of 
dividends awaits some solution to the whole problem of integrating corporate 
and personal income taxes. To those who have wrestled with the problem, it 
is a bit startling to see the suggestion tossed out so casually with no ap- 

parent recognition of the difficulties involved, and no concrete alternative 
= suggestions, © 
e Lyre C, FITCH .. 

Middletown, Connecticut 


Government and Labor in the United States. By JouN m Lerx. IN 


York: Rinehart. 1952. Pp. viii, 336. $3. 00.) 


This is the latest of over a dozen volumes i in the “American Government . 


in Action” series intended apparently, without too many academic trappings, 
to appeal to the intelligent general reader and to the browsing undergraduate 
‘who longs for a change from a textbook diet. There is a classified bibliography 
„of some twenty pages at the end, and a list of cases cited, all of which we 
assume that the author has read ‘carefully and can vouch for unqualifiedly. 
Occasionally, as a test of the reader’s alertness, the writer refers by name 


_in the text itself to a case that has previously been cited only in the footnotes; ° 
` and sometimes for local color or in the absence of the official documents he 


~ 


ows 


does not disdain to cite as an authority some middle-western ile or 


' | Time magazine. . 
Since the VRR of the series as 2 whole is pritnarily that of political 


£ 
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science and Professor Leek’s own chief interest is evidently in the constitu- 
tional aspects of labor legislation rather than in political forces or legislative 
processes, we cannot expect too much in the way of economic history or ` 
principles. Indeed, the preliminary sketch of the rise of unionism in America 
is confined, as is all too customary in such summaries, too.largely to the 
succession of national federations, to the neglect of the great craft or 
industrial unions where the real business of the movement is done, and 
withal it is none too accurate. One can hardly use the word “contemporaries” 
to describe the National Labor Union of the late 1860’s which met an early 
death by 1872 and the Knights of Labor which had its principal growth in 
the late ’seventies and ’eighties. There is some confusion among the Gould 
roads involved in the strike of 1886. It is not advisable to mention the 
American Railway Union of 1894 and the American Federation of Labor 
in the same breath as though they were equals. The importance of the-metal 
miners in the formation of the I.W.W. is not recognized. The beginnings of 
the C.I.O. are veiled in obscurity, and the middle initial does not necessarily 
imply “industry-wide” bargaining but only plant-wide or company-wide, 
including all grades, as‘ in the automobile industry. There may be grim 
humor in the statement that John Lewis and his coal miners could get along 
very well without government aid in. organizing, when they have been 
subject to such heavy penalties for violations of court orders; and the author 
fails to make it clear that the second series of fines against them in the 
spring of 1948 was ultimately rescinded. l 

But once he gets properly launched in his own channel and has plain 
sailing. ahead, Leek gives us a good evolutionary record of increasing 
governmental ‘regulation of working conditions and of labor organizations, 
and of the vicissitudes which such legislation has had to meet in the courts. 
We shall understand better than before how frequently state laws upon a 
particular subject or those relating to a single industry, like the Railway 
Labor Act of 1926, have served as experiments or an entering wedge and how 
the federal government, through the use of the taxing power, or a 50-50 
arrangement as to expenditure, or through a liberalized interpretation of the 
interstate commerce clause, has been able to exert pressure upon recalcitrant 
states and interests and bring about a national system, not always uniform 
but meeting certain minimum standards. We are much more of a nation in 
labor matters than we were less than twenty years ago. 

Partly because times have changed, the order of topics here is quite 
different from that in Commons and Andrews’ book upon which many of 
us were raised. Instead of beginning with hours of labor and wages and 


- . industrial health and safety, Leek devotes most of the first half of his book 


to legislation and court decisions as to collective bargaining and union 
activities: the trust laws and the Clayton Act, the Railway Labor Acts of 
1926 and 1934, the Norris LaGuardia Act of 1932, the Wagner Act, and 
state laws curbing the unions, culminating in the Taft-Hartley Act of 1947. 
Some might say that provisions for the settlement of labor disputes, so 
closely allied to collective bargaining, should also come in this first part, but 
the author chooses to put them next to the last, and the discussion of labor 


1 
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politics and the administration of labor laws at the very end. Unionism and | 
collective bargaining are more and more the real labor problem and-the one: 


exciting the most controversy. 


The names of cases and of laws, such as the Walsh-Healey Act of 1936, : 


intended to salvage something from the lamented N.R.A. and to salve the 
wounded pride of its chief sponsor, or the Wagner-Peyser Act of 1933 which 


made a beginning toward a joint system of public employment exchanges, | 


and others of like nature, might have been more precisely given throughout. 
It is doubtless unfortunate that we have formed the habit of tagging a measure 
with the names of the men in each house of Congress who have introduced 
it, and'that this not only fails to identify its contents but leads- to confusion 
when the real title is given. We may not realize that the Taft-Hartley Act 
and the Labor-Management Relations Act are one and the same thing; and 
some of the demand for the repeal of the law, instead of its’ possible 
amendment, arises from party or even personal prejudice. The terminology of 
social security provisions is also rather baffling. Quite early in the book Leek 
seems to confuse the “assistance” features of the act with those ‘relating 
to what are often called pensions (p. 16). The dictionary definition does 
not seem to require that pensions shall be either contributory or non- 
contributory. The statue would seem to be scientifically correct, as the 
- author indicates, in calling the contributory part of the system “old age and 


- survivors’ insurance,” except that the beneficiary pays during his working 


life for only half of the cost. If we assume that there is an advantage to 
the employer in having such a retirement plan, we may regard his share of 
the. expense as payment for, this benefit or as deferred wages and still keep 
within the definition. Where, as in the case of workmen’s compensation for 
accidents and occupational diseases and that of unemployment compensation, 
there is no contribution in money made by the recipient, it may be argued 


that the limited payments madé under the laws involve an indirect or negative ` 


contribution from him also. When and if health insurance for all, which Leek 
evidently favors, comes to be a part of the system, it may be a good time to 
put everything on a more liberal. and at the same time a contributory basis. 
Then it will really be social insurance. 


Of the different methods of settling labor panies the author probably does 


not intend to differentiate what he calls “compulsory delay” from the Colorado 
and Canadian plan of compulsory investigation which he discusses further 
on. Doubtless, because of its recent use on a.trial and error basis in the steel 
‘strike and its. much longer history in the railroad industry, he should add 
government seizure as a sixth method to his list, incorporating what he says 
in the chapter on the “Government as an Employer” as to the prohibition of 
strikes against the government. Most labor economists would surely agree 
with him in saying’that there had been too. much interference from the more 
purely political branch of the government with the operation of the Railway 
Labor Act, and the same might well be said about the use or non-use of the 
| Taft-Hartley Act. 
Warren B. CaTLin . 

Bowdoin College 
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Contemporary Collective Bargaining. By Harotp W. Davey. (New York: 
Prentice-Hall. 1951. Pp. xii, 532. $5.50.) 

Professor Davey’s textbook is a digest of the latest available material 
on contemporary collective bargaining, supplemented by his own inter- 
pretations, reflecting both his study of and participation in this particular 
area. The book will serve the purpose of most courses in collective bargaining 
‘designed to acquaint students with the material, issues, and problems of 
collective bargaining. 

Davey carefully covers the issues and problems which arise in the negotia- 
tion of the collective bargaining agreement, including the bargaining unit, 
the content of the collective bargaining contract, the procedures employed 
in achieving the final settlement of the issues, the effect of collective 
bargaining on our economy, and the impact of public policy on collective 
bargaining. At appropriate places he brings info the discussion some of the 
most “fundamental economic and political questions” which arise in “a 
highly unionized economy” toward which, in his opinion, we are heading. 
There is an awareness that at the present time we do not have the answers 
to the problems arising in such an economy, and it is to Davey’s credit that 
he repeatedly raises these questions throughout the book. In essence these 
questions revolve around one basic question: can we, in our highly complex 
society, with its concern about unemployment, still maintain free collective . 
bargaining? Is free collective bargaining an economic anachronism? 

There are, however, three criticisms that might be made of the book. 
First, while attempting to present all of the latest material and writings in 
the field of collective bargaining, Davey does not leave the reader with any 
frame of reference with which to approach the problems of collective 
bargaining. One must concede, however, that textbooks written with a so- 
called frame of reference, on a level which is operational, are usually 
considered too difficult by students and may be unsatisfactory for under- 
graduates. 

Second, though some skepticism over the application of what is frequently 
. (but incorrectly) referred to as “pure economic theory” to the study of 
unionism and wages is desirable, economic analysis is still extremely useful. 
Davey expresses extreme skepticism (if not outright rejection). But one 
notes, for example, that in his listing of factors which are of importance to 
unions and management in the formulation of their wage proposals, there 
are set forth certain specific economic factors, the understanding of which 
would require a thorough training in economic analysis, I recall Professor 
~ Schumpeter’s admonition in a lecture at the University of Buffalo in 1948 
on the so-called “marginalist controversy” that (to paraphrase his remarks) 
“the knowledge of economic theory may not be much of an ally, but the lack 
of it can be a hell of an enemy.” 

Third, the author assumes that in the United States today there is a 
“firm acceptance of collective bargaining as a method of industrial govern- 
ment.” Many students of labor express this opinion. Many trade union 
leaders express the opposite opinion. Whether there is “firm acceptance of 
collective bargaining” on the part of management is certainly a debatable 
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- qüestion, For example, a recent report (the first of a series) of the Senate 


Committee on Labor and Public Welfare on Labor-Management Relations in — 
the Southern Textile- Industry certainly indicates resistance to unionism and 
collective bargaining on the part of management. The important point is 
that trade union leaders deny Davey’s assumption. The issues and problems . 
of collective bargaining must be studied in terms of what the parties believe 
to be true, since their beliefs will determine their actions and attitudes. __ 
The reviewer realizes that these criticisms may be considered by some 


- professors of industrial relations as virtues. But they are offered simply to 


explain the type of textbook that Davey has written. I am sure that the 

book will rate high in the list of acceptable textbooks in. the field of collective 

bargaining, particularly for undergraduate students. 

Jacos J. KAUFMAN 
University of Buffalo l 


Population; Social Welfare and Living Standards 


How Much Does It Cost? A Report to the Michigan Employment Security 
Commission on Long-Range Financing and Fund Solvency in Michigan. 
By Wurm Haser, with the collaboration of the Michigan Employ-. 
‘Ment Security. Commission and the U.S. Bureau of Employment . 
Security. (Ann Arbor: Author, Univ. of Michigan. September, 1951. 
Pp. xi, 368.) . 
The purpose of this report is 3 to estimate, for 1951-60, costs likely to be 
incurred by the Michigan unemployment insurance system, and the size 


. Of an adequate reserve. This is no simple task, for future economic events are 


uncertain, and Michigan, an industrial state, is highly sensitive to business 
fluctuations. Moreover, provisions of the state’s Unemployment Compensation 
Act are complex and likely to be amended. Yet a remarkably satisfactory 
job has been done. In this achievement, Haber was aided substantially by 


„his “collaborators, as he fully acknowledges (p. vi). Michael T. Wermel, of. 


the U. S. Bureau of Employment, is mainly responsible for the basic concepts 


- on benefit financing, and the Bureau furnished actuarial calculations. Daniel 


B. Suits prepared the economic projections used in estimating cost. Martin 


' A. Cohen, of the- Michigan Employment Security Commission’s staff; col- 


laborated on the comprehensive description of the Michigan economy (Part 
II, Ch. 1-11). The Commission provided much of the basic data (Parts I. 
and II contain 125 tables), and prepared the 39 charts. Its interesting 
study of claimants exhausting their unemployment benefits in the first seven 
months of 1949 constitutes Part IU, an appendix, 

‘Cost and reserve estimates developed i in Chapters 6-9 of Part I comprise 
the essence of the report. Five alternative business cycle patterns are formu- 
lated for 1951-60, ranging from the “most favorable,” with persistently high 


_ employment assumed, to the “most unfavorable,” which posits 20 per cent 
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of the labor force as the probable upper limit of unemployment. To the 
reviewer, this modest upper limit seems optimistic. These projections are 
not predictions, but represent the probable range of types of fluctuations, | 
and of fluctuations within each type. Patterns for Michigan take into account 
defense production and the possible range of national unemployment. 
in addition to the current Jaw, ten alternative legislative patterns are 
assumed, These involve mainly combinations of possible changes in the 
amount and duration of beńefits. Given these economic and legislative 
assumptions, a basic formula is derived for estimating the cost rate, t.e., 
benefits as a per cent -of taxable wages. The cost rate indicates the percentage 
levy on aggregate taxable payrolls necessary to meet estimated benefit obli- 


, er fi 
gations, Derivation of the formula Bite i Micheal cat he times 
. | | - average weekly taxable wage 
average compensable unemployment | 
average covered employment 


to Chapter 8. Cost rates are estimated for postwar years, and 100 average 
cost rates are estimated for 1951-60 on the basis of economic and legislative 
assumptions. 

A self-sustaining unemployment insurance system can utilize the reserve 
to reduce yearly variations in the tax rate. To accomplish this, the author 
urges use of a level annual tax rate over a period of years to minimize the 
need “for forecasting. Under median ‘economic assumptions, the existing 
Michigan reserve, estimated to equal from 3.5 to over 4 average years of 
benefit expenditures for all legislative patterns, is deemed adequate, but not 
excessive. Given the economic and legislative patterns to be followed, the 
necessary tax rate to maintain.the reserve over 1951-60, after allowing for 
interest earned and contingencies, can. be computed easily. The procedure jis 
described in Chapter 9. However, Xi = X, + X: + Xs, not X; — X: — X; 
(p. 121). . 

Limits of space prevent adequate consideration-of many chapters ir in Parts 
I and II providing necessary background material. Those in Part I deserve 
special mention for the clear picture they give of Michigan’s industrial 
concentration; labor force, employment fluctuations and shifts, leading 
industries, problem areas, and major labor markets. The report is timely, and 
because of its findings and techniques, should prove valuable not only to 
- Michigan, but to many other states interested i in this problem. 


)is described in the technical appendix 


Roy C. CAVE 
San Francisco State College 
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(New Haven: Yale Univ. Press. London: Geoffrey Cumberlege. 1952. Pp. v, 284. $4.) 

A sociological study of a single typical factory as an institution. The author spent 

eight years of “participant observation” as an employee in the plant and supplemented 
this experience by later visits to the plant and’ numerous interviews with officials . of 
both management and the unton. 

Gross, A, Salesmanship. (New York: Ronald Press. 1982, Pp. xiv, 562. $5.50.) 

KENNEDY, R: D. and McMutzen, S. Y., Financial statements—form, analysis, and interpre- 
tation. Rev, ed. (Homewood: Richard D. Irwin. 1952. Pp. xviii, 593. $5.75.) Accompany- 
. ing book of Questions and problems has been revised. ` 

Lewis, H. T. Procurement—principles and cases. (Homewood, IN.: Richard D. irwin, 

` 1952, Pp. xi, 823. $6.) 


‘Neuner, J. J. W. Cost accounting—principles and practice. 4th ed. (TORSON; m.: 


Richard D. Irwin. 1952, Pp. xviii, 828. $6.) 
Paton, W. A. and Paton, W. A., Je. Problems and cases for Asset Aunia Designed 
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tọ accompany the authors’ Asse Accounting. (New York: Macmillan. 1952. Pp, vii, 
142, $2.25.) 

SPENCER, W. H. A textbook of law and business, 3d ed. (New York. ee 1952. 
Pp. xi, 838. $7.50.): “ 

Changing concepts of business income. By a Study group on bus. income. (New York: 
Macmillan. 1952. Pp. 160.) 


Industrial Organization; Public Regulation of Business 


Carin, H, L., Frsupern, M. H. and Pascar, L. Preliminary inventory of the records of 
the National "Recovery Administration. Preliminary inventories no. 44. (Washington: The 
National Archives. Pp. viii, 226. 1952.) 

CAMPBELL, W. G., editor. Economics of mobilization and war. (Homewood, IL: Richard . 
D. Irwin. 1952. Pp. v, 196. $2.50.) 

Contributing authors are R. E. Baldwin, J. W. McKie, G. S. Trentel, L O. Scott and- 
R.. R. Campbell. 

Davinson, S. The plant accounting regulations of the Federal Power Commission—a 
critical analysis. Michigan bus. stud., vol. xi, no. 1. (Ann Arbor: Uniy. of Michigan 
Press, 1952. Pp. 163.) 

Fisusetn, M. H. and Bennett, E. E. compilers. Preliminary inventory of the records of the 
Accounting Dept. of the Office of Price Administration. Preliminary inventories no. 32. 
(Washington: The National Archives. Pp. vii; 108. 1951:) 

. Forsom, M. B. Economic progress in a rearmed world. (New York: Committee for Econ. 
Development. 1952, Pp. 18.) 

GREBLER, L. Implications of rent control: experience in the United States. (Reprint from 
Internat, Lab. Rev., Apr., 1952.) (New York: Inst. for Urban Land Use and Housing 
Stud., Columbia Univ. 1952. Pp. 24, 15c.) 

NETER, J. The infiuence of war upon the postwar behavior of durable goods (Syracuse : 
Dept. of Econ., Syracuse Univ. 1952. Pp. 28.) 

Reprorp, E. S. Administration of national economic control, (New York: Macmillan. 
1952. Pp. xvii, 403. $5.50.) 

Tbis is an examination of “the administrative system which has been developed for 
control of economic activities, and of the problems of an administrative nature which 
arise in such control.” There are chapters on program development, administrative tools 
and ‘techniques, the problem of the interest groups, the problemi of organization, and the 
problem of safeguards. 


Taytor, J. Business and government —an introduction. (New York: Barnes and Noble. 
1952, Pp. xiv, 322. $1.75.) 


Amnamg Federal Trade Commission act with respect to state fair trade laws—Report 
~ prepared by Senate Committee on Interstate and Foreign Commerce, 82nd Cong., 2nd , 
sess. Senate rept. no. 1741. (Washington: Supt. Docs. 1952: Pp. 14.) 


Basic issues in decontrol—an economic forum discussion. Stud. in bus. econ. no. 35, (New 
York: Nat. Indus. Conf, Board. 1952. Pp. 62.) 


Defense Production act amendments of 1952. Report by H EE T on Banking and ` 
Currency to accompany a bill to amend and extend the Defense Production act of 1950 
and the Housing and Rent act of 1947, 82nd Cong. 2nd sess. House rept. No. 2177. 
(Washington: Supt. Docs. 1952. Pp. 45.) 


The Defense Production act of 1950, as amended by the Defense Production act amend- 
ments of 1951 and 1952. (Washington: Supt. Docs. 1952. Pp. 89.) _ 

Defense Production act. progress report no. 20: Aluminum program—Joint Committee on — 
Defense Production, 82nd Cong., 2nd sess. Senate rept. no. 1987. (Washington: Supt. ' 
Docs, 1952. Pp. 16.) : 

Defense production pools. Report of the Select Committee on Small Business 82nd Cong., 
2nd sess, Senate rept. no. 1597. (Washington: Supt. Docs. 1952. Pp. 14.) 
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Ending price-wage controls. A statement by the Program Committee. (New York: Com- 
mittee for Econ. Development. 1952. Pp. 15.) l 

Extension of the Rubber act of 1948. Hearing before a subcommittee of the Senate Com- 
mittee on Armed Services, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952, Pp. 30.) 

Foreign legislation concerning monopoly and cartel practices. Dept. of State report to the 
Subcommittee on Monopoly of the Senate Select Committee on Small Business, 82nd 
Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 253.) ` 

The international petroleum cartel—staff report of the Federal Trade Commission sub- 
mitted to the Subcommittee on Monopoly of the Senate Select Committee on Small 
Business, 82nd Cong., 2nd sess., Aug. 22, 1952. (Washington: Supt. Docs. 1952, Pp. 378.) 

Monopoly and cartels. Hearings before a subcommittee of the Senate Select Committee on 
Small Business on the impact of monopoly and cartel practices on small business, 82nd 
Cong., 2nd sess., April, May and July, 1952. (Washington: Supt. Docs, 1952. Pp, 156.) 

Monopoly and public welfare. By a study group in the University of Natal. (Pietermaritz- 
burg: Univ. of Natal Press. 1952. Pp. 229. 16s.) 

The book has grown out of papers read to the Durban Branch of the South African 
Economic Society in November 1951. H. R. Burrows has edited the papers, which review 
legislation with regard to the monopoly problem in Europe, Canada and the United 
States; the theory of monopoly and oligopoly price; the implications of monopolistic. 
competition for welfare; forms of a ea competition; and past and proposed 
legislation in South Africa. 

New resources bring new opportunities. Seventh quarterly report to the President by the 
Director of Defense Mobilization. (Washington: Supt. Docs. 1952. Pp. 44. 30c.) 

Price discrimination—defense under Robinson-Patman acts, prepared by House Com- 
mittee on the Judiciary, 82nd Cong., 2nd sess, House rept. no. 2438. (Washington: Supt. 
Docs, 1952. Pp. 17.) - 

Problems of small business under the Controlled Materials Plan—a summary report by the 
House Select Committee on Small Business, 82nd Cong., 2nd sess. House rept. no. 2099. 
(Washington: Supt. Docs. 1952. Pp. 57.) 

Resale price fixing. Hearings before the Senate Committee on Interstate and Forain Com- 
merce, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 698.) 

A study of the development of the antitrust laws and current problems of antitrust’ en- 
forcement. Report of the Department of Justice to the Subcommittee on Monopoly of 
the Senate Select Committee on Smal Business, 82nd Cong., 2nd sess. an ee Supt. 
Docs. 1952. Pp. 58.) 


Public Utilities; Transportation; Communications 


SCHWIETERT, A. H. and. Lyon, L, S. The Great Lakes-St. Lawrence seaway and power 
project. (Chicago: Chicago Assoc. of Commerce and Industry. 1952. Pp. 100. $1.) 

A supplementary discussion by the authors has been published in a pamphlet entitled 
Canada’s proposal to construct independently the Great Lakes-St. Lawrence seaway and 
~ Power project. 

Summ, G. L. Reasonable freight rates—tests, standards, and practices explained and clari- 
fied. (Washington: Traffic Service Corp. 1952. Pp. ix, 195.) 

_ The book deals with the origin, application, and purpose of alemao standards 
as approved by the Interstate Commerce Commission. It is designed to serve: “First, as 
a reliable guide in the preparation of evidence respecting the reasonableness of given 

‘freight rates, . . .; second, as a concise text ...; and-third, as a background disclosing 
the probable effect of suggestions advanced from time to time for modifications of - 
present rate-making practices.” = 

WESTMEYVER, R. E. Economics of transportation. (New York: Prentice-Hall. 1952. Pp. viil, 
741. $6.) 

Airline passengers. Rev. ed. By the Civil Aeronautics Administration. (Washington: Supt. 
Docs, 1952. Pp. 66.) , 
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Airmail subsidies. Hearings before the House Committee on Interstate and Foreign Com- 
merce, 82nd Cong., 2nd sess. (Washington : „Supt. Docs. 1952. Pp. 481.) 


New frontiers for highways. A conference proceedings. (Knoxville: Univ. of Tennessee 
Record, July, 1952. Pp. 82.) 


The Public Utility Holding Company ‘act of 1935. Report of Securities and Exchange 
Commission to Subcommittee on Monopoly of the Senate Select Committee on Small 
Business, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 25.) 


St. Lawrence seaway and power project. Communication from the President transmitting 
the application to the International Joint Commission, dated June 30, 1952, for ap- 
proval of certain works in connection with the St. Lawrence seaway and power project, 
82nd Cong., 2nd sess. Dept. of State pub. (Washington: Supt. Docs. 1952. Pp. 9.) 

Separation of subsidy from air-mail pay. Report of House Committee on Interstate and 


Foreign Commerce, 82nd Cong.; 2nd sess. Rept. no. 2439, (Washington: Supt. Docs. 
1952. Pp. 49.) 


Industry Studies 


Coreman, C. M. P. G. and E. of California: the centennial story of Pacific Gas and 
Electric Company, 1852-1952, (New York: McGraw-Hill. 1952. Pp. x, 385. $4.50.) 
Gorter, W. and Hitpepranp, G. H. The Pacific Coast shipping industry, 1930-1948. Vol I, 


An economic profile. (Berkeley and Los Angeles: Univ. of California Press. 1952. Pp. | 
xiii, 118; $2.50.) 


Horroway, R. J. The development of the Russian iron and steel industry. Bus. research ser. 

no. 6. (Stanford Grad. School of Business, Stanford Univ. 1952. Pp. iv, 59.) 

This is a condensation of a doctoral dissertation; it contains considerable data with 

-~ Tegard to the Soviet iron and steel industry. ` 

STEINER, H. Grossenordnung und horizontale verflechtung in der eisen- und stahlindustrie 
der Vereinigten Staaten, Grossbritanniens, Frankreichs, Belgiens, Luxemburgs und 
Deutschlands. (Kiel: Institut fir Weltwirtschaft, Universitat Kiel. 1952. Pp. v, 119.) 
: STORCK, J. and Teacuz, W. D. Flour for man’s bread—a history of milling. (Minneapolis: 
Univ. of Minnesota Press, 1952. Pp. xiii, 382. $7.50.) 

A history of flour milling from the earliest times. Over one-half the book, however, 
is devoted to the industry in the United States ; and a full description of the contempo- 
rary industry is included. 


| Land Economics; Agricultural Economics; Economic Geography 


ANDERSON, M. S. Geography of living things. (New York: Philosophical Library. 1952. 
Pp. viii, 202. $2.75.) 
Brack, J. D. and Brinser, A. Planning one town: Peletshamn, a hill town in Massocku- 
setts. (Cambridge: Harvard Univ. Press. 1952. Pp. x, 75. $1.25.) 
This is the third in a series of-studies on the land-use economy of New England. The 
first was The Rural Economy of New England; the second, Planning One County: 
. Worcester County, Massachusetts. Attention in the present study is given to the prob- 
lems of the town; to agricultural, woodland, industrial, recreational, residential possi- 
bilities; and to governmental aspects. 
Creiacy-WanTrup, S. V. Resource conservation—economics and policies. (Berkeley and 
Los Angeles: Univ. of California Press. 1952. Pp. x, 395. $6.50.) 
Garzé, A. R. Reclamation in the United States. (New York: McGraw-Hill. 1952. Pp. 451. ) 
GOTTMANN, J., SESTINI, A., TuLIPrE, O., Wurarrs, E. C. and Vira, M. A. L’amenagement 
de Pespace—planification regionale et geographic. Cahiers de la Fondation Nat. des 
Sci. Pol. (Paris: Lib. Armand Colin. 1952. Pp. 140.) 
A collection of essays on -regional planning in Italy, Belgium, Great Britain and 
_ Venezuela. 
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GREBLER, L, Housing market behavior in a declining area: long-term changes in inventory 
and utilisation of housing on New York's lower east side. (New York: Columbia Univ. . 
Press. 1952. Pp. vii, 265. $4.50.) 

Rosryson, M: D. Washington state statistical abstract. (Seattle: Univ. of ‘Wash. Press, 
1952, Pp. xi, 159. $4.50.) 

THomsen, F. L, and Foore, R. J. Agricultural prices. ind ed. (New York: McGraw-Hill. 
` 1952. Pp. xi, $09. $6.50.) i 


Wencert, N. L Valley of tomorrow—the TVA and agriculture. (Knoxville: Bur. of Pub. 


Admin., Univ. of Tennessee, 1952. Pp. xv, 151.) 

Advance program for defense. (eanington Office of Administrator, Bimacville Project. 
1952. Pp. 52.) 

Comparative digest of the principal provom of state sansa laws relating to housing, 
slum clearance and urban redevelopment as of Jan. 1, 1951. Prepared by Office of the 
Administrator, Housing and Home Finance Agency. (Washington : Supt. Docs. 1952. 
Pp. 80.) 

Compilation of Agricultural Marketing Areeni act of 1937 reenacting, amending and 
supplementing the Agricultural Adjustment act including amendments of 82nd Cong., 
_ 1st sess. (Washington: Supt. Docs, 1952, Pp. 28.) 


- Conference of industrial development executives on Presidents industrial sia a policy. 


(Washington: National Security Resources Board. 1951. Pp. 90.) 

Co-ops in other lands. Farm Credit Administration reprints from the News ‘ie farmer 
cooperatives. (Washington: Supt. Docs, 1952. Pp. 40.) 

The defense minerals exploration program, Prepared by the Defense Minerals Exploration 
Administration. (Washington: Supt. Docs. 1952. Pp. 20.) 

Forest resources. Vol. 5, Proceedings. U.N. Scientific Conference on the Conservation and 
Utilization of Resources, Lake Success, Aug.-Sept. 1949. U.N. pub. 1950.11B.6. (New 
York: U.N. Dept. of Econ, Affairs. 1951. Pp. 325.) 

Housing act of 1952. Hearing before the House Committee on Banking and Currency, 82nd 
Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 73.) 

_ Housing activities of the federal government. Prepared by Housing and Home Finance 
Agency. (Washington: Supt. Docs. 1952. Pp. 16.) ` 


. The Housing and Rent act of 1947, as amended. A collation of public laws 80th, 8ist, and ` 


` 


82nd Cong. Prepared by Office of Rent Stabilization. (Waahi Supt. Docs, 1952. 
Pp. 51.) 

Public Housing Administration reference and source material: (1) Housing and housing 
needs. (2) Economic and social costs of good and bad housing. (3) Who pays for pron, 
housing? (Washington: Public Housing Admin. 1952. Pp. 50.) ' 

` Report of the Raw Materials Subcommittes of the Joint Committee on Atomic Energy, 
82nd Cong., 2nd sess, June, 1952. (Washington: Supt. Docs. 1952. Pp. 5.) 

Resources for freedom. Summary. of volume I of Presidents Materials Policy Coimmlecton 
report to the President. (Washington: Supt. Docs. 1952. Pp. 82.) 

The Valley at work, With the principal text of the TVA’s annual report to, Cong., fiscal 
year ended June 30, 1951, (Washington: Supt. Docs. 1952. Pp. 54.) 


Labor 


BACKMAN, J. The economics of annual improvement factor wage increases. New York 
Univ. bus. ser. no. 10. (New York: School of Commerce, Grad. School of Bus. Admin., 
New. York Univ. 1952. Pp. 72.) 

DaucueErty, C. R. and PARRISH, J. B. The labor problems of American society. (Boston: 
‘Houghton Mifflin. 1952. Pp. xi, 846. $6.) 

EpELMAN, M, and others. Channels of employment. eee Inst. of Labor and Indus.. 
Rel, Univ. of Ilinois. 1952. Pp. 210. $2.50.) q 
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GaLenson, W. The Scandinavian labor movement: Reprint no. 40 (from Comparative 

„Zabor. Movements by the same author). (Berkeley: Inst. of Indus. Rel., Univ. of Cali- 
fornia. 1952. Pp. 69.) - 

GLEN, J. F. J. Labor problems in West Germany—with special reference to the policies 
and programs of the Office of Labor Affairs of the Office of the U.S. High Commissioner 
for Germany. (Bad Godesberg-Mehlem: Hist. Div, Office of the U.S. High Commissioner 
for Germany. 1952. Pp. 119.) 

Gotpwer, W. Hours of work. (Berkeley: Institute of Indus. Relations, Univ. of California. 
1952. Pp. ix, 63. 25c.) 

Homan, E. P. Seamen ashore. (New'Haven: Yale Univ. Press. 1952. Pp. xxill, 426. $5.) 

Kerr, C. Collective bargaining in postwar Germany. Reprint no. 39 (from Indus. and Lab. 
Relations Rev.). (Berkeley: Inst. of Indus, Rel., Univ. of California. 1952. Pp. 20.) 

Lerrmn, R. D. Labor problems end trade HOR: (New York: Barnes and Noble. 1952. 
Pp. xvi, 320. $1.50.) 

Lewis, E. A., compiler. Compilation of laws relating to mediation, conciliation and arbitra- 

tion between employers and employees. (Washington: Supt. Docs, 1952. Pp. 867.) 
Lipset, S. M. and BENDI, R. Social mobility and occupational career patterns. Reprint 
no, 38 (from the Am. Jour. Soc.). (Berkeley: Inst, of Indus, Rel., noe of California. 
1952. Pp. 20.): 

McEntme, D. The labor force in California—a study of characteristics and trends in labor 
force, employment and occupations in California 1900-1950. (Berkeley and Los Angeles: 
Univ. of California Press. 1952. Pp. x, 101.) 

_ Reper, M. W. The theory of union wage policy. Reprint no. 41. (from Rev. of Econ. and 
Stat.). (Berkeley : Inst. of Indus. Rel., Univ. of California. 1952. Pp. 11.) 

Scuwarz, S. M. Labor in the Soviet Union. (New York: Praeger. 1952. Pp. xvili, 364. $6.) 

SvesTKA, M. Diritto al lavoro. Translation from the Czechoslovakian. (Firenze: La Nuova 
Italia, 1951, Pp. xxii, 475.) 

THAYER, R. L and THAYER, E. F. Collective bargaining patterns in Spokane County, Wash. 
as shown in 100 contracts. Bull. no. 21. (Pullman: Bur. of Econ, and Bus, Research, State 
College of Washington. 1952. Pp. x, 256.) 

‘Van SICK, J. V. The Walsh-H ealey Public Contracts act. (New York: Am. Enterprise 
Assoc. 1952. Pp. 35, 50c.) 

Annual digest of state and federal labor legislation. BLS. bull. no. 152. (Washington : Supt, 
Docs. 1952, Pp. 205.) 

Discrimination and full utilization of manpower resources, Hearings - elöre the Subcom- 
mittee on Labor and Labor-Management Relations of the Senate Committee on Labor 
and Public Welfare, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 423.) 

Dispute in the steel industry. Message from the President relative to the current dispute i in. 
the steel pie 82nd Cong., 2nd sess. House doc. no. 496. (Washington: Supt. Docs. 
1952. Pp. 6.) 

Forced labor in ihe Soviet Union. Dept. of State A 4716. (Washington: Supt., Docs. 
1952. Pp. vi, 69. 45c) 


In the matter of United Steelworkers of America—CIO and various steel and iron 
ore companies—panel report. (Washington: Wage Stabilization Board. 1952. E 66.) 
International Labour Office publications, Geneva, Switzerland. 
The International Labour Code, 1951. 2 vols. Vol. 1: Code. Vol. 2: Appendices. Pp. clv, 
1181; xxxix, 1220, $10.00. 
An experimental volume in which the conventions and recommendations adopted by 
the International Labour Conference were first arranged systematically was published 
in 1941, This successor Capian covering the period from 1919 to 1951, is being 
issued in three languages. 
International Labour Conference, Thirty-sixth session, 1953. 
Rept. IV (1) Holidays with pay. Pp. 167. 
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Rept. V (1) Protection of the health of workers in jle, of employment. Pp. 30. 
Rept. VI (1) The minimum age of admission to work underground in coal mines. Pp. 
14. i 
Textile wages—an international study. Pp. v, 126. 75c. : D 


Investigation of the Wage Stabilization Board. Report of the House Committee on Educa- 
tion and Labor, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 28.) _ 


Labor-management contract provisions 1950-51. B.L.S. bull. no. 1091. (Washington: Supt. 
Docs. 1952. Pp. 33.) 


Labor-management relations in the southern textile rie: Report of the Subcommittee 
on Labor and Labor-Management Relations of the Senate Committee on Labor and 
Public Welfare, 82nd Cong., 2nd sess. (Washington : Supt. Docs. 1952. Pp. 91.) 


Migratory labor. Hearings before the Subcommittee on Labor and Labor-Management 
Relations of the Senate Committee on Labor and Public Welfare, 82nd Cong., 2nd sess. ` 
(Washington: Supt. Docs. 1952. Pp. 965.) 


The problem of delay in administering the Labor-Management Relations act. Staff Hout 

_ to the Subcommittee on Labor and Labor-Management Relations of the Senate Com- ' 
mittee on Labor and Public Welfare, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 
1952. Pp. 34.) 


- Report and recommendations in the matter of United Steel Workers of America—ClIO and 
various steel and iron ore companies. (Washington: Wage Stabilization Board. 1952. Pp. 
49.) 7 


A standard list of subject headings in industrial relations. Prepared by the Subcommittee 
on Subject Headings, Committee of University Industrial Relations Librarians, (Prince- 

_ ton: Indus. Relations Section, Princeton Univ. 1952. Pp. v, 95, $2.50.) 

The steel seisure case—briefs for the government and the companies and the record filed 

in the Supreme Court in the steel seizure case, 82nd Cong., 2nd sess. (Washington: Supt. 

Docs. 1952. 2 vols.) 


Wage Stabilization Board recommendations in steel dispute. Staff report to the Subcom- > 
mittee on Labor and Labor-Management Relations of the Senate Committee on Labor 
and Public Welfare, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 6.) 


Population; Social Welfare and Living Standards 


Baceaaan, G. W. and associates. Health resources in the United States—personnel, facilities, 
and services. (Washington: Brookings Institution, 1952. Pp. xvi, 344. $5.) 

The objectives of the present study were: (1) to ascertain the extent of health re- 
sources available in the United States; (2) to describe the major private and public 
Kealth programs; and (3) to furnish a basis- for further study.” The study is not in- 
tended to furnish the answers to contemporary health problems, although it is intended 
to provide a basis for research with regard to these problems. 

BENNETT, M. K. Population, food and economic progress. Monog. in econ. (Houston: Rice 
Institute. Rice Inst. Pamph., July, 1952. Pp. 68.) 

DituinocHam, W., P. Federal aid to veterans, 1917-1941, (Florida: Univ. of Florida Press. 
1952. Pp. xvi, 258. $4.50.) 

Konpari, C. Indians overseas 1838-1949, (New York: Oxford Univ, Press. 1952. Pp. xi; 
558. $6.50.) 

A study of the status of Indian emigrants in the various countries to hich they have 
gone—the conditions of labor; restrictions on entry, occupation, ownership of land, etc.; 
political status—and a program for the future. 

Saraceno, P. Lo sviluppo economico dei paesi sovrapopolati. (Rome: Editrice Stadium. 
1952. Pp. 162.) 

The economic development of an overpopulated country. The analysis is in three 
parts: I. The Economics of an Overpopulated Country; I. The Present Distribution of 
the World’s Population and Resources; III. The Problem of Economic i aa of 
Italy. 
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SCHECTMAN/ J. B. The Arab refugee problem. (New York: Philosophical. Library. 1952. | 

_ Pp. xi, 137. $3.) 
TROELSTRUP, A. W. Consumer problems.- (New York: McGraw-Hill. 1952. Pp. xv, 458. 
$4.75.) j 

UNGERN-STERNBERG, R. V. and SCHUBNELL, H. Grundriss der bevilkerungswissenschaft 
(demographie), (Stuttgart: Piscator-Verlag. 1950. Pp. viii, 602. DM 42.) 

Application of international standards to census data on the economically active. popula- 
tion. Population stud, no. 9. (New York: U.N. Statistical Office. 1952. Pp. 139.) 

Comparison of state unemployment insurance laws of Dec. 1951. Prepared by Bur. of 
Employment Security. (Washington: Supt. Docs. 1952. Pp. 123.) 

Employment and economic status of older men and women. B.L.S. bull. no. 1092. (Wash- 
ington: Supt. Docs. 1952. Pp. 58.) 

Family income, expenditures and savings in 1950: ee the survey of consumer expenditures 
in 1950, preliminary report, 82nd Cong., 2nd Sess. B.L.S. bull no. 1097. (Washington: 
. Supt. Docs. 1952. Pp. 55.) 

Memo to America: The DP story. The final report of the US. Displaced Persons Com- 
mission, (Washington : Supt. Docs. 1952. Pp. xi, 376. $1.) ` 

Message from the President on the Immigration and Nationality act, 82nd Cong., 2nd 
sess. (Washington: Supt. Docs. 1952, Pp, 101.) 

Social Security act amendments of 1952: Report of Senate Committee on Finance, 82nd 
Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 36.) l 

Unemployment insurance. Hearings before a subcommittee of the House Committee on 
Ways and Means, 82nd Cong., 2nd sess. (Washington: Supt. Docs. 1952. Pp. 550.) 


Unclassified 


ACHORN, E., editor. Beaconlights of Western culture. 3 vols. (Boston: The Beacon Press. 
1952. Pp. xiii, 420; xii, 425; xii, 422. $5. per vol., 3 vols. $12.50.) ` 

Barnarp, C. I. The Rockefeller Foundation—a review for 1950 and 1951. (New York: 
The Rockefeller Foundation, 1952. Pp. 123.) 

Cowzzy, E. H., editor. The American diaries of Richard Cobden. (Princeton: Princeton 
Univ. Press. 1952, Pp. xii, 233. $4.) 

Potiack, J. K. and Tuomas, H. Germany in power and eclipse—the background of German 
development. (New York: D. Van Nostrand Co. 1952. Pp. viii, 661. $10.), 

General Education Board. Annual report 1951. (New York: General Education Board. 
1951. Pp. ix, 83.) 
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NOTES _ ce 


ANNOUNCEMENTS OF ee 


It has been suggested that the Review publish annually a list of members of the pro- 
fession retiring from active teaching. The first of such lists will be-published in the March 
1953 issue, Department heads of colleges and universities will be asked to submit the 
names of members of their staffs who will become emeritus in 1953. Individuals who 
wish to be included in the list are asked to advise department heads or the editor of the 
Review not later than J anuary 15, 1953. 


PUBLICATIONS 


Titra Economic Papers, No. 1, the first annual volume of. translations into - 
English ‘of important articles selected by. an editorial. board appointed by the executive 
committee of the International Economic Association, has been published by the Macmillan 
Company. The volume is priced at $3.50 but a special price of $2.80 net, plus 12 cents 
postage, has been arranged in cooperation with the Macmillan Company for members 
of the American Economic Association. Purchases at the special rate may be made by 
placing an order with Dr. James Washington Bell, Secretary-Treasurer, American Eco- 
nomic Association, Northwestern University. A covering check, made out to the Mac- 
milan Company, must accompany the order. 

This volume of International Economic Papers was reviewed in -the ‘September 1952 
issue of this Review. 
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The Journal of Industrial Economics 


The Journal of Industrial Economics is a new Anglo-American journal to be published 
by Blackwell’s of Oxford. The board of editors includes P, W. S. Andrews (general editor), 
Sir Henry Clay, Joel Dean, R. B. Helflebower, John Jewkes, and E. S. Mason. 

-The journal will be especially devoted to the economic problems of industry and com- 
_ merce. The intention is to publish articles of a scientific character; of value both to 
economists and to businessmen. It will offer a medium for the publication of the results of 
academic industrial research increasingly being carried on both in America and Britain. 

Publication will be three times a year. The prepaid annual subscription is one guinea in 
English currency, or $3.40 in’ US. currency, post free. Remittances should be sent to 
Messrs, Basil Blackwell, Broad Street, Oxford. 

The board of editors -will be pleased to consider manuscripts within the field of interest. 
-of the journal. Articles in England should be sent to the General Editor, care of Messrs. 
Basil Blackwell, 49 Broad Street, Oxford; in the United States they should pe? sent to 
Professor R. B. Heflebower, N orthwestern University, Evanston, Tlinols, 

; ' RESEARCH FELLOWSHIPS AND GRANTS 

The Social Science Research Council has announced fellowships and grants of twa 
distinct types to be offered in 1953: (1) Those designed exclusively to further the-training ' 
of research workers in social science and designated as Research Training Felowships and . 
Area -Research Training Fellowships; (2) Those designed to aid scholars of established - 
competence in the execution. of their research, namely, the Travel Grants for Area Re- 
search, Grants-in-Aid of Research, and Faculty Research Fellowships. None of the awards 
-in the ‘second group is available to students working for degrees. 

Inquiries should be addressed to the Social Science Research Council, 726 Jackson Place, 
N.W., Washington 6, D.C., and applications, on forms provided by the Council, must be 
filed not later than January 5, 1953. 

An announcement describing Faculty Research Fellowships will be supplied on request. ` 


+ r 


NOTES ~. | 1033 


INSTITUTE or SOCIAL STUDIES IN THE HAGUE , 

In October 1952 the Institute of Social Studies, an internationally orientated Institute 
of graduate level, was established in the Hague. The Institute has been made possible by 
the combined efforts of all the universities of the Netherlands and its teaching staff is 
largely recruited from these universities, with visiting professors from other countries. 
The general object of the Institute is the advancement of knowledge in the social sciences 
with special emphasis on their comparative and international aspects. Courses are given 
in the English language. Students who apply are expected to have had previous training in 
at least one of the branches of social studies, economics, comparative law or related subjects. 
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Deaths 


~ Samuel M. Dix died on September 6, 1952. 
Harold A, Innis, of the University of Toronto, died November 8, 1952. 
Edmund T. Miller, professor of economics at the University of Texas, died May 6, 1952. 
. Howard H. Preston, professor of banking and finance and formerly dean of the College 
of Economics and Business at the University of Washington, died September 30, 1952. 


Wendell P. Raine, visiting professor at the University of Miami since his retirement from 
the Wharton School of the University of Pennsylvania in 1951, died September 12, 1952. 


_ Appointments and Resignations | 


Carl E. Abner has been promoted to assistant professor of economics at the University 
of Louisville. 

D. K, Andrews has resigned from Tufts College to accept a position at the University 
-of Vermont. 
_ Anthony L. Angeline, formerly of the College of Saint Elizabeth, has been appointed 

instructor in economics at Niagara University. 

Paul Arnolds-Patron has been appointed professor of economics and head of the depart- 
ment of business administration at the College of the Ozarks.. 

C. A. Ashley has been appointed chairman of the department of political economy of the 
University of. Toronto. 

George Babilot has been appointed instructor in economics in the College of Business 
Administration, University of Nebraska. 

Frank T. Bachmura has been appointed assistant professor of economics at the Unva: 
sity of Wyoming. 

Edwin. H. Baldrige has been promoted to asant professor of accounting in the School 
of Business Administration, University of Pittsburgh.. . 

Robert F. Barlow has been appointed instructor in economics at Colby College. 

Philip W. Bell has been appointed assistant professor of economics at Haverford College. 

J. W. Bennett has been appointed assistant professor äi transportation in the College of 
Business Administration, University of Tennessee. - 

Charles S$. Benson has been advanced to the rank of assistant E of economics at 
Bowdoin College. . 

Robert F. Berner has been: romii from jects to assistant professor of statistics at 
the University of Buffalo.. 

Roy G. Blakey, oraa of the University of Minnesota, has been asked to continue his 
_ Fulbright lectureship at the University of Ankara. - . 

Rudolph Blitz, of the University of Caor is now instructor in economics at North- 
western University. 

Paul Blomgren has been appointed dtan professor of parepertaten at Indiana 
one ; 
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Roy Blough has resigned as a member of the Council of Economic Advisers to the 
President to become principal director of the Department of Economic Affairs of the. 
United Nations. '’ 

Howard R. Bowen, formerly of the University of Ilinois, has bai appointed professor 
of economics at Williams College. 

Royall Brandis has resigned from Duke University to accept an- appointment as assistant 
professor of economics at the University of Illinois. 

Norman Breckner, of the University of Chicago, has been appointed lecturer in eco- . 
nomics at Northwestern University. . 

Marjorie S. Brookshire has been appointed instructor in economics at the University of 
Arizona. 

Carl F. Brown has joined ite staff of the eer neon Ey Division of the Ford- Motor 
Company as a personnel analyst. 

Harvey C. Bunke has been appointed associate professor of transportation at the Uni- 
versity of Tennessee. 

Leo S.. Burrington Has resigned from Western Reserve University to accept an appoint- 
ment as assistant professor of economics at John Carroll University. 

Arthur H. Butler has been promoted to assistant professor of economics at the University 
of Buffalo. i : 

Carl R. Bye, chairman of the department of economics, Syracuse University, has assumed ; 
an additional post as associate dean of the Maxwell School of Citizenship and Public | 
Affairs, 

Claude A; Campbell has resigned fm the State College of Washington to become pro- 
fessor of finance at Florida State University. 

Reynold E. Carlson has been on leave this term`from Vanderbilt University to act as 
economic consultant to‘ the Joint Brazilian-United States Development Commission. l 
` Robert W. Carney has been apponi assistant professor of economics at the KEEA 
of Louisville. 

Allan Cartter, of Yale University, has been appointed assistant prolisó of economics 
and research associate at Duke University. 

Gordon C. Chapman has resigned from Indiana University to accept an appointment as 
associate professor of marketing at Saint Louis University. 

Frank C. Child has resigned from Williams College to accept an appointment as instructor 
in economics at Pomona College. 

_ Richard V. Clemence has been promoted to the rank of associate professor of economics’ 
at Wellesley College. 

_ Robert’L. Clewett, formerly of Montana State University, has been appointed instructor 
in marketing in the School of Business Administration of the University of Michigan: 
Sanford Cohen is assistant professor, of economics at Western Reserve University and 

is'at the same time continuing to serve with the Cleveland regional office of the Wage 

Stabilization Board. 

Robert H. Cole has been promoted from instructor to assistant Se ene of marketing 
at the University of Ilinois. 

Robert T. Collins has resigned from Kansas City University to accept an appointment as 
assistant professor of economics at Alabama Polytechnic Institute. : 
John T. Conlon has been appointed instructor in economics at Michigan State College. 

J. ' Howard Craven has resigned from the University of Wyoming ‘to accept a position 
with Point IV Program in Bolivia. 

Sidney Davidson’ has been promoted to associate professor of accounting at the Johns 
Hopkins University. ` 

. Carl Dennler, Jr., of the University of Missouri, has been ciate instructor in Busi- 

ness Administration: at the University of Maine. 
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Robert L. Dickens has been promoted to assistant profesor of accounting at Duke Uni- ` 

versity, : 

Norton T. Dodge has ‘been appointed instructor in economics at Wellesley College. 

C. H. Donovan has been appointed acting head of the department of economics, Uni- 
versity of Florida. 

Robert Dorfman has been seeettel from ane professor to associate professor of 
economics at the University of California. | 

Douglas F. Dowd has been poiga associate in economics at the University of 
California. 

Howard S5. Dye has been romae to associate professor of economics at the University 
of Tennessee. 

R. Parker Eastwood has been promoted from associate professor to sielesar of business 
statistics in the Graduate School of Business, Columbia University. 

George A. Edwards has been appointed instructor in neers in the Graduate School 
of Business of Columbia University. 

Ernest J. Enright has been appointed assistant professor of economics at ‘Tufts College. 

Harry Ernst has been appointed instructor in economics at Tufts College. 

Merton W. Ertell has been promoted from lecturer to assistant professor of economics 
and industrial relations at the University of Buffalo. l 

Marten S. Estey, formerly of the New York State School of Industrial and Labor Rela- 
tions, Cornell University, is how serving as lecturer in economics at Michigan State College. 

David M. Faulkner has been appointed assistant iii of industrial uia nagement at 
the University of Tennessee. 

William M. Foley has been appointed ee in transportation at the University of 
Tennessee. 

John H. Frederick has been appointed chairman of the epee of business organiza- 
tion at the University of Maryland. 

Earl French has been appointed instructor ‘in economics and business dininin at 
the University of Maine. ~ 

John Friedmann has joined the staff of the Tennessee Valley Authority as ‘economist in 
the Division of Regional Studies. 

George Garvy has resumed his duties as senior economist of the Federal keie Bank 
of New York after serving a period in Panama as an advisor on fiscal matters to the 
International Bank for Reconstruction and Development. He is also visiting lecturer at 
Columbia University for the current academic year. / 

Raymond S. Ginger is on leave from Western Reserve University for the academic yea 
‘ to occupy a fellowship in business history at Harvard University. i 

I. Bernard Goodman is on a year’s leave from the International Monetary Fund to be 
visiting lecturer in economics at the University of Wisconsin. 

H. A. John Green, formerly of the: Massachusetts Institute of Teamen; has been 
appointed instructor in economics at Brown University. ` 

G. Grosschmid has been promoted from assistant protect to dotate professor of eco- 
nomics at Duquesne University. 

Ingrid ‘Hahne has been promoted from instructor to assistant professor of economics at 
Temple University. 

Robert M. Haig has been appointed McVickar professor emeritus of political economy, 

_ Columbia University, as of October 1952. l 
‘William A. Hambley, Jr., has accepted a position with Procter aad Gamble Company. 
Glover D. Hancock has been named professor of economics emeritus at Washington and 

Lee University. 

Albert G. Hart, of Columbia University, has received a Fulbright award and will be at 
the Institut de. Science Economique Appliquée in Paris during the current academic year. 
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Bruno J. Hartung has been promoted fr from instructor to assistant aier of economics 
at Duquesne University. 

A. J. Hill has-been promoted from Sisian aani to associate professor of agat 
ing at Alabama Polytechnic Institute. 

Thomas P. Hogan has been appointed instructor in economics in the School of Business 
Administration of the University of Pittsburgh, 

George Horwich, of the University of Chicago; has joined the staff of. the department 
of economics of Indiana University as instructor in statistics. 

Howard T. Hovde has been elected vice ee and consultant of The Econometric: 
` Institute, Inc., New York City. - 

James C. Terai has been appointed acting assistant t professor of economics at the Uni- ; 
versity of North Carolina, -~ 

Clifford D. Jacobs has retired from the State College of Washington as professor emeritus 
of business administration., 

Daniel J. James, ormel of the University of Ilinois, i is assistant professor of market- 
ing at the University of Georgia, Atlanta.. ; 
C. Hayden Jamison has been appointed’ assistant professor of economics at Beloit 
- College. . 

` Everett H. J ohnson has been omod om associate professor to professor of statistics 
‘at the George ‘Washington University. 
_ Robert W. Johnson has been promoted from lecturer to assistant professor .of finance 
at the University of Buffalo. 
“H. G. Johnston is visiting professor of economics in the department of political economy 
of the University of Toronto. ` 
Gerald I. Jordan, of Claremont Men’s College, will lecture at University of Utrecht 
` and study the Netherlands judiciary during the German occupation under a | Fulbright 


fellowship. ~ 
Mark L. Kahn, aitant professor of economics at Wayne University, has been named 
director of.case analysis for the Wage Stabilization Board, Region VI-B. -_ - , 


Emil Kauder has resigned from the University of Wyoming to accept a position as head 
of the department of economics of Ilinois Wesleyan University. 

Jacob Je Kaufman has been promoted from lecturer to assistant professor of economics at 
the University of Buffalo. 

Charlés C. Killingsworth has been granted leave from Michigan State College to serve 
as vice-chairman of the Wage Stabilization Board. 

-~ Hugh. B, Killough has been granted leave of absence this semester from Brown Uni- 
versity to serve in Indonesia as economic advisor to the J. G. White Engineering i a 
tion. - 

Peter S. King has been appointed faculty lecturer in marketing at Indiana University. 

Walter Kirk has been appointed assistant professor of finance i in the School of Business 
Administration of the University of Pittsburgh. / 

. Bob R. Kittleson is acting instructor in economics at the State College of Washington. 

John V. Krutilla has joined the staff of the Tennessee Valley, Authionty as industrial _ 
economist in the Division of Regional Studies. 

William E. Kuhn has been appointed assistant professor of err at the University 
of Wyoming. 

Enrique Lerdau, formerly of the University of Wisconsin, has accepted a two-year ap- 
. polntment as lecturer in economics at the University of Auckland, New Zealand. i 


Kullervo Louhi, of the School of Business of the University of Chicago, has been ap- 
pointed editor of The IHinois Certified Public Accountant, official journal of the Illinois 
Society of Certified Public Accountants. 


. Richard R. MacNabb, formerly of Northwestern Univesity, is now economist and writer 
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for the Commission’ for Tochiotogiea Advancement, Machinery and Alied Products Tosu, 
tute, Chicago. ` ? na 


Wiliam H. Martin has- resigned from Williams College tó accept an appotitment as 


assistant professor of ¢ economics at the University of Iowg. ` 

Edward Marz is acting head of the economics departmient at. Hofstra College.” 

Cecil C. McGee has BDA g position as assistant professor of. perms at Alabama 
Polytechnic Institute. ’ 

Edgar McKay has beet: promoted to eed professor of economics ‘at the University 
of Maine. -' ; 

Wiliam H. McPherson, of the University of Ilinois, i is serving under a grant kom the 
Department of State as lecturer at the Akademie der Arbeit in Frankfurt and the Akademie 


far Gemeinwirtschaft in Hamburg. In the next semester he will. a at he RESE of - 


Istanbul as Fulbright lecturer, _- 
Gerald M. Meier has been appointed auclor in koal at Williams College. ` 


Frederic Meyers, formerly of the Institute of Labor and Industrial, Relations of the 
University of Ilinois, has accepted an appointment as associate seen of economics at 
the University of Texas: 


Paul A. Montavon has resigned as assistant professor of economics at- Quincy College. ia 


become assistant professor of economics at the University ‘of Notre Dame.. 


Lloyd Morrison has been appointed head of the. jiii department st 1, Louisiana 
State University. 


C 


- Sanford Mosk, of the University of California, ds now studying economic development ` 


problems in Africa under'the auspices of the Carnegie Corporation of- New York. Next 


term he will be visiting proreašor of economics at the, Mowery of Guatemala in- Guate- : 


mala City. i la 
Ingolf H. E. Otto; formerly of George Washington University, has accepted an appoint- 
ment as associate professor of insurance and management at the University of Kansas City. 


"C. F, Owen has been appointed lecturer in economics in the caer ene of Political . 


economy of the University of Toronto. ` 


‘Tord Palander of Uppsala University, Sweden, is serving as visiting profesor of political 


economy at the Johns Hopkins University. 

G. Neil Perry ‘has held since April 1952 the positions “of alternate E director for 
‘’ Canada, International- Monetary Fund. and International Bank for Reconstruction and 
Development and financlal counsellor to the~Canadian Embassy in Washington, D.C. 


Evelyn Pope has been promoted to assistant professor in the School of Business Ad. : 


ministration of-the University of South ‘Carolina. ' 


Arthur R. Porter, Jr., of Hanover College, has Deen appointed a public member of the 
Regional Wage. Stabilization Board, 7th region. °° 


James Potter, on leave of absence from the London School of Economics Js visiting | 


assistant professor of economic history at Yale University.. 

J. Richard Powell has been promoted to assistant profesor of economics at ‘the Uri- 
versity of California at Los Angeles. ` - 

John H. Power, formerly with the Division of International Finance, Board of Gov- 


ernors of the Federal. Reserve. -System, mes been appointed instructor in economics at 
Wiliams College:. 


~ 
4 


Olin 8: Pugh has been promoted to- R professor of economics at the University | 


~ of South Carolina, ` 


Lloyd G. Reynolds has bèn appointed’ Sterling professor of. economics at Yale Uni- 
versity, 

William M, Reynols has been ‘appointed instructor in: ecoriomlc at ‘Michigan State 
College. 

‘Samuel B. Richmond has been promoted to meani professor of business statistics at 
the Graduate pa of Busines, Columbia University. . 
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John 7. Riley is now chief of Management A Division, US. Signal Corps, Fort 
; Holabird, Maryland. 

. Frank L. Roberts has resigned from the University of Ilinois to accept an appointment 
as associate professor of marketing at the University of Nebraska. 

Earl R. Rolph is on leave from the University of California this year to work ona Te- 
-search project at the National'Bureau.of Economic Research. ` 

James H. Rossell has been promoted to associate professor of accounting in the School of 
Business Administration of the University of Pittsburgh. 

` Arnold Rothstein has been appointed assistant professor of business administration at 
the State College of Washington. > . 

Marvin E. Rozen has been appointed lecturer in economics at the. University of 
California. 

George J. Ruschell has been appointed to the staff of the poe of Pney 
Bureau of Business Research. 

Oliver Sarosi has been‘appointed assistant professor of finance at ee University. 

Donald W. Scotton, formerly of the University of Uhnois; is assistant professor of | 
marketing at Detroit University. 

Ewing P. Shahan has been named dean of the College of Arts of Vanderbilt University. 

Harold A. Shapiro has been appointed assistant professor of economics at the Arkansas 
State Teachers College, Conway, Arkansas. 

Douglas S. Sherwin is on loan service from Phillips Chemical Company, Bartlesville, 
Oklahoma, to the Reconstruction Finance Corporation. ; 

Carl S. Shoup has been appointed McVickar professor of political economy at Columbia 
University. He continues to be a member of the Graduate Schoo] of Business faculty. 

Carolyn S. Solo has been promoted to assistant professor of econdmics at pene 
College. $ 
John V. Spielmans has been promoted to professor of economics in the College of Business 
Administration of Marquette University. 

Boris M. Stanfield, of Columbia College, has accepted a visiting professorship at the 
Ecole Libres des Hautes Etudes in New York City for the current academic year. 

‘Peter O. Steiner has been appointed assistant cia of economics at the ‘University 
of California. 

Marvel. M. Stockwell, of the University of California at Los Angeles, was elected presi- 
dent .of the Western Economic Association at the Redlands Conference in September. 

_ J. RGN. Stone, of Cambridge University, has been’ appointed visiting protesor of political 
economy at the Johns Hopkins University for the February 1953 term. 

James H. Street, formerly of Haverford College, has been appointed assistant professor 
of economics at Rutgers University. 

Francis H. Stubbs has been appointed instructor in economics and finance at the Univer- _ 
_ sity of Missouri.. 

Sidney C. Sufrin, formerly deag of the Business and EE Research Center, 
is now director of the Maxwell Research Center, Maxwell School of Citizenship and Pub- - 
lic Affairs, Syracuse University. 

Theo Surányi-Unger, of Syracuse University, conducted a seminar in economics at the 
Austrian College in Alpbach, Teol, last summer and is now lecturing at the University of 
Kiel, Germany. i 

Milton C. Taylor is acting director of the Division of Reseairci and Statistics of the 
Department of the Treasury, Puerto Rico. 

William F. Thompson has been promoted to associate mat of economics at the 
University of Louisville. 

S. Triantis has been appointed lecturer in ‘economics in the AEE of political 
“economy of the Universitv of Toronto, 
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Elliott O. Watson has ETE an appointment as assistant professor of. economics at 
Central College. 3 
S. G. Wennberg has béen id chairinan of the department of economics and. business i 


at the University of Missouri, © 


Samuel Z. Westerfield, Jr., has been pronioted to’ ee sere of economics and has ° ‘been 


. named director of the School of Business Administration-at Atlanta University. 


Charles Wolf, Jr., is-presently with the. Technical Cooperation Administration of the 
Department of State as acting chief of the Program Planning Staff of the Asian Develop- 
ment Service. , 5 

J-N. Wolfe has been appointed lecturer in economics ih the department of political 
economy, University of Toronto. 

Cyril Zebot has been promoted from ETT professor to professor of economics at 
Duquesne University. vs 

Walter Zukowski, formerly of Clark University, has been appointed instructor in busi-. 
ness administration at cay College. — - 





